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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGE:MENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

Management of the Municipality of Gurabo of the Commonwealth of Puerto Rico (the 
"Municipality") provides this Management's Discussion and Analysis of the Municipality's 
basic financial statements as an overview and analysis of the financial activities of the 
Municipality for the fiscal year ended June 30, 2005. We encourage readers to consider the 
information presented here in conjunction with the additional information that we have 
furnished in the accompanying basic financial statements . 

FINANCIAL ffiGHLIGHTS 

• The Municipality's in the Govermental Activities has reported assets and net assets 
amounting to $38,325,146 and $22,477,097 respectively, in the accompanying 
statement of net assets, of which the most significant assets are capital assets (pending 
for the property final costs) amounting to $26,229,882 (68 percent of total Munidpality's 
assets). 

• The Municiaplity in the same actJ.vttJ.es has reported total liabilities amounting to 
$15,848,049 in the accompanying statement of net assets, of which the most significant 
liabilities are bonds, notes and other long-term debt amounting to $7,179,162 (45 percent 
of total liabilities). 

• The Municipality has reported total revenues amounting to $21,481,676 in the 
accompanying Statement of Revenues, Expenditures and Changes in Fund Balances­
Gubemamental Funds, for the Fiscal Year Ended June 30, 2005. The most significant 
revenues amounting in this statement are property taxes and municipal licenses taxes 
and, licenses and permits were to $6,887 ,398 (32 percent of total revenues) and 
$5,583,928 (26 percent of total revenues), respectively . 

• The Municipality has reported a (deficiency) of revenues over expenditures amounting to 
($4,887 ,281) in the accompanying statement of revenues, expenditures and changes in 
fund balances. 

8 • The Municipality's governmental funds reported combined ending fund balances of 
$4,895,611 which represent the fund balances of the general fund, capital proyects funds 
and debt service fund combined (all known as the Municipality's major fonds). 

• The Municipality has reported unreserved fund balance for the general fund amounting 
• to ($1,690,195) . 

• 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGEMENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

FINANCIAL IDGHLIGHTS (Continuation) 

• The Municipality has reported a deficiency of revenues and other financing sources over 
expenditures and other financing uses amounting to ($4,887,281) in the governmental 
funds. Such amount, ($4,887 ,281), correspond to General Fund, Debt Service, Joint 
Resolutions, Bonds and Loans and other Governmental funds. Such deficiency was due 
principally to the $6,330,971 capital outlays incurred during the year. This amount was 
covered with the total beginning fund balance of$9,782,892. Such outlays over financing 
sources and reducing the expected income for the incongruence on the State economy 
were the principal reasons of the deficiency in the governmental funds . 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS 

The Municipality's financial statements include three components: (1) the government-wide 
financial statements, (2) the fund financial statements, and (3) the notes to the financial 
statements (collectively known as the basic financial statements). This report also contains 
additional required supplementary information (budgetary schedules) and other 
supplementary information (combining financial statements) in addition to the basic 
financial statements themselves. These components are described below: 

Government-Wide Financial Statements 

The government-wide finandal statements are designed to provide readers with a broad 
overview of the Municipality's operations and finance as a whole in a manner similar to 
private-sector business. These statements provide short-term and long-term information 
about the Municipality's financial position, which assist the Municipality's management to 

e determine the economic condition at the end of the fiscal year. These financial statements 
are prepared using the flow of economic resources measurement focus and the accrual basis 
of accounting. This basically means that these financial statements follow methods that are 
similar to those used by most businesses. They take into account all revenues and expenses 
connected with the fiscal year ended June 30, 2005 even if cash involved have not been 

e received or paid. The government-wide financial statements include: (1) the statements of 
net assets and (2) the statement of activities. 

II 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGEl\ffiNTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

OVERVIEW OF THE BASIC FINANCIAL STATEl\ffiNTS (Continuation) 

Government-Wide Financial Statements 
(Continuation) 

Statement of Net Assets 

The statement of net assets presents all of the Municipality's assets and liabilities, with the 
difference between these two items reported as "net assets" (equity). Over time, increases or 
decreases in the net assets may serve as a useful indicator of whether the financial position 
of the Municipality is either improving or deteriorating . 

Statement of Activities 

The statement of activities presents information showing how the Municipality's net assets 
changed during the fiscal year ended June 30, 2005. All changes in net assets are reported as 
soon as the underlying event giving rise to the change occurs, regardless of the timing of 
related cash flows. Thus, revenues and expenses are reported in this statement for some 
items that will not result in cash flows until future fiscal periods (such as uncollected taxes 
and earned but unused vacation leave). This statement also presents a comparison 
between direct expenses and program revenues for each function of the Municipality. 

Both of the abovementioned financial statements present all the governmental activities of 
the Municipality, which consist mostly by taxes and intergovernmental revenues (such as 
federal grants). Most services provided by the Municipality fall into this category, including 
culture and education, general government, health and sanitation, public safety, public 
housing and welfare, etc . 

Ill 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGEMENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

OVERVIEW OF THE BASIC FINANCIAL STATE:MENTS (Continuation) 

Fund Financial Statements 

The Municipality's fund financial statements, which consist of: (1) the balance sheet -
governmental funds and (2) the statement of revenues, expenditures and changes in fund 
balances - governmental funds. These financial statements report the financial position and 
results of operations of the Municipality's governmental funds. 

A fund is a grouping of related accounts that is used to maintain control over resources that 
have been segregated for specific activities or objectives. The Municipality, like most other 
state and local governments, uses fund accounting to ensure and demonstrate compliance 
with finance-related legal requirements. Each fund is considered an independent fiscal 
entity accounted for within a set of self-balancing accounts that comprise its assets, 
liabilities, fund equity, revenue, and expenditures. Fund accounting segregates funds 
according to their intended purpose and is used to aid management in demonstrating 
compliance with legal, financial and contractual provisions . 

The fund financial statements focus on: (1) individual parts of the Municipality's 
government and (2) reporting the Municipality's operations in more detail than the 
government-wide financial statements. For financial reporting purposes, the Municipality 
classifies its funds within the following fund categories: (1) general fund, (2) debt service 
fund, (3) special revenue funds and (4) capital projects funds (collectively lmown as the 
"governmental funds"). 

Governmental funds are used to account for all of the services provided by the Municipality. 
Governmental funds are used to account for essentially the same functions reported as 
governmental activities in the governmental-wide financial statements. However, unlike the 
government-wide financial statements, governmental fund financial statements focus on 
near-term inflows and outflows of spendable resources. They also focus on the balances of 
spendable resources available at the end of the fiscal year (June 30, 2005). This approach is 
lmown as using the flow of current financial resources measurement focus and the modified 
accrual basis of accounting. These statements provide a detailed short-term view of the 
Municipality's finances that assists in determining whether there will be adequate financial 
resources available to meet the current needs of the Municipality, that is, evaluating the 
Municipality's near-term financing requirements. 

IV 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGE:MENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (Continuation) 

Fund Financial Statements 
(Continuation) 

Because the focus of governmental funds is narrower than that of the government-wide 
financial statements, it is useful to compare the fund information presented for 
governmental funds with similar information presented for governmental activities in the 
government-wide financial statements. By doing so, readers may better understand the long­
term impact of the Municipality's near-term financial decisions. 

For financial reporting purposes the Municipality has four major funds: (1) the General 
Fund, (2) State Legislative Joint Resolutions, (3) Loans and Bonds Fund and (4) the Debt 
Service Fund. 

Notes to the Basic Financial Statements 

The notes to the basic financial statements provide additional information that is essential to 
a full understanding of the data provided in the government-wide and the fund financial 
statements. The notes to the basic financial statements can be found immediately following 
the basic financial statements . 

Required Supplementary Information 

The basic financial statements are followed by a section of required supplementary 
information consisting of: (1) a combining financial statements referred in connection to 
nonmajor governmental funds is presented, and (2) a budgetary comparison between actual 
operating results with the original budget and the final amended budget for the general and 
debt service funds . 

v 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGEMENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (Continuation) 

Government-wide Financial Statements Summary 

As noted earlier, net assets may serve over time as a useful indicator of the Municipality's 
financial position. In the case of the Municipality, assets exceeded liabilities by $22,477,097 
at June 30, 2005. 

