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Contadores Publicos Autorizados, C.S.P.

5% MENDOZA & RAMOS

P.O. Bux 35 » Guavama, Puerto Rico 00785 » Telefax 787-864-9271

INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and

Members of the Municipal Legislature

Municipality of Maunabo

Maunabo, 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 Maunabo, Puerto Rico (Municipality), as of
and for the year ended June 30, 2004, which collectively comprise the Municipality’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of the
Munigipality’s management. Our responsibility is to express an opinion on these basic financial statements
basetr on our audit. p

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

In our opinion, the financial statements reterred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund
information of the Municipality, as of June 30, 2004, and the respective changes in financial position, where
apphcable thereof for the fiscal year then ended in conform:ty with accounting prmc:ples generally accepted
in the United States of America. .

The accompanying management’s discussion and analysis and budgetary comparison information on pages 3
through 11 are not a required part of the basic financial statements but are supplementary information required
by the Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation of
the required supplementary information. However, we did not audit the information and express no opinion on

it.
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As described in Notes 1 and 14, during the fiscal year 2002-2003, the Municipality has implemented a new
financial reporting model, as required by GASB Statement No. 34, Basic Financial Statements-and
Management's Discussion and Analvsis-for State and Local Governments. GASB Statement No. 37, Busic
Financiul Statements-and Management's Discussion and Analysis-for State and Local Governments:
Omnibus, GASB Statement No. 38, Certain Finuncial Statement Note Disclosures, and GASB Interpretation
No. 6, Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial
Statements as of July 1, 2002.

In accordance with Government Auditing Standards, we have also issued a report dated November 24, 2004 on
our consideration of the Municipality's internal control structure over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.

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 basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the financial statements and,
in our opinion, is fairly stated, in all material respects, in relation to the financial statements taken as a whole.

MENXDOZA & RAMOS
CERTIFIED PUBLIC ACCOUNTANTS, C.S.P.

PUBLICOS

Guayama, Puerto Rico 1ZADOS
January 26, 2005 ® AUT?JHS % @

Stamp number 2026980 was
afTixed to the onginal ol this
report.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FIS€AL YEAR ENDED JUNE 30, 2004

Management of the Municipality of Maunabo, Puerto Rico (Municipality) discussion and analysis is designed to (a)
assist the reader in focusing on significant financial issues, (b) provide an overview of the Municipality's financial
activity, (c) identify changes in the Municipality's financial position (its ability to address the next and subsequent
year challenges), (d) identify any material deviations from the financial plan (the approved budget, and (e) identify
individual fund issues or concerns. This narrative overview and analysis of the financial activities of the
Municipality is for the fiscal year ended June 30, 2004. We encourage readers to consider this information with the
Municipality’s basic financial statements that follow.

Because the Municipality is implementing new reporting standards for this fiscal year with signiﬁca-nt changes in
content and structure, the Management’s Discussion and Analysis (MD&A)) is designed to focus on the current year
activities, resulting changes and currently known facts, and much of the information is not easily comparable to

prior years. However, in future years, comparisons will be more meaningful and will go further in explaining the
Municipality’s financial position and results of operations.

FINANCYAL HIGHLIGHTS
Government-wide:

The Municipality's net assets increased by $356 thousand (or 5%).

The governmental activities revenue for the General Fund increased by $187 thousand (or 3%).
Fund Level:

The total cost of all Municipality programs increased by $1.5 million (or 16%).

The General Fund (the priméry operating fund) reflected on a current financial resource basis, reports a
decrease in the accumulated in fund balance by $335 thousand (or 50%).

USING THIS ANNUAL REPORT

This annual report consists of three components; 1) Management’s Discussion and Analysis (this section), 2) Basic
Financial Statements, and 3) Required Supplementary Information. In light of the fact that this is a very different
presentation from the pre-GASB Statement Number 34 model, the following graphic is provided for your review
(Figure A-1 on next page). The Basic Financial Statements include two kinds of statements that present different
views of the Municipality as follow:



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

—

Government-wide Statements (Reporting the Municipality as Whole)

The Statement of Net Assets and Statement of Activities are two financial statements that report information about
the Municipality, as a whole, and about its activities similar to a private-sector business. These statements provide
both short-term and long-term information about the Municipality’s economic condition at the end of the fiscal
year. These statements include all assets and liabilities using the accrual basis of accounting. The current year’s
revenues and expenses are taken into account regardless of when cash is received or paid. The government-wide

financial statements include two statements:

The Statement of Net Assets (page 11) presents all
the Municipality’s assets and liabilities, with the
difference between the two reported as “net assets™.
Over time, increases and decreases in net assets is an
indicator of whether the Municipality’s financial

position is improving or deteriorating.

The Statgiment of Activities (page 12) presents
information showing how the Municipality’s net
assets change during the most recent fiscal year. All
the changes in net assets are reported as soon as the
underlying events giving rise to the change occur,
regardless of the timing of related cash flows.
Therefore, revenues and expenses are reported in this
statement for some items that will only result in cash
flows in future fiscal periods.
Fund Financial Statements (Reporting the
Municipality’s Major Funds)

Traditional users of governmental financial
statements will find the Fund Financial Statements
presentation more familiar. The focus is on Major
Funds, rather than (the previous financial reporting
model’s) fund types. The Major Fund presentation is
presented on a sources and uses of liquid resources
basis. This is the manner in which the financial plan
(the budget) is typically developed. The fund
financial statements begin on page 13 and provide
detailed information about the Major Individual
Funds. A fund is a fiscal and accounting entity with
a self-balancing set of accounts the Municipality uses
to keep track of specific sources of funding and
spending for a particular purpose. The Municipality’s
funds are all included in Governmental Funds.

The flow and availability of liquid resources is a clear
and appropriate focus of any analysis of a
government. Funds are established for various
purposes and the Fund Financial Statements allows

the demonstration of sources and ~uses and/or

budgeting  compliance  associated  therewith
(beginning on page 33).
Figure A-1

Required Component of
Municipality of Maunabo Annual Financial Report

] .
Management' Basic Required
5 Financial Supplementary
Discussion Slatements Information
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Analysis
R AR i b B 2 "
A :
]
Government- Fund — Notes to the
Wide Financial Financial
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 10, 2004

Governmental Funds — the entire Municipality’s basic service are reported in the governmental
funds, which focus in how money tlows into out of those funds and the balances left at year-end that
are available for future spending. Consequently, the governmental fund financial statements provide a
detailed short-term view of the Municipality general information, general operation and the basis
service it provides. Governmental fund information helps determine whether there are more or fewer
financial resources that can be spent in the near future to finance the Municipality's programs.

These funds are reported using modified accrual basis of accounting, which measures cash and all
other financial assets that can readily be converted to cash. Under this method, revenues are
recognized when measurable and available. Expenditures and generally recognized when the related
fund liability is incurred. This is the manner in which these funds are normally budgeted.

Since the governmental fund statements (current financial resources) are presented on a different
measurement focus and basis of accounting than governmental-wide statements (total economic
resources), a reconciliation of the differences are reflected on the page following each statement (see
pages 14 and 16). The flow of current financial resources will reflect bond proceeds and interfund
transfers as other financing sources as well as capital expenditures and bond principal payments as
expenditures, The reconciliation will eliminate these transactions and incorporate the capital assets and
long-term obligation (bonds and others) into the Governmental Activities column (in the Government-
Wide Statements).

Infrastructure Assets

Historically, a government’s largest group of assets [infrastructure — roads, bridges, traffic signals,
underground pipes (unless associated with a utility), etc.] have not been reported nor depreciated in
governmental financial statements. GASB Statement Number 34 requires that these assets be valued and
reported within the Governmental column of the Government-Wide Statements. Additionally, the government
must elect to either (a) depreciate these assets over their estimated useful life or (b) develop a system of asset
management designed to maintain the service delivery potential to near perpetuity. If the government develops
the asset management system (the alternative method), which periodically (at least every third year), by
category, measures and demonstrates its maintenance of locally established condition levels, the government
may record all expenditures incurred (except for additions and improvements which extend the asset life) in
lieu of depreciation. While the Municipality has acquired an asset management system which a) would allow
the election to use the alternative methods, and b) will provide valuable management information, the
Municipality has elected to initially implement the depreciation method, and will monitor and consider, over
time, a possible conversion to the alternative method.