As previously discussed, by far the largest portion of the Municipality's net assets reflect its 
investment in capital assets (e.g., land, buildings, machinery, equipment and all other 
property), less any related debt used to acquire those assets that is still outstanding. The 

e Municipality uses these capital assets to provide services to citizens; consequently, these 
assets are not available for future spending. The following is a condensed presentation of the 
Municipality's financial position and results of operations, as reported in the govemment­
wide financial statements: 

e Condensed Statement of Net Assets: 

• 

• 

• 

Current assets 
Capital assets 

Total assets 

Current liabilities 
Non-current liabilities 

Total liabilities 

Net assets/(liabilities): 
Invested in capital assets, net of related debt 
Restricted 
Unrestricted 

Total net assets 

June 30, 2005 
$ 8,655,181 
29.669.965 
38,325,146 

8,668,887 
7.179.162 

15,848,049 

21,975,447 
6,552,305 

( 6.050.655) 

$22.477.097 

An additional portion of the Municipality's net assets (2 percent) represents resources that 
are subject to restrictions on how they may be used. At the end of the current fiscal year, the 
Municipality has reported positive balances in two categories of net assets. 

VI 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGEMENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (Continuation) 

Condensed Statement of Activities: 

Revenues: 
Program revenues: 

Operating grants and contributions 
Capital grants and contributions 

General revenues: 
Property taxes 
Municipal license taxes 
Licenses, permits, fines and forfeits 
Interest, fines and penalties 
Other Governmental Funds 
Miscellaneous 

Total Revenues 

Expenses: 
General government 
Capital outlays 
Public safety 
Public works 
Recreation 
Health and welfare 
Sanitation 
Interest on long-term debt 

Total expenses 

Change in net assets 

Net assets - at beginning of year 
Net assets - at end of year 

VII 

June 30, 2005 

$ 2,075,126 
1,180,051 

6,887,398 
3,449,397 
2,134,531 

251,384 
4,800,194 

790.329 
21,568,410 

10,451,523 
6,330,971 
1,865,334 
3,369,796 
1,020,677 
1, 743,688 
2,684,034 

483.037 
27,949,060 

(6,380,650) 

28,857,747 
$22,477 ,097 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGEMENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (Continuation) 

Fund Financial Statements Summary 

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate 
compliance with finance-related legal requirements . 

Governmental Funds - The focus of the Municipality's governmental fonds is to provide 
information on near-term inflows, outflows, and balance of spendable resources. Such 
information is useful in assessing the Municipality's financing requirements. In particular, 
unreserved fand balance may serve as a useful measure of a government's net resources 
available for spending at the end of fiscal year. The following is a condensed presentation of 
the Municipality's balance sheet and results of operations of governmental funds: 

Condensed Balance Sheet - Governmental funds: 

Total Assets - Major Funds 
Total Assets - Nonmajor Funds 

Total assets 
Total Liabilities - Major Funds 
Total Liabilities- Nonmajor Funds 

Total liabilities 

Fund Balances - Major Funds 
Fund Balances - Non major Funds 

Total Fund Balance 

Condensed Statement of Operations - Governmental funds: 

Total Revenues - Major Funds 
Total Revenues - Nonmajor Funds 

Total revenues 
Total expenditures - Major Funds 
Total expenditures - Nonmajor Funds 

Total expenditures 

Other financing sources (uses) Major 
Other financing sources (uses) Nonmajor 
Expenses Over Expenses - Major 
Expenses Over Revenues-Nonmajor 

Total Fund Balance 
VIII 

June 30, 2005 
$ 9,164,207 

4.782.315 
$13.946.522 
$ 6,499,774 

2.551.137 
$ 9,050,911 

$ 4,895,611 

$ 4.895,611 

$15,955,672 
5.526.004 

21.481.676 
20,401,418 

5,967.539 
26.368.957 

(4,445, 746) 
( 441.535) 

($4.887.281) 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGEMENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS 

As noted earlier, 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 balances of $4,895,611 a decrease of$4,887,281 in comparison with 
the prior year. There are reservations of fund balances amounting to $6,585,806. This is the 
fund balance that it is not available for new spending because it has already been committed 
1) to liquidate contracts and purchase orders of the prior fiscal year ($33,500), 2) to pay debt 
service ($1,817,941), 3) to pay for capital projects ($2,551,053) and 4) for other purposes 
($2,183,312). 

The governmental funds include the general fund which is the principal operating fund of 
the Municipality. During the current year the fund resulted with an operating deficit of 
$2,778,550 due principally to nonbudgeted public works for approximately $1,399,000 and 
landfill expenditures of approximately $900,000. As of June 30, 2005, the general fund has 
a negative fund balance of $1,656,695. Municipality's managements, in order to mitigate 
such deficit, is currently making collection efforts to increase subtantially the construction 
excise taxes and evaluating the possibility of obtaining an operating loan from the 
Government Development Bank for Puerto Rico. 

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

GENERAL FUND BUDGETARY IIlGHLIGHTS 

Over the course of the year, the Municipality'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 developments that positively affected the Municipality's finances. 
Increases in budgeted expenditures were also made since the law mandates a balanced 
budget. 

IX 
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MUNICIPALITY OF GURABO, PUERTO RICO 

MANAGEMENTS' DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2005 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

The Municipality's investment in capital assets as of June 30, 2004, amounts to 
$26,229,882; net of accumulated depreciation of $6,533,178. 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, 
and similar items. 

The Municipality could not complete the capital assets accounting records for the year 
ended June 30, 2005. However, it is expected to be completed by March 2006. Depreciation 
charges for the year was estimated at $718,033. 

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, 2005, the Municipality has $1,418,431 of unexpended proceeds from bond 
issuances that are committed to future construction activities. 

FINANCIAL CONTACT 

The Municipality's financial statements are designed to present users (citizens, taxpayers, 
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 on the 2nd floor of the Gurabo City Hall, Gurabo, Puerto Rico. 

x 
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NIEVES VElAZQUEZ & CO., P.S.C. 
Certified Public Accountants and Financial Consultants 

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 Municipality) as of and for the 
year ended June 30, 2005, 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 of the general and debt service funds 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. 

Except as discussed in the following paragraph, 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. 

The Municipality has not maintained complete and adequate records in order to 
obtain sufficient and competent evidential matter related to the Capital Assets 
reported in the governmental activities and, accordingly, the amount by which this 
departure would affect the assets, net assets, and expenses of the governmental 
activities is not reasonably determinable. 

1 
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INDEPENDENT AUDITOR'S REPORT 
(Continuation) 

In our op1mon, because of the effects of the matter discussed in the third 
paragraph, the financial statements referred to above do not present fairly, in 
conformity with Accounting Principles Generally Accepted in the United States of 
America, the financial position of the governmental activities of the Municipality 
of Gurabo, Puerto Rico, as of June 30, 2005, and the changes in financial position, 
thereof for the year then ended. 

In addition, in our opinion the financial statements referred to above present fairly, 
in all material respects, the financial position of each major fund, and the aggregate 
remaining fund information of the Municipality of Gurabo, Puerto Rico, as of 
June 30, 2005, and the respective changes in financial position, thereof for the year 
then ended in conformity with Accounting Principles Generally Accepted in the 
United States of America. In addition, in our opinion, the financial statements referred 
to above present fairly, in all material respects, the budgetary comparison of the general 
and debt service funds for the year then ended in conformity with the budgetary 
(starutory) basis of accounting, as described in Note 1. 

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. 

December 29, 2005 
San Juan, Puerto Rico 

CPA Stamp #2076409 was 
affixed to the record copy of this 
report . 
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Cuneat auets: 
Cash 

Receivables! 
Interest 
Other governmental entities 
Municipal License Taxes 
Federal gove.mment 

Total current auets 

Nonc~eDt uacta: 
Restricted assets! 

Cash with liscal agent 

Other assets 

Capital assets: 
Nondepreciable assets: 

Land and construction in progress 

Depreciable assets: 
Buildings, equipment and other, net 

Total capital assets 

MllNICIPAI.ITY OF GURABO, PUERTO RICO 
STATEMENT OF NET ASSETS 

JUNE 30, 2005 

Less: Accumulated depreciation and amortisation 

Total aaoaacwrent uaeta 

Totaluaeta 

l.lal>Wtiea 

Carrent Ual>WUea: 
Accounts payable and accrued liabilities 

Due to:Other governmental entities 

Deferred revenues: 

Legal Claims 

General obligations, bonds and notes 

Compensated absences 

Interest payable 

Noncarreut llal>Wtiea: 
General obligauons, bonds and notes 
Compensated absences 

Total noacuneaat UabillUca 

Total llabWUea 

Netaueta: 
Invested 1n capital assets, net or deprectation and related debt 

Restricted for: 
Debt service 
Capital projects 
Other purposes 

Unrestricted 

Total net uaeta 

Commitments and contingencies (Note 151 

Total Ual>UitJea aaad aaet aaseta 

The accompan}'lng notes arc an mtcgral part or these financial statements . 