Capital Assets Investments

Municipality realized capital assets additions of $1.8 million and recognized depreciation expenses in the
amount of $0.3 million. Principal investments consist of urban development, streets improvement, and
machinery and equipment acquisitions. Total Investment in Capital Assets, Net of related debt, is $7.7 million
or 96% of total investment (net of depreciation). Municipality is in process to capitalized all infrastructures in
order to been include on or before the fiscal year 2006-2007.
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COMYONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

" FOR THE FISCAL YEAR ENDED JUNE 30, 2004

FINANCIAL ANALYSIS OF THE GOVERNMENT AS A WHOLE

Summary of Net Assets

The Municipality’s net assets increase by $356 thousand over the course of this year's operations. The
Municipality’s net assets include investment in Capital Assets for $7.7 million and over $2.7 million restricted
for future expenses. The Municipality’s net assets at the end of the fiscal year ended on June 30, 2004 were
$8.2 million, as detailed on Table 1. For more detailed information see the Statement of Net Assets on page

11.
Normal Impacts

There are six basic (normal) transactions
that will affect the comparability of the
Net Assets summary presentation.
r
* Net Results of Activities — This will
impact (increase/decrease) current
assets and unrestricted net assets.

¢ Borrowing for Capital — This will
increase current assets and long-term
debts.

¢ Spending Borrowed Proceeds on
New Capital — This will reduce
current assets and increase capital

Table 1
Statement of Net Assets
As of June 30, 2004 (in Thousand)
Current and non-current @SSEtS........covureievrennsssesssnrenes $ 3,923
Capital 28881 i..ciiuuisiisiismesssisssiiriinissassisisasostusmsdormsanes 7971
Total Assets ....... 11,894
Clment Babiies ... civscmaimimminnniiias b 823
Long-term Habilities. ........couwiermeermerernmessenessmsisssersesisiens 2,836
Total Liabilities ; 3,659
Nets Assets:
Investment in capital assets ..., 7,681
FRBBUMIEELD v s iracssiitsirsinsianinitimuspsssdssmminssassasssthsbssti s aamns 2,743
UNrBsIABEn: . st missimis i a7 (2,189)
Total Net Assets ...... $ 8235

assets. There is a second impact, an increase in invested in capital assets and an increase in related net debt
which will not change the invested in capital assets, net of debt.

* Spending of Non-borrowed Current Assets on New Capital ~ This will (a) reduce current assets and
increase capital assets and (b) will reduce unrestricted net assets and increase invested in capital assets, net

of debt.

e Principal Payment on Debt — This will (a) reduce current assets and reduce long-term and (b) reduce
unrestricted net assets and increase invested in capital assets, net of debt.

» Reduction of Capital Assets through Depreciation — This will reduce capital assets and invested in

capital assets, net of debt.




COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO, PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Current Year Impacts

The following schedule (as detailed on Table 2) presents the revenues and expenses for the current fiscal year.

Table 2
Changes [n Net Assets

(in Thousand)

Revenues:
Program Revenues:
Charges for Services........umeuienmnureris
Federal Grants and Contributions...............
State Grants and Contributions...........c.c....
General Revenues:
IPronerlY TaXes. .. usimanvisimiion
Volume of Business Taxes.........ocrereervereens
CONSIIOHDN TAXES . swiiaswmisisies
Intergovernmental..........covveeeirersrninsnsesenns
Other General Revenues..........c.ov.
Total reVeNUES .......ccovrvmerrmisrassessaersusans

Expenses:
General Administration...........cccomeemirinns
bl R R —
PUBHG WOIKS ... cccoiiinuiuissnsinsamsisins asiissanianios
Health and Sanitation............cccrerrcrnrinnenns
Culture and Recraation .......c..ocmveiiivenis
Human Services and Welfare ..................
Urban Development..........cccovimicienieneran
| 248 (1] 1172y P sew e S e e e
Interest COStS........ocemeermermceerinsirimssesncsnnns
Total eXPenses............ccivmiimiinicerniennns

Changes in net assets.....umeann
Net assets — beginning..........cumrerinins
Net assets — ending.....oeseemssmsmmersersons

For Fiscal Year Ending June 30, 2004

Normal Impacts

There are five impacts on revenues and
expenses as reflected below.

Revenues:

Economic Condition — which can reflect a
declining, stable or growing economic
environment and has substantial impact on
property and volume of business tax
revenues as well as public spending habits
for building permits, elective user fees and
volumes of consumption.

Operating Grants (both recwring and
non-recurring) were stable in comparison
with prior year.

Intergovernmental Revenues increase
primarily for the liquidation of the State
Legislature Assignments that produces a
positive balance to the Municipality.

Expenses:

Introduction of New Progfams — within
the functional expense categories individual
programs may be added or deleted to meet
changing community needs.

Increase/Decrease in Authorized
Personnel — changes in service demand
may cause the Municipality to

increase/decrease authorized staffing. Staffing costs (salary and related benefits) represent 68% of the

Municipality’s operating cost.

Salary Increases (cost of living, merit and market adjustment) — the ability to attract and retain human
and intellectual resources requires the Municipality to strive to approach a competitive salary range
position in the marketplace. Also, Christmas Bonus for all employees was increase during December 2003.

-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30. 2004

Inflation — while overall inllation appears to be reasonably modest, the Municipality is a major consumer
of certain commodities such as chemicals and supplies, fuels and parts. Some functions may experience
unusual commodity specific increases.

Net Assets:

Net Assets reflect an increase of $6,528,573 corresponding to an increase in revenues over expenses. See
Graph 1 and 2 that present revenues by category and expenditures by function.

GRAPH 1
Municipality of Maunabo, Puerto Rico
Revenues by Category
(In Million of $) ‘

] Cl:largés for Services

B Operating Grants

|
O Capital Grants .
O Property Taxes |

B VVolume of Business

Taxes
i @ Construction Taxes

B Intergovernmental

-' ErMiscellaneous
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 20, 2004

GRAPH 2
Municipality of Maunabo, Puerto Rico
2004 Expenses By Functlons
{In Million of §)

o o S

M General Administration
W Public Safety
O Public Work

OHealth and Sanilation

B Culture and Recreation
B Human Services and Weifara 1|
B Urban Development |I
@Education

Hinterest on Debls !

0.70 0.85

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS

As the Municipality’s completed the year, its governmental funds reported fund balances of $1.5 million. Of
this total amount, ($28) thousand constitute unreserved (deficit) fund balance, which reduced the available
fund for appropriation for the general purposes of the programs administer by the Municipality .-

General Fund Budgetary Highlights:
The total budget for the Municipality was $6.2 million and actual spending was $6.2 million. Total

expenditures represented 98% of total budget availability for the period. Current year budgetary fund balance
was negative in the amount of $95 thousand corresponding to excess of appropriations over revenues.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS -
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

GRAPH 3
Municipality of Maunabo, Puerto Rico
Budget Comparison
(In Million of §)
[ @ ORIGINAL BUDGET

. | m FINAL BUDGET
0 ACTUAL REVENUES
0 EXPENDITURES

r 2003-2004 m UNEXPENDED
: BALANCE

Economic Factors and Next Year’s Budgets

For the fiscal year 2003-04, the Municipality actual revenues are $5.8 million, and expenditures exceed for the
amount for $338 thousand. The budget for the year 2004-05 included and estimated additional revenues for the
amount of $5.0 million corresponding to construction taxes for the Tunnels Project. New private projects are
contemplated for the futures years when this project is finished.

CONTACTING THE MUNICIPALITY’S OFFICE OF FINANCIAL MANAGEMENT
This report is designed to provide a general overview of the Municipality’s finances and to demonstrate the

accountability for the money it receives. If you have any questions about this report or need additional
information, contact the Municipality’s Finance Department at (787) 861-0600. =



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO, PUERTO RICO

STATEMENT OF NET ASSETS

JUNE 30, 2004 ‘
GOVERNMENTAL
ACTIVITIES
ASSETS:
Cash and IVeSHIENTS .. G b it i o g st ooty tar B iche s 2y s o s efeitatadms i dabwabus i deiunl $ 1,323,716
Cash With FiSEal ABENT: .. cicorimersesesisisnssnimesisssmssmniossansins s isss i erbaaasson sisssesis asssssians sesisis 203,662
Receivables (net):
PIOPEITY TAXES vouiiciommpnminstiesiosimpmipeemrmmmav g i ie s s i ey - 98
Federal Grants........cccecvvireiinssiinninins 2,101,430
LT R i R B PP S DI T NS i FTT CHUNT = von ST Sy s TR PR e Wy e - o Sy 294274
Capital Assets (Note 6):
Land, Improvements, and Construction in PTOZIESS .........cccurmirirssiasssvaereerermienssissnssssasssannes 2,395,504
Other Capital Assets, [INet of DEpreciation] ... cmuiminsisiionssisspssmsiimsiisinmsisng 5,575,683
Tl Capial ABSEIS. ... coinummininiss i i s b s AR 7971187
TOTAL ASSETS c.oiiivssssnirssorsonssissssss 11,894.367
LIABILITIES:
Accounts Payable and Accrued EXPEOSES ... ..cousimcmrnmmmssnsssnisenispmssasonsnidmmssssiosaissisbrsisivivion 629,941
Accrued [BLeTBSt. i niici st s i r abas 6,515
Defermat BEvealiB: ., ... it i s sk a i ki ar et e msr AR A REAAAS 186,570
Long-Term Liabilities (Note 7):
Due within One Year .....ccwiwvpnssnsmisssridssmmsidesisressfipiy 762,796
Due in More than One Year.........cccooveniimicnnmsmrssessisrsssessnneas 2.073.445
Total Liabilities ......oo.ceveesree E N S T WO o T Lo 3659267
NET ASSETS =
Invested in Capital Assets, Net of Related Debt.........c.ccoccciiiniiiiniinniisinnnennnns 7,681,187
Restricted for:
Special REVEADR i ccnuiiiinaisisiimmii sssiimsisminsisi GrinRsdnkn i 670,379
It SOIVIOE 1 coatiscssd it netiesaits wbs s et ki b s Then e skt s mrba et S e Rt rbn o B A S e 60,497
State ASSIgNMENT FUNAS ic:cuiisiviusesoinisicsiaorsivsoasis s isasssasasammsisssoisessvis yssasiseseprssssropass osssss 424,736
Community Development PrOJECIS .. uuuiisinivisrarshaissssnssisibssisiasisansissssssaissassasoriassvidosnssariss 1,587,754
B3 it /- To (RPN U iSSR0 W N S s’ SIS o N SV e (2,189.453)
TOTAL NET ASSETS .. cosnnmimelosasitadinihiosmbiiiswsiibismsaibaabe i iningeromis i e $§ 8235100

See accompanying Notes to Basic Financial Statements.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDER=INE 30, 2004

PROGRAM REVENUES
OPERATING CAPITAL NET (EXPENSE)
CHARGES FOR GRANTS AND GRANTS AND REVENUE
FUNCTIONS/PROGRAMS EXPENSES SERVICES ConTRIBUTIONS  CONTRIBUTIONS (SEE NENT PAGE)
Governmental Activities:

Mayor and Municipal Legislature............. § 737,233 § - ¥ - 3 - (8 737,233)
General GoVErnment.........c.coovieeeresieesinnnns 1,582,109 - - - (1,582,109)
Public Safety: v iaesio bt 375,460 - 171,800 - (203,660)
Piiblic Works..ciasissnannisanine 1,823,652 - - -7 (1,823,652)
Culture and Recreation ..........c.coceeeicnnisennes 699,921 179,978 - - (519,943)
Health and Sanitation........crsericrenrerrenianne 653,641 - - - (653,641)
Human Services and Welfare.........c.coevenns 1,932,684 - 1,396,013 - (536,671)

Urban Development.......c.covmiinncesicniennnns 1,888,114 - 1,101,143 1,665,344 878,373
EAUEation .iiiiainsimninsiastiomiivtini 813,480 - 459,613 - (353,867)
Interest on Long-Term Debt ....occvvvivincnae 15.607 - - - (15,607)

Toth]l Governmental Activities ..............

See accompanying Notes to Basic Financial Statements.

General Revenues:
Taxes:

£ 1,665,344

Property Taxes, levied for General Purposes..........c.ccoeieene

Property Taxes, levied for Debt Service........

Volume of Business Taxes

............................

.....................

Licenses and Pemmits i, irmsmsyissvsns isisessesgs snass sasstgassspaess
INterEOVEININEONAT. . icisiisvisvismsmamirmsiossssringamaintos rasassaTinsy
MISCRHANBOUS 1. i ivisiissirsisnmssasmssusinsnnibomasssxassmaiiusivs
BLBIM s iviis sisricsssiionsinviinssesony susnins Fpasbe Hadud abut ckba s n RV TR

Total General REVENMUES........cveveereerseesessssiissesaserasesaseranaes

CHANGE IN NET ASSETS.......cconmnmmmmmmimsmiincisiinnisins

Net Assets — Beginning of Year.......ccovininieininninns ‘

NET ASSETS — ENDING OF YEAR.......cccevnmirrnrmnnnnnren,

(5.548,010)

401,909
87,716
192,780
97,278
4,834,785
275,350

14,694

5.904.512

356,502

| 7.878.598
$ 8235,100



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

BALANCE SHEET - GOYERNMENTAL FUNDS !
JUNE 30, 2004
STATE DeBT OTHER ToTtaL
ASSIGNMENT SERVICE CDBG GOVERNMENTAL GOVERNMENTAL
GENERAL FUND FUND FUND FuNDS FUNDS
ASSETS
Cash and Investments (Note 1) ..cccvvvivivininee.. 3 152,154 § 266,836 § - 5 62,193 § 842533 § 1,323,716
Cash with Fiscal Agent ........ccccovevermnninnresnssiiranns - - 147,198 - 56,464 203,662
Receivables:
Property TaRinnaainimmnnininaasanmmi - - 98 - - o8
Federal Grants....caiai i s - - - 1,618,778 482,652 2,101,430
v Due from Other Funds. 982,520 157,900 - - 58,302 1,198,722
(85111 v R N TS (e =) 16,942 - - - 277,332 294274
Total ASSets........c..cceervers 2 LISI6I6 § 424736 § 147,206 3 1680071 § 1717283 § 3,121,902
LIABILITIES AND FUND BALANCES
Liabilities:
{
Accounts Payable and Accrued Liabilities............ 513,416 - ' - - 26,441 539,857
Bonds and Notes Payable.... IE - B 86,515 - - 86,515
Due to Governmental Umls 10,084 - - - - 10,084
Due to Other FUNAS....ccoieeneniremesnssessesessspsnssnnes 158,302 - 284 93,217 046,919 1,198,722
Deferred Revenues:
Volume of Business Tax . ; : 113,026 - - - - 113,026
Local Grants....... e P ST 16,942 - - - - 16,942
FetSral SIrLR ... oecrrersrniinnssrsasshosatbisherapinasssnisnt - - - 1,536,972 161,559 1,698.531
Total Liabilities........coereveserrarererinns 811,770 - 86.799 1,630,189 1,134.919 3.663.677
Fund Balances:
Reserve For:
EiCUMbIANCES i camsmvesssmarmsisarvsiss ivvivsvinis 225,269 - - - - 225,269
3 111 STy e S N SW N St - - 60,497 - - 60,497
R PUSPOSEEC: ooy it rasimasiimtsoni sk ot s ia g - 424 736 e . 50,782 582,364 1,057,882
UINTeServed i cciisiinisissnininivnsid iinsreivisins 114,577 - - - —- 114,577
Total Fund Balances...........ooerersereenereresermrsensanesrsens 339,846 424 736 60.497 50,782 382,364 1,458.225

TOTAL LIABILITIES AND FUND BALANCES ... § LISI616 § 424736 § 147206 § L680971 1717283 §5121902

See accompanying Noles to Basic Financial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

JUNE 30, 2004

Total Fund Balances — Governmental Funds (Page 13)......cccciiniiini i, § 1,458,225

Amounts reported for Governmental Activities in the Statement of Net Assets (Page 11)
are different because:

Capital Assets used 1n governmental activities are not financial resources and therefore are
not reported in the funds. In the current period, these amounts are:

Non Depreciable Capital ASSELS..........cocemiemassmmisisssinsscsmssssesecsnees 9 2,395,504~

=

Depreciable Capital ASSELS.......ccccierrirrierermiesicssiresessisssesmsssissenmsnsssnsinne 7,642,228
I AR HCTODE ANSEIE i v soriminsismiiosirtanend (artistmiaimssa s hotiiassonsdes 425,996

Accumulated Depreciation. ... ceiiieismeseessensasienssasessssasssons sessssas (2,492,541)
TOAL Capital ARSI i miniiiimciis syt dosstimais 7,971,187