. 3 • 

Govenamental 
Activities 

$ 6,531,977 

$ 3,705 
1,604,373 

781 
514,345 2,123,204 

8 16551181 

3,329,123 

110,960 

16,180,605 

16,582,455 

32,763,060 

(6,533, 1781 26,229,882 

29,669,965 

• 3813 251146 

$ 1,691,546 

1,096,730 

3,630,709 

1,125,429 

413,273 

545,601 

165,599 

8,668,887 

6,209,205 
969.957 

7,179,162 

15,848,049 

21,975,447 

$ 1,817,940 
2,551,053 
2,183,312 6,552,305 

(6105016551 

22,477,097 

• 3813251146 
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Functions/Programs 

Governmental activities: 

General government 

Capital outlays 

Public works 

Recreation and sports 

Sanitation 

Public safety and security 

Health 

Interest 

Total governmental activities 

MUNICIPALITY OF GURABO, PUERTO RICO 

STATEMENT OF ACTMTIBS 
YEAR ENDED JUNE 30, 2005 

Expenses 

s 10,451,523 

6,330,971 

3,369,796 

1,020,677 

2,684,034 

1,865,334 

1,743,688 

483,037 

27,949,060 

Charges for 
Services and other 

General revenues 

Taxes: 

Property taxes 

Volume ofbusmess taxes 

Intergovernmental revenue, unresuicted 

Interest revenues 

Licenses, permits, fines and forfeits 

Miscellaneous 

Total general revenues 

Change in net assets 

Net assets. begiruung of year 

Net assets· end of year 

Program Revenues 

Capital Grants 
and Conuibutions 

1,180,051 

1,180,051 

The accompanying notes are an integral part of these financial statements . 

- 4 . 

Operating Grants 
and Conuibutions 

738,053 

1,337,073 

2,075,126 

$ 

Net Expenses 
and Changes in 

Net Assets 

(9, 713,470) 

(5, 150,920) 

(3,369, 796) 

(1,020,677) 

(2,684,034) 

(1,865,334) 

(406,615) 

(483,037) 

(24,693,883) 

6,887,398 

3,449,397 

4,800,194 

251,384 

2,134,531 

790,329 

18,313,233 

(6,380,650) 

28,857,747 

22,477,097 



• • • • • • • • 
MUNICIPALITY OF GURABO, PUERTO RICO 

BALANCE SHEET 
GOVERNMENTAL FUNDS 

June 30, 2005 

Majorhnds 
State 

Legislative Debt Other ToW 
General Joint Loans ancl Bonds Service Governmental Governmental 

Fund Resolutions Fund Fund hnds Funds 

ASSETS 

Cash (including certificates of 
deposits of$ 4,009,055 $ 1,746,754 2,295,771 2,489,452 6.531,977 

Restricted assets: 
Cash with fiscal agent 1,418,431 1,910,692 3,329.123 

Rcce1vables: 

Municipal license truces 781 781 

From other funds 1,851,258 1.851.258 

From other Federal Agency 514,345 5H,345 

From other governmental entities 1,244,286 360,087 1,604,373 

Other 110,960 110,960 

Interests 3.705 J.705 

Total assets $ 4,843,079 2,295,771 l ,418,431 2,025,357 3,363,884 13,946,522 

(Continues) 

The accompany mg notes are a n integral part of these financial statements. 

. s. 



• • • 

LlABILITJES 

Accounts payAblc and accrued liabilities $ 

Due to: 

Other governmental entities 

Others funds 

Deferred revenues 

Matured bonds & notes· 

Principal 

Interests 

Total liabilities 

(Continues) 

• 

MUNICIPALITY OF GURABO, PUERTO RICO 
BALANCE SHEET 

GOVERNMENTAL FUNDS 

General 
Fund 

J,642,545 

1,096.730 

3,760,499 

6,499,774 

June 30, 2005 

(CONTINUATION) 

Major Funds 
State 

Lepslative 
Jobit 

Resolutions 

8,900 

8 ,900 

Loans and Bonds 
Fund 

Debt 
Service 
Fund 

10,550 

170,000 

26,866 

207,416 

The o.ceompanying notes arc an integral pnn of these finn ncinl s tatement>. 

- 6 -

• 

Other 
Gove mm ea ta! 

Funds 

40,101 

1,840,708 

454,012 

2,334,821 

• 

Total 
Governmental 

Funds 

• 

1,69 1,546 

1,096,730 

1,851,258 

4,214,511 

170,000 

26,866 

9,050,91 1 



• • 

Fm'ID BALAKCES 

Reserved for encumbrances 
Reserved for otber purposes 
Reserved for debt service 
Reserved for capitals projects 
Unrc.:scncd 

TolAll fund balance 

Commitments and contingencies (Note 151 

Total liabilities ud fluid balances $ 

{Continues) 

• • • 
MUNICIPALITY OF GURABO, PUERTO RICO 

BALANCE SHEET 
GOVERNMENTAL FUNDS 

June 30, 2005 

(CONTINUATION) 

Major Fwads 
State 

Leplatlve Debt 
General Joint I.oans and Bonds Semce 

Fund Resolutions Fwld Fund 

33,500 
1,154,249 

1,817,941 
2,286,871 264,182 

(l,690, 195l 

p ,656,695! 2,286,871 l,418,431 1,817,941 

4,843,079 2,295,771 l,418,431 2,025,357 

The accompanying notes arc an integral part or these financial statements. 

. 7. 

• • • 

Other Total 
Governmental Governmental 

Funds FUnds 

33,500 
1,029,063 2,183,312 

1,817,941 
2,551,053 
p ,690, l 95l 

1,029,063 4,895,611 

3,363,884 13,946,522 
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• 

• 

• 
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• 

MUNICIPALITY OF GURA.BO, PUERTO RICO 

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

June 30, 2005 
(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 
Buildings and improvements, equipment and vehicles, 
net of$6,533,l 78 accumulated depreciation 

Total capital assets 

$14,280,552 
1,900,053 

10.049.277 

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 except, $170,000 of matured amount. All 
liabilities-both current and long-term-are reported in the Net Assets . 
Balances at June 30, 2005, were: 

Compensated Absences 
Legal Claims 
Bonds and notes payable 

Total net assets of governmental activities 

8 

$4,895,611 

26,229,882 

583,802 

(138, 733) 

(1,515,558) 
(1,125,429) 
(6.452.478) 

$22.477.097 



• • 

REVENUES 

Property taxes 

Volume of business tax 

Licenses, permits, fines 
and forfeits 

Intergovernmental grants 
and others 

Interests 

Federal grants 

Miscellaneous 

Total revenues 

(Continues) 

• 

$ 

• • • • • • 

MUNICIPALITY OF GURABO, PUERTO RICO 
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES 

GOVERNMENTAL FUNDS 

General 
Fund 

6,060,313 

3,449,397 

2,134,531 

1,193,620 

251 ,376 

790,329 

13,879,566 

YEAR ENDED JUNE 30, 2005 

Major Funds 
State 

Legislative 
Joint 

Resolutions 

J,249,021 

1,249,021 

Loans and Bonds 
Fund 

Debt 
Service 
Fund 

827,085 

827 085 

Other 
Governmental 

Funds 

2,804 ,783 

8 

2,721,213 

5,526,004 

The accompanying notes are an integral part of these financial statements. 

- 9-

• 

Total 
Governmental 

Funds 

6 ,887,398 

3,449,397 

2,134,531 

5 ,247,424 

251,384 

2 ,721 ,213 

790 329 

21,481 676 



• • 

General government 

Public safety and security 

Sanitation 

Health 

Recreation and sports 

Public Works 

Capital outlays 

Bonds & notes: 

Principal 

Interes t 

ToW erpendltures 

(Continues) 

• • • • • 
MUNICIPALITY OF GURABO, PUERTO RICO 

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

O..neral 
Fund 

6,729,736 

1,555,218 

2,684,034 

376,939 

J,020,677 

3,369,796 

678,365 

16,414,765 

YEAR ENDED JUNE 30, 2005 

(CONTINUATION) 

Major Funds 
State 

Legislative 
Joint 

Resolutions 

1,545,953 

1,545,953 

Loans and Bonda 
Fund 

1,572,106 

1,572 106 

Debt 
Servlo• 
Pund 

524,290 

344,304 

868,594 

Other 
Governmental 

Funds 

1,756,127 

310,116 

1,366,749 

2.534,547 

5967 539 

The accompanying notes are an integral part of these financial statements . 

- 10-

• 

Total 
Governmental 

Funds 

8,485,863 

1,865,334 

2,684,034 

1,743,688 

1,020,677 

3,369,796 

6,330,971 

524,290 

344,304 

26,368,957 



• 

Excess / (deficiency) of 
revenues over / (under) 
expenditures before other 
financing sources / (uses) 

OTHER FINANCING 
SOURCES l (Y.SES) 

Operating transfers - in 

Operating transfers - out 

Total other ftnanclng 
80W'CeS (uaea) 

Net change in fund balances 

Fiuid balance• at becfnalng 
of year 

Fund balances at end 
of year 

(Continues) 

• • • • • • • 

MUNICIPALITY OF GURABO, PUERTO RICO 
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES 

GOVERNMENTAL FUNDS 
YEAR ENDED JUNE 30, 2005 

(CONTINUATION) 

Major Funds 
State 

Legislattve J>ebt Other 
Gener al Joint Loans and Boa.ta S.rvice Governmental 

Fund Resolutions Fund Fund Funds 

(2,535, 199) (296,932) (l,572,106) (41,509) (44 1,535) 

243,351 

(243,351) 

!243,351) 243 351 

(2,778,550) (296,932) (1,572,106) 201,842 (441,535) 

~ 
I , 121,855 2.583.803 2.990.537 1.616 099 1.470,598 

!1.656,6951 21286,871 1,418,431 1,817 941 1,029,063 

The accompanying notes are an integral part of these financial statements. 
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• 

Total 
GoverDmental 

Funds 

(4,887,281) 

243,351 

(243,351) 

(4,887,281) 

9.782 892 

4,895,611 
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MUNICIPALITY OF GURABO, 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 30, 2005 

(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 (none 
reported) exceeded depreciation expense ($718,033) reported in the 
Statement of Activities. 

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 

($4,887,281) 

(718,033) 

129,790 

86,734 

(251,988) 
(138,733) 

(1,125,429) 

524.290 

($6,380,650) 



• • • • • • • 
MUNICIPAL/TY OF GURA.BO, PUERTO RICO 

STATEMENT OF REVENUES AND EXPENDITURES 
BUDGET AND ACTUAL-GENERAL FUND AND DEBT SERVICE FUND 

BUDGET AllY BASIS 
Year Ended June 30, 2005 

GENERAL FUND DEBT SERVICE FUND 
Variance Variance 

Original Final Adjusted Favorable Original Final Adjusted Favorable 
Budget Budget Actual (Unfavorable} Budget Bud~t Actual (Unfavorable) 

Revenues 
Property tax s 3,618,999 3,806,778 6,060,313 2,253,535 s 1,102,397 1,102,397 827,085 (275,312) 
Volume ofbusiness tax 4,900,000 4,900,000 3,449,397 (1,450,603) 
Licenses and permits 2,047, 196 2,047,196 2,134,531 87,335 
Intergovernmental services 
Intergovernmental grants 3,457,613 3,457,613 1,193,620 (2,263,993) 
Property rent 
Interest 251,697 251,697 251,376 (321) 
Landfill revenues 
Miscellaneous 600,428 853,962 790,329 (63,633) 
Transfer in 243,351 243,351 

Total Revenues 14,875,933 15,317,246 13,879,566 (l,437,680) 1,102,397 1,102,397 1,070,436 (31,961) 

Expenditures 
General government 7,276,023 7,675,519 6,585,263 1,090,256 
Public works 4,021,552 4,021,552 3,221,627 799,925 
Health & welfare 367,652 367,652 376,939 (9,287) 
Public safety 1,864,559 1,864,559 1,555,218 309.341 
Education & recreation 1,051,847 1,093,664 1,020,677 72,987 
Sanitation 2,684,034 (2,684,034) 
Capital Outlays 678,365 (678,365) 
Bonds & notes 425,000 425,000 524,290 (99,290) 
Interest 677,397 677,397 344,304 333,093 
Transfer out 294,300 294,300 243,351 50,949 

Total Expenditures 14,875,933 15,317,246 16,365,474 {1,048,228~ 1,102,397 1,102,397 868,594 233,803 

Excess of (expenditures) revenues 

over (revenues) expenditures $ (2,485,908) {2.485,908~ $ 201.842 201.842 

The accompanying notes are an integral part of these financial statements. 

13 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

GENERAL ORGANIZATION 

The Municipality of Gwabo (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 evezy 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: 

1. SUMMARY OF SIGNIFICANT 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 which was implemented 
by the Municipality during the fiscal year ended June 30, 2004. 

14 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

a. Reporting Entity (Continuation) 

According to the first reporting model established by GASB Statement 
No. 34, Basic Finandal Statements-and Management's Discussion and 
Analysis-for State andL<Jcal Governments (GASB No. 34), which the Municipality 
adopted in prior year, the minimum required 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 (RSO . 

RSI is information presented along with, but separate from, the 
Municipality's basic financial statements. RSI is composed of the 
Management's Discussion and Analysis (MD &A). 

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, 2005, 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 of 
ERS, which is a multi-employer cost-sharing retirement system in which 
the Municipality is a participating employer . 

15 
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MUNICIPAL/TY OF GUR.ABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

b. Financial Reporting Entity 

The accompanying basic financial statements include all departments, 
agencies and municipal entities that: (1) are under the legal and 
administrative control of the Mayor, and (2) whose funds are under the 
legal custody and control of the Municipality's Director of Finance, 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 StatementNo.14, - TheFinancialReportingEntity(GASBNo.14.) 

The Municipality's management has concluded that, based on the 
aforementioned criteria, there are no legally separate entities or 
organizations that should be reported as component units of the 
Municipality as of June 30, 2005 nor for the year then ended . 

c. Basic Financial Statements-GASH Statement No. 34 

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

16 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

c. Basic Financial Statements-GASB 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 and 
contributions. The operating grants include operating-specific grants . 

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

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

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

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 Municipality reports the following 
major funds on Fund Financial Statements: 

17 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATE:MENTS 
JUNE 30' 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (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. 

State Legislative Joint Resolutions - The State Legislative Joint Resolutions is 
used to account for certain operations grants awarded by the Legislative of the 
Commonwealth of Puerto Rico to subsidy certain operations and administrative 
activities by the Municipality. 

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

Loans and Bonds - Loans and Bonds 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 STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGNJFICANT ACCOUNTING POLICIES (Continuation) 

e. Basis of Accounting (Continuation) 

Measurement Focus. Basis o[Accounting 

Government-wide Financial Statements CGWFS). The accompanying 
GWFS are composed of: (I) 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 
report 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. 

1 9 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATE1\1ENTS 
JUNE 30, 2005 

1. 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 two 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 attributed to the acquisition, 
construction or improvement of those assets. For the purposes of 
determining the outstanding debt attributed to capital assets, the 
total long-term debt related to the acquisition, construction or 
improvement of capital assets 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 resources (from external resource providers) . 
Enabling legislation establishes restrictions if it includes a legally 
enforceable requirement that those resources be used only for the 
specific purposes stipulated in the legislation. 

The classification of restricted net assets identifies resources that 
have been received or earned by the 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, 2005 

1. SUl\1lMAR.Y OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e. Basis of Accounting (Continuation) 

Measurement Focus. Basis o(Accounting (Continuation) 

Government-wide Financial Statements {GWFS) (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: 

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

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

• Other Specified Purposes - Represent financial resources set aside 
for: (1) use in federal and state grant programs and (2) payment of 
certain accounts payable and commitments approved by GDB. 

• 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 
first, and then uruestricted resources as they are needed . 

2 1 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

MUNICIPALITY OF GURA.BO, PUERTO RICO 

NOTESTOFINANCIALSTATEM:ENTS 
JUNE 30' 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e. Basis of Accounting (Continuation) 

Measurement Focus. Basis o[Accounting (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 apply are recorded as deferred revenues and recognized as revenues in 
the year to which they apply. Expenditures are generally recognized 
when the related fund liability is incurred. General capital asset acquisitions 
are reported as expenditures in governmental funds . 

Governmental Fund Types/Govern.mental 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 GURA.BO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUM:MARY OF SIGNIFICANT ACCOUNTING POLICIES (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 1st., the annual budget is legally enacted through 
passage of the az:mual appropriation ordinance . 