Some of the Municipality's revenues will be collected after year-end but are not available
sooh enough to pay for the current period’s expenditures and therefore are deferred in
the funds: i

1L e S P P P ORI et U3 M TP | 88,015
Municipal Revenue Collection Center..........ocoimeinrencmsiiesssssssisnisiis 16,942
Total Deferred REVEIUES ......uciicaescimssimisebsisnssorisissrinestssssbrssnsssssn 1,641,929

Some liabilities are not due and payable in the current period and therefore are not reported
in the funds. Those liabilities consist of:

General Bonds and Notes Payable ............ccireieinenioneiiinimessesesssenss 305,850
Compensated ADSBICES. ......iiiiinissiisi it isiasivg i 1,137,058

Property Tax A&vancés 1,203,068
Total Long-Term Liabilities. .....c.ccceveererenrerinsinmerssesseessreasessessessanses {2.836.241)

Total Net Assets of Governmental Activities (Page 11)..coivmrrersrrieimsssnssaresssssessesssssssssnss © § 8235100

See accompanying Notes to Basic Financial Statements.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO, PUERTO RICO
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

GOVERNMENTAL FUNDS
JUNE 30, 2004
STATE Desr OnEr TorAL
ASSGMENT SERvICE CDBG GOVERMVENTAL GOVERMVENTAL
GENERAL Funo FurD Funp Funos Raos
REVENUES
Property Taxes .........cverenmmeevssssmeimsssiiennnnne. 3 401,909 § - 87,716 § - 5 - § 489,625
Volume of Busingss Taxes........coocivisieiinnsnsensnins 192,780 - - - - 192,780
Federal ASSISIANCES .......vevrerceninisesencrencreserensrnssonns - - - 1,417,451 1,763,158 3,180,609
Intergovernmental ............ccceverereenssisesesessssensanes 4,834,785 1,060,406 - - 1,403,051 7,298,242
Licenses and Permits 97,278 - - - - 97,278
RENY . icisivimmsanariniiiis iyt et vism 14,694 - - - - 14,694
MISCRUANEOUS. . it susiinsssissisnisisnsaisansnssarmnisnarsssssoses 258.408 - - - - 258,408
TORBE REVERUES .. csivirsimssivrisisivmsssassppsississsavivsssors 5,799.854 1.060.406 87,716 1,417,451 3.166.2090 11,531,636
EXPENDITURES
Current:
Mayar and Municipal Legislature ........c.covvnneereernn 720,116 - - - - 720,116
General GOVEMMENL ...vveuereerensierrossersrersssessssesessens 1,739,340 - - - - 1,739,340
Public Safety ... T B AR 185,228 - - - 174,866 360,094
PUBHC WOIKS...iicuyoicisniesisiioisssspsssossisasamminbsispeesss 1,775,332 - - - - 1,775,332
Culture and Recreation.........ccovresrenesissenenssserenes 316,846 - - - 294,800 611,646
Health and Sanitation ......ccwsiememsisesesemnannes 653,641 - - - - 653,641
Human Services and Welfare..........oovviroreenerarnes 508,163 181,925 - - 1,199,330 1,889,418
Urban Development .........cccomminnnnseccminmmnnnnes 179,263 1,337,314 - 1,366,669 525,535 3,408,781
Education .......c..cocovvvinnnrnnne o - - - - 813,480 813,480
56171 [ 80 (1F TR ——————. 38,384 115,244 - - - 153,628
Debt Service:
PARSIDN G hmaatntanns s G st - - 05,850 - - 95,850
Interest and Other Charges...........couvcunnivieicnans - - 15,607 - - 15,607
Total EXpEnaditures .......ocvueueeseremisnseseisesnenssessesasnas 6,116313 1,634,483 111.457 1,366,669 3.008.011 _12.236,933
OTHER FINANCING SOURCES (USES)
Translers =In .insinamormseimmsisac s s - - 18,426 - 5 18,426
TeANSTErS = QUL ..iivvinsisissiniivicirivsscansssysiressissssossing (18,426) - - - - (18,426)
Total Other Financing Sources and Uses .............. (18,426) - 18.426 - - =
Net Change in Fund Balances ..........coccoeomrearernnnne (334,885) (574,077) (5,315) 50,782 158,198 (705,297)
Fund Balance - Beginning, as Restated (Note 14).. 674,731 998,813 65,812 - 424 166 163,522
FUND BALANCES - ENDING .......ccccccovemnn. 3339846 § 424736 § 60497 § 50782 § 582364 § 1458225

See accompanying Notes to Basic Financial Statements.




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES =
IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Net Change in Fund Balances — Total Governmental Funds (Page 15)......cccccoviiiciiiiinannens (8 705,297)

Amounts reported for Governmental Activities in the Statement of Activities (Page 12)
are different because:

Governmental funds report 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. In the current period, these amounts are: -

Urban Development and Capital Qutlay ..........ccooeseieiminirensommnmmces 8 1,804,104
Depreciation Expense................ (286.847)
Excess of Urban Dcvclopmcnt and Capltal Outlay
over Depreciation Expense ... AR ) 1,517,257

Revenues in the Statement of Activities that do not provide current financial resources are
not geported as revenues in the fUNMS. ...........ciiiimmmmimssimsmissmamsmsssssmsssaissmar 818,508

Revenues in the Statement of Revenues that correspond to Prior Year Resources are
not reported as revenue in the Statement of ACHVIHES.....ocuiverrisirersmnssnsssessessmssssastassennes (1,471,741)

Repayment of long-term principal is expenditure in the governmental funds, but the repayment
reduces Long-Term Liabilities in the Statement of Net Assets, In the current year the
TEPAYMENtS WEre....coouvevenss T 25 e S, P VTS 95,850

Some expenses reported in the Statement of Activities do not require the use of current
financial resources and therefore are not reported as expenditures in governmental funds.
These activities consist of:

Decrease in Municipal Revenue Collection Center Debt........cccvorn... 328,209
Increase in Compensated ABSENCES .......ccvcariiiimiiiimimnmeniinsin 226.284
Total Additional EXpenditures ...........coconmimmemmimsimssimmaienin 101.925
Change in Net Assets of Governmental Activities (Page 12)........ccovvincnininiiii - & 356502

See accompanying Notes to Basic Financial Statements,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Maunabo, Puerto Rico (Municipality) was founded in the year 1799, and operates as a governmental
unit of the Commonyealth of Puerto Rico, under the Law Number 81 of August 30, 1991, known as “Autonomy
Municipalities Law of the Commonwealth of Puerto Rico”. The governmental system of the Municipality is composed of
the executive and legislative bodies. The Mayor is the Chief Executive Officer and is elected every four years in the
general elections of the Commonwealth of Puerto Rico. The legislative body consists of 14 Legislators also elected in the
general elections of Puerto Rico for a four-year period.

The Municipality provides services such as: health, public works, sanitation, aids and services to low-income and elderly
citizens, public safety, housing and urban development, culture and recreation, planning, zoning and othcr general and
administrative services.

The accounting policies of the Municipality conform to accounting principles generally accepted in the United States of
America as applicable to governmental units. The following is a summary of the more significant policies.

The accompanying basic financial statements of the Municipality have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP) as prescribed by the Governmental Accounting
Standards Board (GASB). The GASB is the standard-setting body for governmental accounting and financial reporting.
The GASB periodically updates its codification of the existing Governmental Accounting and Financial Reporting
Standards which, along with subsequent GASB pronouncements (Statements and Interpretations) constitutes GAAP for
governmental units.

In June 1999, the GASB issued Statement Number 34, Basic Financial Statements-and Management's Discussion and
Analysis-for State and Local Governments. This statement establishes new financial reporting requirements for state and
local governments. The Municipality adopted the provisions of GASBS No. 34 as well as other statements referred to
below as of July 1, 2003. They require new information and restructure much of the information that governments have
presented in the past.

Comparability with reports issued in prior years is affected. With the implementation of GASBS No. 34, the Municipality
has prepared required supplementary information titled Management's Discussion and Analysis, which precedes the basic
financial statements,

As previously mentioned, other GASB Statements and Interpretations were required to be implemented in conjunction
with GASBS No. 34. Therefore, the Municipality has implemented the following GASB Statements in the fiscal year
2002-2003: GASBS No. 37, Basic Financial Statements-and Management's Discussion and Analysis-for-State and Local
Governments: Omnibus, GASBS No. 38, Certain Financial Statement Note Disclosures, GASB No. 41, Budgetary
Comparison Schedules — Perspective Differences, and GASB Interpretation No. 6, Recognition and Measurement of
Certain Liabilities and Expenditures in Governmental Fund Financial Statements.