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

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

NOTES TO FINANCIAL STATE:MENTS 
JUNE 30, 2005 

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 $441,313 from current year resources 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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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30' 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

g. Budgetary Data (Continuation) 

The necessary adjustments 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 ofrevenues (expenditures) and other 
financing sources over expenditures 
(revenues) and other financing uses 

General 

(Budgetary-Statutory Basis) ($2,485, 908) 

Current year encumbrances recognized as 
expenditures 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 

33,500 

(326.142) 

(uses) (GAAP basis) ($2,778,550) 

Debt Service 
Fund 

201,842 

20L842 

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, 2005 

1. SUMl\.f.ARY OF SIGNIFICANT ACCOUNTING POLICIES (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 below, 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 $1,910,692, 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 consists of restricted unspent 
proceeds of bonds, amounting to $1,418,431, 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 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30' 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

k. Capital Assets 

Capital assets used m governmental activities include land and land 
improvements, buildings, structures and building improvements, machinery 
and equipment, furniture and fixtures, licensed vehicles, construction in 
progress, and infrastructure. These assets are capitalized and reported in the 
accompanying statement of net assets . Infrastructure assets are generally 
stationary in nature and include roads, bridges, streets and sidewalks, 
drainage systems and other similar assets. 

The Municipality defines capital assets as assets with an individual cost of 
$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 . 
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MUMCIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

k. Capital Assets (Continuation) 

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

Buildings, structures 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 not allocated to various functions/programs but reported as 
direct expenses of the urban and economic development function. 

I. Deferred Revenue 

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

• Potential revenue does not meet both the "measurable" 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 within 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, 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

I. Deferred Revenue (Continuation) 

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

Deferred revenues at the government-wide level arise only when the 
Municipality receives resources before it has a legal claim to them. 

m. Compensated Absences 

Compensated absences are accounted for under the provisions of Statement 
No. 16, Accounting for Compensated Absences, issued by GASB (GASB No. 16). 
Compensated absences include paid time off made available to employees in 
connection with vacation, sick eave and compensatory time. The liability for 
compensated absences recorded in the accompanying statement of net assets is 
limited to leave that: (1) is attributable to services already rendered on or 
before June 30, 2005 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 of240 hours is paid to employees each year, if not consumed. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGNIFICANT 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 . In 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. Lone-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 GlllUBO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGN1FICANT 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 F ASB 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 pronouncement. 

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 ofNet 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 GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUM:MARY OF SIGNIFICANT ACCOUNTING POLICIBS (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 Municipality is considered a participant 
and not a sponsor of these retirement systems since the majority of the 
participants in the aforementioned pension trust funds are 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 from the standpoint of a 
participant in a multiple-employer cost-sharing plan. Accordingly, pension 
costs recognized in the accompanying basic financial statements are equal to 
the statutorily required contributions, with a liability recorded for any unpaid 
required contributions. 

s. Risk Management 

The Municipality carries commercial insurance covering casualty, theft, tort 
claims and other losses. Insurance policies are negotiated by the 
Commonwealth's Department of Treasury (the Department of Treasury) 
on behalf of all municipalities of Puerto Rico. The Department of Treasury 
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). 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

s. Risk Management (Continuation) 

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 compulsocy for all licensed 
vehicles used on public roads and highways in Puerto Rico. The annual 
premium is $35 per licensed motor vehicle, which is paid directly to ACAA. 

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

The Municipality obtains unemployment compensation, non-occupational 
disability, and drivers' insurance coverage for its employees through various 
insurance programs administered by the Commonwealth's Department of 
Labor and Human Resources (DOL). These insurance programs cover 
workers against unemployment and provide supplementacy 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 
ofTreasury on behalf of the Municipality. The current insurance policies 
have not been canceled or terminated at June 30, 2005. Premiums are paid 
on a monthly basis directly to the insurance company. In the past three 
years, the Municipality has not settled claims that exceeded insurance coverage. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

1. SUMMARY OF SIGNIFICANT 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. 

• Other Specified 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 STATEJMENTS 
JUNE 30, 2005 

1. SUMMAllY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

u. Interfund Activities 

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

• lntetfund 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 Interfund 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. 

• lnterfund Reimbursements - 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 GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

2. PROPERTYTAXES 

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 2005 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, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

2. PROPERTY TAXES (Continuation) 

The basic property tax advances from the CRIM 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 $142,452 during 2005 . 

The following is a summary of the property tax advances, which resulted as 
an account receivable, for the year ended June 30, 2005 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: 

Amortization through collections of property truces by the 
CRIM, 711104-6130105 

Advanced received, 7I1104 - 6130105 

Due from CRIM 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

3. DEPOSITS AND INVESTIMENT 

The Municipality maintains its deposits in various commercial banks located in 
Puerto Rico and GDB. Proceeds from bonds and funds related to certain grant 
awards are required by law to be held with GDB. 

The balances deposited in commercial banks are insured by the Federal Deposit 
Insurance Corporation (FDIC) generally up to a maximum of $100,000 per 
depositor. Under the Laws and Regulations of the Commonwealth, public funds 
deposited in commercial banks must be fully collateralized for the amounts deposited 
in excess of the federal depository insurance. All securities pledged as collateral are 
held, in the Municipality's name, by the agents of the Commonwealth's Secretary of 
Treasury. Deposits with GDB are uninsured and uncollateralized. However, no losses 
related to defaults by GDB on deposit transactions have been incurred by the 
Municipality through June 30, 2005. 

On July 1, 2004, the Municipality adopted the provisions of GASB Statement No. 40 
(GASB No. 40), Deposit and Investment Risk Disclosure, an Amendment to GASB 
Statement No. 3. This statement requires that state and local governments disclose 
essential risk information about deposits and investments. The disclosure 
requirements cover four main areas: (1) credit risk, (2) interest rate risk, (3) custodial 
credit risk, (4) foreign exchange exposure. 

Credit risk - This is the risk that an issuer or other counter party to an 
investment will not fulfill its obligations. The Municipality has no credit risk 
policy, since there are no investments. 

Interest rate risk - This is the risk that changes in interest rates of debt 
investments will adversely affect the fair value of an investment. The 
Municipality manages its exposure to declines in fair values by limiting the 
weighted average maturity of its investments portfolio (cash equivalents 
consisting of certificates of deposit) to less than three months. 

Custodial credit risk - In the case of deposits , this is the risk that in the event 
of a bank failure, the Municipality's deposits may not be recovered. The 
Municipality has no deposit policy for custodial credit risk. 

Foreign exchange risk - The risk that changes in exchange rates will 
adversely affect the value of an investment or a deposit. The Municipality has 
no policy for foreign exchange risk, since there are no foreign exchange 
deposits or investments. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30' 2005 

3. DEPOSITS AND INVESTl\.ffiNT (Continuation) 

Cash and cash equivalents as June 30, 2005, are classified in the accompanying 
financial statements as follows: 

Statement of net assets: 
Unrestricted cash, including cash equivalents of $4,009,055 
Restricted cash and cash equivalents 

Total cash and cash equivalents 

Cash and cash equivalents as of June 30, 2005, consist of the followings: 

Cash, including cash equivalents of$4,009,055 in commercial banks 
Cash in fiscal agent 

Total cash and cash equivalents 

$6,531,977 
3.329.123 

$9 861 100 

$8,020,450 
1.840.650 

$9.861.100 

Pursuant to the Statement of Investment Guidelines for the Government of the 
Commonwealth of Puerto Rico, the Municipality may invest in obligations of the 
Commonwealth, obligations of the United States of America, certificates of deposit, 
commercial paper, bankers' acceptances, or in pools of obligations of the 
municipalities of Puerto Rico, which are managed by GDB . 

The Municipality of Gurabo has deposits in the bank in excess of insured amount 
and uncollateralized. Deposits at June 30, 2005 were $8,020,450 millions. Of these, 
$7,920,450 millions were exposed to custodial risk as uninsured and uncollateralized . 

Description of table of investment and maturities in foreign risk: 

Investment Type 
Banker's acceptance 

Reported Amount 
$8,020,450 
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NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

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 file the Volume of 
Business Tax Declaration is April 15. The Municipality grants a 5% discount, if 
the taxes are paid on or before April 15. Otherwise, 50% of taxes payable must be 
paid within the first 15 days of each semester beginning with the first semester 
ending December 31. 

The Municipality recognized an account receivable for the estimated municipal 
license taxes to be collected during the first 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. 

5. 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: 

Fund Due From Due to 

General $1,851 ,258 
Debt Service 10,550 
Non-major funds l,84Q,ZQ8 

$1.851.258 1,851.258 

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 GURA.BO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

6. DUE FROM (TO) GOVERNMENTAL ENTITIES 

As of June 30, 2005 balances from (due to) governmental entities of the general 
fund consists of the following: 

Puerto Rico Power Authority 
Municipality of Juncos 
Centro de Recaudaci6n Ingresos Municipales (CRIM) 
Puerto Rico Aqueduct and Sewer Authority 
Puerto Rico Retirement System 
Puerto Rico Treasury Department 
Puerto Rico Labor Department 

Totals 

Due from 

$1,004,077 

110,419 

129,790 
360.087 

$1.604.373 

981,649 
4,634 
1,761 
9,228 

53,924 

45.534 

1.096.730 

Part of the balances of due from governmental agencies were recorded as 
deferred revenues-others as of June 30, 2005 . 