The accompanying basic financial statements present the financial position and the results of operations of the
Municipality and its various funds and fund types, and the cash flows of the proprietary funds. The basic financial
statements are presented as of June 30, 2004, and for the fiscal year then ended. The more significant of these accounting
policies are described below and, where appropriate, subsequent pronouncements will be referenced.

A. Financial Reporting Entity !

The accompanying basic financial statements include all departments and organizations units whose funds are under the
custody and control of the Municipaliry. In evaluating the Municipality as a reportmg entity, management h’as addressed
all the potential component units. The decision to include a potential component unit in the reporting entity was made by
applying the provisions of GASBS No. 14, as amended by GASBS No. 39.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

NOTES TO THE BASIC FINANCTAL STATEMENTS

A. Financial Reporting Entity (conunuation)

The basic criteria for including a potential component unit within the reporting entity is if potential component units are
financially accountable and other organizations for which the nature and significance of their relationship with the entity
are such that exclusion would cause the Municipality's financial statements to be misleading or incomplete. The GASB
has set forth criteria to be considered in determining financial accountability. These criteria include appointing a voting
majority of an organization’s govemning body and (1) ability of the Municipality to impose its will on that organization or
(2) the potential for the organization to provide specific financial benefits to, or impose specific financial burdens on the
Municipality.

B. Measurement Focus and Basis of Accounting

The relative importance of each criterion must be evaluated in light of specific circumstances in order to determine which
components units are to be included as part of the reporting entity. Our specific evaluations of the criteria applicable to
the Municipality indicate no organizations meet the criteria to be included as component units. Accordingly, theses basic
financial statements present only the Municipality as the reporting entity.

These financial statements present the respective financial position of the governmental activities, each major fund, and
the aggregate remaining fund information of the Municipality, as of June 30, 2004, and the respective changes in financial
positién, where applicable, thereof for the fiscal year then ended.

Government-wide Financial Statements

The government-wide financial statements (the Statement of Net Assets and the Statement of Activities) are reported
using the economic resources measurement focus and the accrual basis of accounting. Revenue is recorded when eamed
and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Grant and similar
itemns are recognized as revenue as soon as all eligibility requirements have been met.

Governmental Fund Financial Statements

The governmental fund financial statements are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recorded when susceptible to accrual; as soon as it is both measurable
and available. “Available” means collectible within the current period or soon enough thereafter, normally within sixty
(60) days, to be used to pay liabilities of the current period. Expenditures are generally recognized when the related
liability is incurred.

The exception to this general rule is the principal and interest on general obligation long-term debt and compensated
absences, if any, are recognized when due.

In applying the “susceptible to accrual” concept to intergovernmental revenues (federal grants) pursuant to GASBS No.
33, Accounting and Financial Reporting for Nonexchange Transactions (the Municipality may act as either provider or
recipient), the provider should recognize liabilities and expenses and the recipient should recognize receivables and
revenue when the applicable eligibility requirements including time requirements, are met. Resources transmitted before
the eligibility requirements are met should, under most circumstances, be reported as advances by the provider and
deferred revenue by the recipient.

There are essentially two types of revenue. For some grants, funds must be expended by the Municipality on the specific
purpose or project before any amounts will be reimbursed. Revenue is, therefore, recognized as expenditures are incurred
to the extent available. For the other revenue, moneys are virtually unrestricted and are generally revocable only for-
failure to comply with prescribed compliance requirements. These resources are reflected as revenue at the time of receipt
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

B. Measurement Focus and Basis of Accounting (continuation)

or earlier 1l the susceptible to accrual criteria is met. Expenditures are generally recorded when a liability is incurred, as
under accrual accounting. Modifications to the accrual basis of accounting include the following:

e Employee’s vested annual vacation and sick leave is recorded as expenditure when utilized. The amount of
accumulated annual vacation and sick leave unpaid at June 30, 2004, has been reported only in the government-
wide financial statements.

C. Financial Statement Presentation

The basic financial statements include both government-wide (based on the Municipality as a whole) and fund financial
statements. While the previous financial reporting model emphasized fund types (the total of all funds of a particular
type), in the new financial model the focus is on either the Municipality as a whole, or major individual funds (within the
basic financial statements). Both the government-wide and fund financial statements (within the basic financial
statements) categorize primary activities as either governmental or business type.

Government-wide Financial Statements

The government-wide financial statements (the Statement of Net Assets and the Statement of Activities) report
information of all the activities of the Municipality, For most part, the effect of interfund activity has been removed from
these povernment-wide financial statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to a significant extent on
fees and charges for support.

The focus of the Statement of Net Assets is designed to be similar to bottom line results for the Municipality and its
govemmental activities. This statement, for the first time, combines and consolidates governmental fund's current
financial resources (short-term expendable resources) with capital assets and long-term obligations.

The Statement of Net Assets presents the reporting entities' assets and liabilities, with the difference reported as net
assets. Net assets are reported in three categories:

» Invested in Capital Assets, Net of Related Debt — These consists of capital assets, net of accumulated depreciation
and amortization, and reduced by outstanding balances for bonds, notes, and other debt that are attributed to the
acquisition, construction, or improvement of those assets. : .

e Restricted Net Assets — These results when constraints are placed on net assets use, which can be either externally
imposed by creditors, grantors, contributors, and the like, or imposed by law through constitutional provisions or
enabling legislation.

» Unrestricted Net Assets — These consists of net assets which do not meet the definition of the two preceding
categories. 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 on resources that are imposed by
management, but can be removed or modified.

When both restricted and unrestricted resources are available for use, generally it is the Municipality’s policy to Llsc
restricted resources first, then the unrestricted resources as they are needed.

The Statement of Activities is focused on both the gross and net costs per functional category. The statement reduges

gross expenses (including depreciation) by related program revenues, operating and capital grants, This is intended to
summarize and simplify the user's analysis of cost of various governmental services.
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COMMONWEALTH OF PUERTO RICO
MUNICTPALITY OF MAUNABO
MAUNABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

C. Financial Statement Presentation (continuation)
Governmental Fund Financial Statenents

The fund financial statements (the Balance Sheet and the Statement of Revenues, Expenditures, and Changes in Fund
Balances) are, in substance, very similar to the financial statements presented in the previous financial reporting model.
Emphasis here is on the major funds in the governmental category. Non-major funds are summarized into a single
column.

Traditional users of governmental financial statements will find the Fund Financial Statements presentation more familiar.
The focus is on Major Funds, rather than the previous financial model’s fund types. The Governmental Major Fund
Statements are presented on current financial resources and modified accrual basis of accounting. .

This is the manner in which these funds are normally budgeted. This presentation 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's actual experience conforms to the budgeted fiscal plan.

Since the governmental fund statemnents are presented in a different measurement focus and basis of accounting than the
government-wide statements, reconciliation is presented and a separate explanation for each differences.
f

The Municipality reports its financial position (Balance Sheet) and results of operations (Statement of Revenues,
Expenditures and Changes in Fund Balance) in funds, which are considered separate accounting entities. The operations
of each fund are accounted for within a set of self-balancing accounts, 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 new model as defined in GASBS No. 34 established criteria (percentage of the assets, liabilities, revenues, or
expenditures/expenses of either fund category in the governmental fund) for the determination of major funds. The non-
major funds are combined in a single column in the fund financial statements. The Municipality reports the following
major fund:

General Fund — This is the general operating fund of the Municipality. It is used to account for all financial
resources, except those required to be accounted for in another fund.

State Assignment Fund — This is the fund used to account for all the transactions of the State Assignment by
Legislature Resolutions. The primarily objectives of these assignments is the development of projects on
communities, not-for-profit organizations, purchase of equipment and indirect assignment to persons of low and
moderate income.,

Debt Service Fund — This is used to account for the accumulation of resources for, and the payment of long-term
debt principal and interests.

Community Development Block Grant Program Fund (CDBG) — This is the fund used to account for all the

transactions of the State Community Development Block Grant Program. The primarily objectives of this
program is to development of viable communities by providing decent housing, a suitable living environment
and expanded economic opportunities, principally for persons of low and moderate income.