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 2004-2005, the contribution in liew of taxes was 
estimated at $1,004,077. 

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 . 

41 



• 

• 

• 

• 

• 

• 

• 

• 

• 

MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

8. GENERAL LONG-TERM DEBT 

Changes in general long-term debt for the year ended June 30, 2005, are 
summarized as follows : 

Balance at June30, 2004 $6,159,079 

Payments (445.000) 

Balance at June 30, 2005 $5 714.079 

Federal Loans 
and Notes 

632,045 

(20.000) 

612 045 

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 $44,000 until 2015, with interest at 5.0%. 

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

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

Series of 1994, $1,967,000 payable in annual installments 
of $88,000 to $159,000 until 2015; with interests at 
6 .0%. 

Series of2002, $755,000payable in annual installments of 
$100,000 to $130,000 until 2009, with interests ranging 
from2.9% to4.1%. 

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 of 2002, $2, 715,000 payable in annual installments 
of$50,000 to $215,000 until 2027, with interestat6.5%. 

Total Bonds 

4 2 

300,000 7,091,124 

(50.000) (515.000) 

250 000 6 576 124 

Balance 

$50,000 

352,000 

251,044 

55,000 

1,231,035 

570,000 

635,000 

2.570.000 

5.714.079 

Balance 
Due within 
One Year 

25,000 

28,000 

12,000 

93,000 

105,000 

15,000 

55.000 

333.000 
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NOTES TO FINANCIAL STATE:MENTS 
JUNE 30, 2005 

8. GENERAL LONG-TERM DEBT (Continuation) 

Federal Loans and Notes 

Series of 1990, $1 ,000,000 payable in annual 
installments of $50,000 until 2010, with interest at 
8.0%. 

Series of2000, $704,000 payable in annual installments 
of $20,000 to $47,045 until 2024, with interest at 
4 .5%. 

Total Federal Loans and Notes 

Total Bonds and Federal Loans and Notes 

Other Long-Tenn Debt with GoYernmental Atencies 

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

$ 250,000 

612.045 

862.045 

$6.576 124 

$46.354 

50,000 

21.000 

71.000 

404 000 

The annual requirements to amortize the general long-term debt outstanding 
at June 30, 2005, including interest are as follows: 

Year Endini June 30. Principal Interest Total 

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 331,000 270,597 601,597 

2011-2015 1,668,000 1,092,328 2,760,328 
2016 thereafter 218841124 111101151 319941275 

TOTALS $6.576,12~ J,ZZZ,2tH 10.353.388 

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 10% of the 
assessed valuation of the property located at the Municipality ofGurabo. 
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NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

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 
CRIM retains these collections for the payment of principal and interest of 
bonds and notes issued by the Municipality. Interest income is for the payment 
of interest or special obligation notes and property taxes are for the debt service 
requirements of the general obligations bonds and notes. 

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 

$625,243 
243,351 

$868.594 

Expenditures for year 2004-2005 were as follows: 

Principal 
Interest 

10. CAPITAL ASSETS 

Government Wide Financial Statements 

Capital Assets 

Govern.mental Activities: 
Non-depreciable assets: 

Land 
Construction in progress 

Total Non-depreciahle assets 
Depreciable assets: 

Buildings and improvements 
Infrastructure 
Vehicles, Equipment, 

Furniture & Fixture 
Sub-totals 

Less accumulated depreciation 
Depreciable '1$Sel:s, net 

Balances 
6130/04 

$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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Additions 

$524,290 
344.304 

$868.594 

Retirements, 
Dispositions 

and Transfers 

(718.033) 

(718,033) 

Balances 
6/30105 

14,280,552 
1.900.053 

16,180,605 

8,820,376 
2,837,839 

4.924.240 
16.582,455 
(6.533. 178) 

10,049.277 
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NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

10. CAPITAL ASSETS (Continuation) 

The Municipality could not determine the Capital Assets additions nor retirements for 
the fiscal year ended June 30, 2005. It is expected to be completed by March 2006. The 
current year depreciation was estimated using capital assets balance at June 30, 2004. 

Depreciation expense was charged to functions as follows: 

General Government 
Health 
Capital Outlays 
Public Works 
Recreation and Sports 
Public Safety 

Total 

11. RETIREMENT SYSTEM 

Plan Description 

$529,672 
204 

127,121 
35,035 

3,873 
22.128 

$7-18...013. 

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 Act447, 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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NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

11. RETIRE:MENT 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, 1990 
(New Plan) are as follows: 

Eligibility 

Age 55 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 of 20 years. 

Eligibility 

Age 65 with 10 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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NOTES TO FINANCIAL STATEMENTS 
JUNE 30' 2005 

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, 2005 amounted approximately 
$309,619 and $274,627 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 
Oatest 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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NOTES TO FINANCIAL STATEMENTS 
JUNE 30' 2005 

11. RETIREMENT SYSTEM (Continuation) 

Actuarial Valuation (Continuation) 

Net assets of the System consist principally of invesunents 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 adjusunent 
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8.5% a year 

5.0% a year 

GAM'83 Mortality Table set 
forward two years. 

Medium Turnover Table 
commensurate 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 GURA.BO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2005 

12. RECENT Al\ffiNDl\ffiNTS TO ACT NO. 447 

In 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 l, 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 of ERS approved, effective November 17, 2003, an 
increase in the amount granted on personal loans to participating employees 
from $3,000 to $5,000. 

13. LONG TERM LIABILITIES 

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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13. LONG TERM LIABILITIES (Continuation) 

Compensated Absences (Continuation) 

The changes in Compensated absences for the year ended June 30, 2005 are as follows: 

Due within Due after 
Governmental activitv One Year One Year Total 

Vacations $381,653 236,622 618,275 
Sick leave 163,948 733,335 897,283 

$545 601 262 252 1.515 558 

In 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 10 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 IO years of creditable service. 

14. DEFERRED REVENUES-GENERAL FUND 

Deferred revenue of the general fund consists of the following at June 30, 2005: 

Gross Volume of Business 
Christmas bonus receivable 
Puerto Rico Labor Department 
Puerto Rico Family Department 

Total 
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Governmental 
Fund 

Statement 
of Net 
Assets 

$3,630,709 3,630,709 
129,790 
360,087 
93.925 

$4,214,511 3.630,709 



MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30' 2005 

15. COMMITMENTS AND CONTINGENCIES 

Commitments 

Operating 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 a t the Municipality's 
option upon 30 days written notice to the lesser. Rental expenditures for 
the year ended June 30, 2005, amounted to approximately $119,000. 

General Commitments 

The Municipality has commitments to invest approximately $1.5 millions to 
complete construction projects at several locations within the Municipality. 
Federal funds are expected to be used to satisfy all of these construction and 
improvements commitments. 

Contingencies 

Litigation 

The Municipality is a defendant and co-defendant in various lawsuits 
amounting to approximately $1,870,326 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 
$1, 125,429 in the statement of net assets 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. 
Finally, the Municipality entered into agreements and settled the most significant 
legal claims at June 30, 2005. 
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15. COMMITMENTS AND CONTINGENCIES (Continuation) 

Contingencies (Continuation) 

Litigation (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. 

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 grantor agencies, which could result in 
request for reimbursement by the grantor agencies for expenditures, which 
are disallowed under the terms of the grants. The Municipality's administration 
believes that future disallowance, if any, would not be significant. 

16. HEALTHCARE 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 $807,653 for the fiscal year ended June 30, 2005. 
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ADDITIONAL REPORTS REQUIRED UNDER THE 
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NIEVES VELAZQUEZ & CO., P.S.C. 
Certified Public Accountants and Financial Consultants 

INDEPENDENT AUDJTORS'REPORT ON COMPLIANCE AND ON 
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN 

AUDIT OF FINANCIAL STATEJJENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 

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, 2005, and have issued a qualified report thereon dated 
December 29, 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, regulations, 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 performing our audit, we considered the Municipality of Gurabo's 
internal control over financial reporting in order to determine our auditing procedures 
for the purpose of expressing our opinion on the financial statements and not to 
provide 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 AUDJTORS'REPORT ON COMPLIANCE AND ON 
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON A.N 
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 

WITH GOVERNMENT AUDITING STANDARDS 
(Continuation) 

Internal Control Over Financial Reporting (Continuation) 

Reportable conditions involve matters coming to our attention relating to significant 
deficiencies in the design or operation of the internal control over financial reporting 
that, in our judgment, could adversely affect the Municipality of Gnrabo's ability to 
record, process, summarize and report financial data consistent with the assertions of 
management in the financial statements. Reportable conditions are described in the 
accompanying schedule of findings and questioned costs as findings 05-II-1and05-II-2. 