GASBS No. 34 eliminates the presentation of Account Groups, but provides for these records to bg maintained and
incorporates the information into the Governmental column in the government-wide Statement of Net Assets,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

45 § Budgetary Data

The Municipality annually adopts the Budget Resolution for all operating funds of the Municipality except for certain
restricted accounts of Proprietary Funds and Special Revenue Funds. Budgetary control is legally maintained at the fund
level, The budget is prepared using the modified accrual basis of accounting with encumbrance included as budgetary
basis expenditures. The Municipality's Budget Resolution provides transfer authority (1) to the Mayor and the
Management and Budget Director, within and between departments and funds, as long as the total budget of the
Municipality (net of interfund transfers) is not increased; (2) to the Management and Budget Director to implement grant
budgets as the grant applications are accepted by the Municipality; and (3) to the Management and Budget Director to
amend (re-appropriate) each new year's budget, to the extent of outstanding encumbrances, and/or unexpended
project/grant appropriations at year end. Municipality's Legislature action is required for (1) use of the budgeted
Legislature contingency, and (2) the approval of a supplemental appropriation(s). During the year, several supplemental
appropriations were necessary.

The budget columns (original and final budgets) of the Budgetary Comparison — General Fund reflect the original budget
and the amended budget (which have been adjusted for legally authorized revisions of the annual budgets during the
year). Appropriations, except remaining project appropriations, encumbrances, and unexpended grant appropriations,
lapse at the end of each fiscal year.

Amerfdments to the budget, including transfers, require the approval of the Municipal Legislature. Unencumbered
appropriations lapse at the end of the next fiscal year. The Municipality follows these procedures, in accordance with law,
in order to establish the budgetary data reflected in the basic financial statements:

1. Prior of May 15 of each fiscal year, the Mayor submits to the Municipal Legislature a proposed budget for the
fiscal year commencing the following July 1 in addition of a budget message.

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

3. The Commissioner of Municipal Affairs examines the budget to verify if it complied with the law’s standards
and sends it to the Mayor for any comments or recommendation before the limited date establishes by the Law.

4. Prior to June 13, the annual budget is legally enacted through passage of the annual appropriation ordinance.

5. 1If a budget is not adopted prior to the end of the end of the fiscal year, the annual budget for the preceding fiscal
year, as approved by the Municipal Legislature and the Mayor,,is automatically renewed for the ensuing fiscal
year until a new budget is approved. This permits the Municipality to continue making pay-mcnts for its
operating and other expenses until the new budget is approved.

6. Subsequent to the enactment of the annual appropriation ordinance, the Municipal Legislature has the authority
to make necessary amendments made during the fiscal year and are reflected in the budget information included
in the Budgetary Comparison Schedule — General Fund.

Since the budgetary basis differs from accounting principles generally accepted in the United States of America (GAAP),
actual amounts for the General Fund in the accompanying Budgetary Comparison Schedule, is presented on the budgetary
basis to enhance comparability.

The principal differences between the budgetary and GAAP bases are the following:

1. Encumbrances are recorded as expenditures under the budgetary basis and as a reserve of fund balances under
GAAP.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

D. Budgetary Data (continuanan)

2. The non-c¢xoncrated portion of the property tax advances are presented as revenue in the budgetary basis and as
other financing sources under GAAP (See Note 8).

3. Interfund transactions of the General and Special Revenue Funds are not included in the budgetary basis.
4. Certain accrued liabilities and other debts are not included in the budgetary basis.

5. Certain revenues susceptible to accrual, i.e., both measurable and available, are not included in the budgetary
data,

All encumbrance appropriations in the operating budget lapse at the end of the fiscal year. Property taxes collected during
the current year by the Municipal Revenue Collection Center (Fiscal Agent) are presented as revenues in the accounting
basis but are not considered in the budgetary schedule.

The special funds of the Special Revenue Fund have not been included in the budgetary comparison because balances are
not budgeted. Also the budget prepared for the Federal Finance Awards Programs included in the Capital Projects and
Special Revenue Funds is based on a program period which is not necessarily a year. Accordingly, it's not practical to
presexit an annual comparison of budget for such programs.

E. Cash, Cash Equivalent and Investment

The Director of Finance of the Municipality is responsible for investing the available resources in certificates of deposit
and other short-term investments. Investments are made from the available combined funds of the Municipality and,
accordingly, it is not practical to disclose certificates of deposit and other short-term investments individually by fund in
the combined financial statements. Interest earned on certificates of deposit and other short-term investments are
recognized as revenue in the General Fund. Cash in the Special Revenue, Debt Service and Capital Project Funds are
restricted; accordingly, resources available were not used for pool investments.

Cash with fiscal agent represents property tax collections retained by the Municipal Revenues Collection Center and
undisbursed proceeds of certain bonds, loans or grants which are maintained in a cash custodian account by the
Govemment Development Bank of the Commonwealth of Puerto Rico.

This sinking fund is maintained by the Governmental Development Bank of Puerto Rico, agency which acts as the insurer
and payer of the Municipality’s bonds and notes issued in accordance with law, -

F. Receivable
Receivable are stated nets of estimated allowances for uncollectible accounts, which are determined upon past collection

experience and current economic conditions. Receivable from Federal Government represents amounts owed to the
Municipality for reimbursement of expenditures incurred pursuant to federally funded programs.

G. Inventories
The General, Special Revenue and Capital Project Funds, purchases office and printing supplies, gasoline, oil and other

expendable supplies held for consumption. The cost of purchases is recorded as expenditure in the appropriate fund: and
the inventory is not recorded in the basic financial statements. t
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-

H. Capital Assets

Property, plant and cquipment purchased or acquired is carried at historical cost or estimated historical cost. Contributed
assets are recorded at fair market value as of the date received. The Municipality's capitalization levels are $500 on
personal property. For improvements other than buildings, the capital outlay must be greater than $10,000, extend the
estimated useful life for ten years, and be greater than 10% of the original cost of the asset. Other costs incurred for
repairs and maintenance is expensed as incurred.

Depreciation on all assets is provided on the straight-line basis over the following estimated useful lives:

CAPITAL ASSETS YEARS
Buildings and Site Improvements 40
Infrastructure 40
Motor Vehicles, Furniture and Fixtures 5
Machinery and Equipments 3-5

I.  Compensated Absences

The Municipality accrues accumulated unpaid vacation and sick leave and associated employee-related costs when earned
(or estimated to be earned) by the employee. The Municipality’s employees are granted 30 days of vacations and 18 days
of sick leave annually, Vacations may be accumulated up to a maximum of sixty (60) days and sick leave up to a
maximum of ninety (90) days. In the event of employee resignation, the employee is paid for accumulated vacation days
up to the maximum allowed. Separation from employment prior to use of all or part of the sick leave terminates all rights
for compensation, except for employees with ten years of service who are entitled to sick leave pay up to the maximum
allowed. The Municipality accrued a liability for compensated absences, which meet the following criteria:

1. The Municipality's obligation relating to employee's rights to receive compensation for future absences is
attributable to employee's services already rendered.

2. The obligation relates to rights that vest or accumulate.
3. Payment of the compensation is probable.

4. The amount can be reasonably estimated. :
In accordance with the above criteria and requirements as established by GASBS No. 16; the Municipality has accrued a
liability for compensated absences, which has been earned but not taken by Municipality's employees. For the
government-wide statements, the current portion is the amount estimated to be used in the following year. For the
governmental funds statements, all of the compensated absences are considered long-term and therefore, are not a fund
liability and represents a reconciling item between the fund level and government-wide presentations (see Note 7).

The following is a summary of changes in the balance of Compensated Absences for the fiscal year ended June 30, 2004.

BALANCE RETIREMENTS BALANCE
JuLy 1, NEwW AND CURRENT JuNE 30, CURRENT LONG-TERM
2003 ISSUES MATURATES 2004 PORTION PORTION
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J.  TInsurance

The Municipality has insurance coverage for its public facilities, primarily to provide protcction from catastrophic losses.
Also. principal officials of the Municipality are covered under various surety bonds, The Secretary of the Treasury
Department of the Commonwealth of Puerto Rico is the agent commissioned to place all of the Municipality's insurance
coverage. Corresponding premiums payable are withheld by the Municipal Revenue Collection Center from quarterly
advances of annual property tax and subsidy send to the Municipality.

K. Interfund Transactions

Interfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables and payables
as appropriate and are subject to elimination upon consolidation. Reimbursements occur when one fund incurs a cost,
charges the appropriate benefiting fund and reduces its related cost as a reimbursement, All other interfund transactions
are treated as transfers. Transfers between governmental or proprietary funds are netted as part of the reconciliation to the
government-wide columnar presentation. The Municipality has the following types of transactions among funds:

Interfund Transfers — Legally required transfers that are reported when incurred as transfers-in by the recipient
fund and as transfers-out by the disbursing fund, with receivables and payables presented as amounts due to and
due from other funds. Advances between funds are also presented as amounts due to and due from other funds.
Hobwever, these transfers and related amounts receivables and payables are considered internal balances and
activities that have been eliminated in the government-wide financial statements.

L. Reservations of Fund Balance — Governmental Funds

The governmental fund financial statements present fund balance reserves for those portions of fund balance (1) not
available for appropriation for expenditures or (2) legally segregated for a specific future use. The reserves for related
assets such as inventories and prepayments are examples of the former. Reserves for debt service and other specific
purposes are examples of the latter.

M. Claims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as from adjudicated
or settled claims, is recorded in the General Fund. The Long-Term Liabilities includes an amount estimated as a
contingent liability or liabilities with a fixed or expected due date, which will require future available financial resources
for its payment.

N. Use of Estimates

The preparation of the basic financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the date of the basic financial statements and the
reported revenue and expenses during the reporting period. Actual result could differ from those estimates.

NOTE 2 CASH AND CASH EQUIVALENTS

The Municipality's cash and cash equivalents at year-end were entirely covered by the Federal Deposit Insurance
Corporation (FDIC) coverage, up to a maximum of $100,000 in each bank, and the excess by collateral provided by the
banks and held by the Department of the Treasury pursuant the applicable laws and regulations. Cash with fiscal agent is
maintained in interest bearing accounts in the Government Development Bank of Puerto Rico and is not collateralized.

Puerto Rico laws authorize governmental entities to invest in direct obligations or obligations guaranteed by the federal
government or the Commonwealth of Puerto Rico. The Municipality is also allowed to invest in bank acceptances, other
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Bank obligations and certificates of deposit in financial institutions authorized to do business under the federal and
Commonwealth laws.

During the year, the Municipality invested its funds in interest bearing bank accounts and short-term certificates of
deposit. As June 30, 2004, the market value of investments recorded in the General Fund approximated its carrying value
as follow:

CERTIFICATE
OF DEPOSIT PRINCIPAL INTEREST EXPIRATION
ISSUED BY NUMBER AMOUNT RATE DATE

Popular Bank of Puerto Rico... 1020000001 § 100,000 225% 02-26-04 .
Popular Bank of Puerto Rico... 1020000003 51,842 1.90% 12-12-04

TOLALG i 3 151,842
NOTE3 OTHER RECEIVABLES

As of June 30, 2004, this amount consists of the following;

(
AMOUNT
State Law N0 52 ciciimssisissssiniize. G247, 710
State Law N0, B2 .....oiviniissinnsiissnasiaisnie 48,689
Youth Delinquency Prevention.............. 10,873
NOTE 4 INTERFUND TRANSFER AND BALANCES

A. INTERFUND TRANSFERS
Transfers are indicative of funding for operational debts funding.
INTERFUND TRANSFERS WITHIN THE GOVERNMENTAL FUNDS

SOURCES TRANSFER TO AMOUNT PURPOSE
General Fund Debt Service Fund $18,426 Debt Payment

B. INTERFUND RECEIVABLE AND PAYABLE BALANCES

Interfund receivables and payables at June 30, 2004 are summarized as follows:

INTERFUND INTERFUND

RECEIVABLE PAYABLE AMOUNT
General Fund HUD $ 35317 !
General Debt Service Fund 284 :
General Fund Other Fund 946,919 ;
Other Funds General Fund 58,302 '
State Assignment Fund General Fund 100,000 f
State Assignment Fund HUD 57.900

TOTAL $1,198.722
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NOTES CAPITAL ASSETS

Capital Assets activities for the fiscal year ended June 30, 2004 was as follows:

BALANCE ADIUSTMENT BALANCE
Jury 1, AND JUNE 30,
DESCRIPTION 2003 ADDITIONS RETIREMENTS 2004
Non—Depreclable Caplta] Assets:
Land... RS R ———————EOTORLY Iy (1 1. (S U A R - § 852513
Works ofArts ......................................................... - 90,000 - 90,000
Construction in PrOBIess......ccocvcerensimssmirsarscnssansnns 190,285 1,262,706 - 1,452.991
Total Non-Depreciable Capital ASSets.........coeunens 970,816 1,424 688 - 2,395,504
Depreciable Capital Assets:
BUNAINES i s s i asins 3,868,446 - - 3,868,446
IIETOVEMENLS .o aiseiciiiiices s s don s cpbons 2,002,737 63,636 - 2,066,373
Infrastructure ... s 222,747 203,249 - 425,996
Machinery and Eqmpment ...................................... 1,178,483 107,730 - 1,286,213
MOtOE VERTRIES, i mammia st i 416,396 4,800 - 421,196
Total Depreciable Capital Assets.........ccrevrrneerene 7,688,809 379415 - 68,224
Less gccumulated Depreciation: !
BUIAIEE s ittt s s s Shonss sibd i (1,134,702) (77,193) - (1,211,895)
Improvements Rt e N (210,542) (38,277) - (248,819)
IRETaSITHEIULS i isssriioronsrisisiomspiesisasiaresazs (619) (5,102) - (5,721)
Machinery and EQuipment.......ouviienmnemssesissesesns (626,654) (116,527) - (743,181)
MOtor VERICIES ...ovveeiiiesiiinisiisanesiesissessisissaanassanas (233.177) (49.748) - (282,925)
Total Accumulated Depreciation .........cccoueeieisenins (2,205,694) (286,847) - (2,492,541)
Total Depreciable Capital Assets (Net)........cccueees. 5483115 92,568 - 5,575,683
CAPITAL ASSETS, NET ..cvoeneeninniienne. $.6,453931  § 1517256 £ - § 7971187

Depreciation expenses were charged to governmental functions/programs as follows:

AMOUNT
General Government..........ccoiveeareensesesnns $ 65,578
Mayor and Municipal ........cccoevinmreerverenneas 17,117
Public Safety.. e 15,366
PUBLIC WOIKS w...ocivaisnsmssisntinsissssinsessasssnassspsns 48,320
Urban Development..........ccoemmeimnininnn 8,925
Human Services and Welfare .........ccoueuinee. 43,266
Culture and Recreation ............ocovcccurvenierenen 88.275

Total Depreciation Expenses.................  $286,847
NOTE 6 GENERAL LONG-TERM DEBTS

A. GENERAL OBLIGATIONS BONDS

The principal long-term obligations of the Municipality are general obligations bonds and note issued to finance the
construction and improvements of public facilities, purchase of equipment, and operational purposes. The Municipality's
obligations long-term debt retirements are appropriated and paid from resources accumulated in the Debt Service Fund
(See Note 8). General obligations bonds and Note Payable as of June 30, 2004, are comprised of the following individual

issues:
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DESCRIPTION AMOUNT
General Obligations Bonds:
$317,000 Series 1985, for operational purposes, payablc in quarterly installments of $3,962
excluding interests at 10.00%, through January 1, 2005... s e s el 1+ 19,850
$430,000, Series 2002, for purchase of equipment, payable in annual instaliments ranging from $15,000
to $75,000, excluding variable interest up to 6%, through July 1, 2008... G SR A A 270,000
Total Guneral DBHRAONS = BONAS: o smmmsrmerivnns sersirssislir i sisssssssa ianis oposerasppeslsssisdstimeriionatsbnennss 285,850

Special Note:

$130,000, Series 1997, for purchase of equipment, payable in annual installments of
$20,000, excluding variable interest up to 5.42%, through July 1, 2005 .......ccoiimmmirienissmesmsimnisnmessmsm oo 20.00

Total General Obligations Bonds and Special NOte ........cccccuiimiiiimmmimimnsmiesismeee:. 3_309,850

The annual requirements to amortize the general obligations outstanding as of June 30, 2004 are as follows:

YEARENDING  PRINCIPAL INTEREST TOTAL
JUNE 30, PAYMENT PAYMENT PAYMENT *
2005 $ 95,850 $ 11,283 $107,133
2006 65,000 7,475 72,475
2007 70,000 5,388 75,388
2008 75,000 2910 77.910
TOTAL $305.850 3 27,056 $332.906