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. 

December 29, 2005 
San Juan, Puerto Rico 

CPA Stamp #2076422 was affixed 
to the record copy of this report. 

5 4 



\ 

NIEVES VElAZQUEZ & CO., P.S.C. 
Certified Public Accountants and Financial Consultants 

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

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

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

Compliance 

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) Circular A-133 Compliance Supplement that are applicable to each of its major 
federal programs for the year ended June 30, 2005. 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 REQUJR.EMENTS APPLICABLE TO EACH MAJOR PROGRAM 

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

(Continuation) 

Compliance (Continuation) 

In our opinion, the Municipality of Gurabo complied, in all material respects, with 
the requirements referred to above that are applicable to each of its major federal 
programs for the fiscal year ended June 30, 2005. However, the results of our auditing 
procedures disclosed an instance of non-compliance with those requirements, which are 
required to be reported in accordance with OMB Circular A-133 and which is 
described in the accompanying Schedule of Findings and Questioned Costs as item 05-III-l. 

Internal Control Over Compliance 

The management of the Municipality of Gurabo is responsible for establishing and 
maintaining effective internal control over compliance with requirements of laws, 
regulations, contracts and grams 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. 
Reponable conditions are described in the accompanying Schedule of Findings and 
Questioned Costs as Finding 05-III-l. 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE 
WITH REQUIREMENTS APPUCABLE TO EACH MAJOR PROGRAM 

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

(Continuation) 

Internal Control 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 of Gurabo 
as of and for the fiscal year ended June 30, 2005, and have issued our report thereon 
dated December 29, 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 purposes of 
additional analysis as required by U.S. Office of Management and Budget Circular A-133, 
Audits of States, Local Governments, and Non-Profit Organizations, and is not a required 
part of the general-purpose 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 
Assembly, 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. 

December 29, 2005 
San Juan, Puerto Rico 

CPA Stamp #2076423 was affixed 
to the record copy of this report. 
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MUNICIPALITYOFGURABO,PUERTORICO 

SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
FISCAL YEAR ENDED JUNE 30, 2005 

Federal Gran/or 
U. S. Department of Housing 
and Unan Development 
Major Programs: 
Pass-through the Office of the 
Commissioner of Municipal 
Affairs 

Direct Programs 

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

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

Department of Education 
Non-Major 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 

Pro:ram 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 

Total Expenditures 
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Federal CFDA 
Number 

14.228 

14.871 

93.575 

10.760 

10.558 

16.592 

Grant N11mher 

2001-000030 

RQ41VO 

123-2000-00612 

NIA 

NIA 

2000-LB-VX-1085 

Exoendit11res 

$ 924,86' 

781,49~ 

427,69! 

233,59! 

12,84! 

167.811 

$2.,548.32: 



MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
FISCAL YEAR ENDED JUNE 30, 2005 

1. GENERAL 

The accompanying Schedule of Federal Financial Awards presents the 
expenditures of all Federal financial awards programs of the Municipality of 
Gnrabo, Puerto Rico. The Municipality of Gnrabo 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 FINANCIAL STATEMENTS 

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

Fund Federal Assistance 

Other Governmental Funds $2.548.322 
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Municipal 
Assistance 

3.419.211 

Total per Financial 
Statements 

5.967.539 



MUNICIPALITYOFGURABO,PUERTORICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION I - SUMMARY OF AUDITOR'S RESULTS 

Part I - Financial Statements 

Type of auditor's report issued: Unqualified 

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 Il- Federal Awards 
Internal control over major programs: 

* 
* 

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

__yes 

__y_es 

_yes 

__yes 

lyes 

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

Any audit findings disclosed that are required to be reported in 
accordance with Section SlO(a) of Circular A-133? 

Identification of major programs: 

_lLyes 

_lLno 

_lLno 

_x_no 

_x_no 

_no 

_no 

CFDA Number(s) 

14.228 

Name of Federal Program or Closter 

14.871 

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

Auditee qualified as low-risk auditee? 
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Community Development Block Grant 
State's Program (SBGP) 

Section 8-Housing Choice Vouchers 

$300,000 

_K_yes _no 



MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION II - FINANCIAL STATEMENTS FINDINGS 

Program 

Section 8 
&SBGP 

Finding 
Number 

05-II-1 

Finding/Non-Compliance 

Accounting Records 

Criteria 

Section 20 of OMB 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. 
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Questioned 
Costs 



MUNICIPALITY OF GURAJJO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION Il-FINANCIAL STATEMENTS FINDINGS 

Program 

Sections 
&SBGP 

Finding 
Number 

05-II-l 

All Programs 05-11-2 
and Funds 

Finding/Non-Compliance 

Accounting Records (Continuation) 

Recommendation 

We recommend the establishment of 
complete accounting records for the Section 
8 and SGBP federal programs to comply 
with requirements ofOMB-Circular 102. 

Management Comments 

The Municipality contracted new personnel 
of accounting, to support the department of 
accounting of Federal Program (Section 8 
and SBGP), to comply with requirements of 
OMP-Circular 102. 

Fixed/Capital Assets 

Criteria 

Chapter IX, Article 9.002 of State Act 
Number 81 of August 30, 1991 states that the 
Municipality should maintain updated 
property accounting records. Also, the 
GASB Statement No. 34 requires that all 
capital assets, including infrastructure, must 
be presented in the Statement of Net Assets 
and that these assets must be depreciated 
during its useful life. 

62 

Questioned 
Costs 



MUNICIPALITY OF GURABOJ PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION Il- FINANCIAL STATEl\IBNTS FINDINGS 

Program 
Finding 
Number 

All Programs 05-II-2 
and Funds 

Finding/Non-Compliance 

Fixed/Capital Assets (Continuation) 

Condition 

The Municipality has not maintained 
complete and adequate records in order to 
obtain sufficient, competent evidential 
matter with respect to the Capital Assets 
reported in governmental activities and, 
accordingly, the amount by which this 
departure would affect the assets, net assets, 
and expenses of the governmental activities 
is not determinable. 

Cause 

Competent and sufficient evidential matter 
related to the capital assets was not available 
to support the value, completeness and 
ownership of these assets. 

The Municipality's Government Wide 
Financial Statements do not present fairly, 
the financial position of the governmental 
activities, and the change in financial 
position of the Municipality. 
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Questioned 
Costs 



MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE F1SCAL YEAR ENDED JUNE 30, 2005 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION II - FINANCIAL STATEMENTS FINDINGS 

Program 
Finding 
Number 

All Programs 05-11-2 
and Funds 

Finding/Non-Compliance 

Fixed/Capital Assets (Continuation) 

Recommendation 

We recommend the Municipality to assign a 
task force or an outside consultant to acquire 
competent evidential matter to support the 
value, completeness and ownership of those 
assets. 

Management Comments 

We'll implement the necessary steps so that 
our Municipality fulfills the disposition of 
GASB Statement No. 34 and requirements 
of the Article 9.002 of State Act 81. The 
property officials have been trained to make 
the reports necessary to fulfill the 
dispositions. 

64 

Questioned 
Costs 



MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

SCHEDULE OF FJNDJNGS AND QUESTIONED COSTS 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Program 

SBGP 

Finding 
Number 

05-ID-l 

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 

The Municipality has an average time 
elapsed between draw down and 
disbursement of 15 days. 

Cause 

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

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



MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Program 

SBGP 

Finding 
Number 

05-ID-1 

Finding/Non-Compliance 

Cash Management (Continuation) 

Recommendations 

The Administrative personnel of the 
program shall develop efficient procedures 
to minimize the time elapsing between the 
transfer of funds and programs 
disbursement. 

Management Comments 

The correction action would take first on the 
disbursement voucher, before receiving the 
funds . Once we receive the funds for the 
correspondent voucher we would in return 
do the payments, regarding on the balance 
that is found on account. The funds 
($57,900) were transferred to the Voucher 
Programs and the Family Sufficient Program 
accounts. 
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Questioned 
Costs 



Single Audit 
Report 

June 30, 2004 

June 30, 2003 

June 30, 2002 

MUNICIPALITY OF GURABO, PUERTO R.ICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION II - FINANCIAL STATEMENTS FINDINGS 

Fund 
and/or 

Prouam 
All Funds 

All Funds 

Municipal 
Funds 

Municipal 
Funds 

Municipal 
Funds 

Finding 
No. 

04-11-1 

03-II-l 

2002-1 

2002-2 

2002-4 

Finding 
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. 

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 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 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 
hv the Munidpalitv 

The Municipality contracte 
new personnel of accounting, t 
support the department c 
accounting of Federal Progra1 
(Section 8 and SBGP). t 
comply with requirements < 

OMP-Circular 102. 

The Municipality implemente 
GASB 34 and the real ar 
personal property (capit 
assets) accounting records we 
updated. They were n• 
updated at June 30, 2005. 

The corrective 
finding is 
Municipality's 
jurisdiction. 

action of th 
outside ti 

SCOJ 

For a, c and d, the correcti 
action of this finding is outsi 
the Municipality's sco 
jurisdiction. 

For b, we'll correct ti 
situation during fiscal ye 
2003-2004. It has not be 
corrected. 

We'll correct this situati 
during fiscal year 2003-20 
It has not been corrected. 



Single Audit 
Report 

June 30, 2002 

June 30, 2001 

MUNICIPALITY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION II- FINANCIAL STATEMENTS FINDINGS 

Fund 
and/or 

Program 
Municipal 

Funds 

Municipal 
Funds 

Municipal 
Funds 

Finding 
No. 

2002-6 

2002-7 

2001-1 

Finding 

a) The total vouchers payable as of 
June 30, 2002 had misleading balances. 
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, 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 p~sword 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, 200 I, as 
per OCAM System were misstated. 
b) Cash at June 30, 2001, per general 
ledger control accounts were not in 
agreement with their corresponding 
bank reconciliations by $9,006,233. 
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· Cu"ent Status informed 
bv the Mtmicipalitv 

For a, b and c, the correcth 
action of this finding 
outside the Municipality 
scope jurisdiction. 

We'll correct this situatic 
during fiscal year 2003-200 
It has not been corrected. 

We'll correct this situatic 
during fiscal year 2003-20( 
It has not been corrected. 

For a and b, the correcti 
action of this finding 
outside the Municipali~ 
scope jurisdiction. 



Single Audit 
Rf!JJOrl 

June 30, 2001 

MUNICIPALITYOFGURABO,PUERTORICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION II- FINANCIAL STATEMENTS FINDINGS 

Fund 
and/or 

Program 
Municipal 

Funds 

Municipal 
Funds 

Finding 
No. 

2001-2 

2001-4 

2001-6 

Finding 
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 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 
the 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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Current Status informed 
by the Municipality 

The corrective action c 
this finding is outside th 
Municipality's scop 
jurisdiction. 

We'll correct this situatic 
during fiscal year 2003-200 
It has not been corrected. 

For a, b and c, the correcfr 
action of this finding 
outside the Municipalit) 
scope jurisdiction. It has n 
been corrected. 



Single Audit 
Report 

June 30, 2001 

June 30, 2000 

MUNICIPALITY OF GURABO, f'UERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION II- FINANCIAL STATEMENTS FINDINGS 

Fund 
and/or 

Program 
Municipal 

Funds 

Municipal 
Funds 

Finding 
No. 

2001-7 

2000-1 

Findini 
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 aash 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 convert them to a 
modified accrual basis of accounting. 
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Current Status informed h. 
the Municipality 

We'll correct this situatio 
during fiscal year 2003-200, 
It was not corrected. 

We'll correct this situatic 
during fiscal year 2003-200 
It was not corrected. 

The corrective action of tb 
finding is outside tJ 
Municipality's scoi 
jurisdiction. 



MUNICIPALITY OF GURA.BO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Single Audit 
Report 

June 30, 2004 

June 30, 2004 

June 30, 2004 

Fund 
and/or 

Program 
Section 8 
&SBGP 

SBGP 

SBGP 

Finding 
No. 

04-III-l 

04-ll-2 

04-III-3 

Finding 
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. 

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".) 

Based on our examination, the 
suspension and debarment clauses were 
not included in Contracts 2004-000062-
B and 2004-000353. 
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Current Status informed b~ 
the Municipality 

Management indicated the: 
will reduce the time elapse 
between draw downs an 
disbursement. The $57, 90 
was transferred to Section ~ 
Voucher Program. 

The Municipali1 
commenced including tl 
Davis Bacon Act and DO 
regulation clauses in ti 
construction contract in fisc 
year 2003-2004. 

All Procurement, Suspensi• 
and Debartrnent clauses ha 
been included in t 
contracts commencing sin 
fiscal year 2003-2004. 



MUNICIPALITY OF GURA.BO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Single Audit 
Report 

June 30, 2003 

June 30, 2003 

Fund 
and/or 

Program 
Section 8 

SBGP 

Finding 
No. 

03-III-l 

03-III-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 informed b 
the Municipality 

During the last years, tb 
situation has always occum: 
in Section 8 Program. Tt 
reason being that bot 
Section 8 and Municipali1 
have the same fiscal year . 
June 30. 

Management indicated th 
all Municipality potenti 
contractors are inform< 
that they should comp 
with the Davis Bacon A 
and the Department 
Labor regulations. Tl 
minute are an essential p< 
of the auction decision . 
if any contractor select 
is afterward found n 
in compliance with sc: 
requirement, t 
Municipality could cam 
the contract in effect. 



• 

• 
MUNICIPALITY OF GUR.AJJO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION ill - FEDERAL AW ARD FJNDJNGS AND QUESTIONED COSTS 

Single Audit 
Report 

June 30, 2003 

June 30, 2003 

June 30, 2003 

June 30, 2002 

Fund 
and/or 

Program 
SBGP 

SBGP 

Section 8 

Section 8 
Rentals 
Program 

SBGP 

Finding 
No. 

03-III-3 

03-III-4 

03-III-5 

2002-8 

Finding 
During the fiscal year ended June 30, 
2003, a physical inventory of 
equipment was made; however 
reconciliation to the equipment 
acquire with federal funds did not 
show the acquisition date. Prior to 
fiscal year 2002-2003 all equipment 
acquired was labeled "FP". This 
heading means "Federal Programs". 
Therefore, proper segregation of 
equipment pertaining 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 10 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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Cu"ent Status informed hy 
the Municipalitv 

The Municipality contracted 
an outside consultant to 
implement GASB 34 and a 
physical inventory was 
performed. The capital 
assets records was also 
completed for 2003. For the 
year 2004-2005, the Capital 
Assets records were not 
updated. 

All Procurement, Suspension 
and Debartment Clause~ 

have been included in th< 
contracts since fiscal yeai 
2003-2004. 
In April 2003, th1 
Municipality hired a1 
Inspector Officer am 
inspections have been mad 
since then. 
This situation is present! 
being work upon in order t 
maintain adequate control: 
We expect to complete m 
work by August, 2004. Sti 
it has not been completed : 
June 30, 2005. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Single Audit 
Rmort 

June 30, 2001 

Fund 
and/or 

Program 
UDAG 

Section-8 
Rental 

Program, 
SBGPand 

UDAG 

Finding 
No. 

2001-8 

2001-9 

Finding 
a) During fiscal year ended June 30, 
200 I , the Municipality disbursed two 
payments amounting to $49,684 of the 
UDAG program to cover costs of 
professional services for the preparation 
of proposals to receive federal financial 
assistance from the Community 
Development Block Grant (CDBG) 
and Community Policing Services 
(COPS) Programs . 

a) During our review of the 
Municipality's property register we 
noted that the Municipality does not 
segregate the list of properties 
purchased with Section 8 Rental 
Program, State Block Grant Program 
and Urban Development 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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Current Status informed by 
the Municipality 

These disbursement were 
made by the prior 
administration. Our 
Administration referred in 
writing these questioned 
costs to the FBI but we have 
not received any response 
from said agency. Still 
prevails at June 30, 2005. 

This situation is presently 
being work upon in order tc 
maintain adequate controls 
We expect to complete om 
work by August, 2004. Stil 
it has not been completed a 
June 30, 2005. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION ID - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Single Audit 
Report 

June 30, 2001 

Fund 
and/or 

Provam 
UDAG 

Finding 
No. 

2001-10 
Finding 

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 1 of the 
Housing Community Development Act 
of 1974. 

75 

Current Status infonned by 
the Municipality 

These disbursements were 
made by the prior 
administration. 

This disbursement was madt 
on August, 2000 by prio1 
Municipality's management 



• 
MUNICIPALITY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2005 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Single Audit 
Rq1ort 

June 30, 2001 

Fund 
and/or 

Program 
UDAG 

Finding 
No. 

2001-11 
Finding 

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. 

Cu"ent Status informed by 
the Municipality 

These disbursements were 
made by the prior 
administration. 

June 30, 2000 Section 8 2000-2 During our voucher test vouchers for At present time these 
Rental $107,183 were not available for vouchers were destroyed due 

Programs examination. to record retention policies. 
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