B. OTHER LONG-TERM DEBTS

Following are the Other Long-Term Debts:

BALANCE RETIREMENTS  BALANCE
JuLy 1, NEW AND JUNE 30,
DESCRIPTION 2003 ISSUES _ ADIJUSTMENT 2004
Property Taxes — MRCC.... v 31,533,207 $ . $ 462,680 $1,070,617
Property Taxes—PR ’I‘rcasury Department 151,373 - 18,922 132,451
FEMA .. PR, 190,265 - - 190,265
Compcnsatcd Absenccs 910.774 226,284 - 1,137,058
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C. CHANGES IN GENERAL LONG-TERM DEBTS

The following is a summary of changes in long-term debts for the year ended June 30, 2004:

BALANCE RETIREMENTS BALANCE AMOUNTS AMOUNTS

JuLy 1, NEwW AND JUNE 30, DUE WITHIN  DUE AFTER

DESCRIPTION 2003 ISSUES ADJUSTMENT 2004 ONE YEAR  NEXT YEAR
General.......cooccoeviiivireen,. 3 370,000  § - § 84,150 § 285850 § 75850 § 210,000
Special Lot 31,700 - 11,700 20,000 20,000 -
Others Debts .........cocoveureee. 2,785,709 226,284 481.602 2.530,391 666.946 1,863.445
TOTAL ..ccovvvemmvminnnnne - $3,187,400 3 226284 § 577452  §2,836241 § 762,796  §2,073.445

NOTE 7 DEBT RETIREMENT

Revenues of the debt service fund consists of the ad-valorem property taxes which are recognized as revenue when
collected from taxpayers and reported by the Municipal Revenue Collection Center of the Commonwealth of Puerto Rico
to thchunicipaiity (See Note 8).

These property taxes are accumulated by the Municipal Revenue Collection Center in costs of the general obligations
bonds issued by the Municipality (See Note 6). Payments are made to the Government Development Bank of the
Commonwealth of Puerto Rico from such accumulated funds by the Municipal Revenue Collection Center of Puerto
Rico

NOTE 8 PROPERTY TAXES

The Municipal Revenue Collection Center of the Commonwealth of Puerto Rico is responsible for the assessment of all
real and personal property located within the Municipality and for the levy, administration and collection of the
corresponding tax contribution.

The property tax contribution is levied each year over the appraised value of the property at the beginning of the calendar
year. The real property assessment is based on the current value existing in the year 1957 and the personal property at the
current value at the date of the assessment. The tax rate per annum is 6.33% for real property and 4.33% for personal
property of which 2,.30% of both belong to the Commonwealth of Puerto Rico and 4.03% and 2.03%, respectively,
belongs to the Municipality. From the portion belonging to the Municipality, 3.53% and 1.53%, respectively, represents
the Municipality's basic tax rate that is appropriated for general purposes and therefore accounted for through the General
Fund.

The remaining portion belonging to the Municipality of 0.50% represents the ad-valorem property taxes withheld by the
Municipal Revenue Collection Center of the Commonwealth of Puerto Rico and restricted for debt service, which is
accounted for through the Debt Service Fund (See Note 7)., The Municipality has not reached the maximum statutory tax
rate limit for the basic tax while there is no limitation for the ad-valorem tax rate.

The Commonwealth of Puerto Rico grants complete real property tax exoneration on the first $15,000 assessed valuation
on residential units occupied by their owners. 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. The Municip4l Revenue
Collection Center, instead of the property taxpayer, becomes the source of payment in these cases. :
The Municipality grants a complete exemption from personal property taxes up to an assessment value of $50,000 to
retailers with an annual net sales volume of less than $150,000. The Municipal Revenue Collection Center advances to
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the Municipality, on monthly payments, 100% of the contribution assessed over property for each fiscal year. In
accordance to Law, these advances will be contributions by the Municipal Revenue Collection Center from taxpayers.

The Municipal Revenue Collection Center periodically informs to the Municipality the amounts collected from taxpayers
and applied to outstanding advances.

The Municipality records as revenue in the general fund the property tax contribution when received from monthly
advances from Municipal Revenue Collection Center.

Due to the fact that collections of property tax are applied to the advances of property tax paid by the Municipal Revenue
Collection Center, the amortization of the advance at end of year was not available due to that is in process of verification
by external auditors. B

NOTE 9 VOLUME OF BUSINESS TAX

The volume of business tax is levied each year based on the prior year's gross revenues for all commercial and industrial
organizations doing business in the Municipality and which are not totally or partially exempt from this tax under the
Industrial Incentives Laws of the Commonwealth of Puerto Rico. All taxpayers are required to file their declarations by
April %3 of each year. The tax rates are as follows:

a. 1.50% for financial institutions and savings and loan associations.
b. 0.30% for all other organizations.

Taxes are payable in two equal semi-annual installments on July 1 and January 1 following the date of levy. If they are
paid with declaration, the taxpayer is granted a 5% of discount. Collections of taxes during current fiscal year, applicable
to the next fiscal year, are recorded as deferred revenues in the General Fund,

NOTE 10 INTERGOVERNMENTAL REVENUES

Intergovernmental revenues consist primarily of funds received from the Commonwealth of Puerto Rico, “in lieu of tax”
payments from the quasi-public corporation, Puerto Rico Electric Power. Authority, and federal financial assistance
received from federal government,

Grants and subsidies received from the Commonwealth of Puerto Rico and federal agencies include, among others, a
general subsidy for urban development and capital improvements. Intergovernmental revenues are accounted for through
the General Fund except for those directly related to urban development and capital improvements, which are accounted
for through the Special Revenue and the Capital Project Funds. Federal Financial Assistance is recorded in the Special
Revenue Fund.

NOTE 11 EMPLOYEE'S RETIREMENT PLAN

The Employee’s Retirement System of the Government of Puerto Rico and its instrumentality (ERS) is the administrator
of a cost-sharing multiple-employer retirement system established by the Commonwealth of Puerto Rico. The ERS was
created under the Act 447, approved on May 15, 1951, as amended, and became effective on January 1, 1952. ERS covers
all regular employees of the Commonwealth of Puerto Rico and its instrumentality and of certain municipalities and
components units not covered by their own retirement systems.

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of Agencies and Public
Instrumentality, Assistants of the Governor, the Comptroller of the Puerto Rico, Gubernatorial Board and Committee
appomntees and Experimental Service Station employees. ERS provides retirement, death and disability benefits.
Disability retirement benefits are available to members for occupational and non-occupational disabilities. Retirement
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benefits depend upon age at retirement and number of years of credited service. Benefits vest after ten ycars of plan
participation.

The Municipality adopted the requirements of GASBS No. 25 for all the career employees that are covered under the
Commonwealth of Puerto Rico Employee's Retirement System, a multiple-employer public employee retirement system,
established by State Laws.

Under the plan, the employees and employer portions are contributed, for which, the employee amount is withheld from
salaries. Covered employees are required by Commonwealth statute to contribute 5.775% for the first $6,600 of monthly
salary plus 8.275% for the excess of this amount, or on the alternative, 8.275% of all salary. The Municipality contributes
to the system 9.275% of the participating employee’s salaries.

Law Number 305 of September 24, 1999, amendments the Act Number 447 that establish a savings program. All
employees active in the system as of December 31, 1999 may elect to transfer from define contribution programs to the
new savings program (a defined contribution plan). Employees in the savings program may now contribute from a
minimum of 8.275% up to a2 maximum of 10% of their monthly salary, and will invested in an account which will either:
(a) earn a fixed rate based on the two-year Constant Maturity Treasury Note or, (b) eam a rate equal to 75% of the return
of the System's investment portfolio (net of management fees), or (c) earn a combination of both alternatives. If at time of
retirement accumulated benefits amount to $10,000 or less may elect to receive a lump sum distribution up to the
accunfulated benefits. Under the new program the retirement age is reduced from 65 to 60 for those employees who
joined the current plan on or after April 1, 1990.

The pension benefit for participants who retire with less than 30 years of service is computed at the rate of 1'4% of their
average compensation for each year of credit service for the remaining years. The System also provides for death and
disability benefits and the assets of the System pertaining to the participant employees.

A variety of significant actuarial assumptions are used to determine the standard measure of the pension benefit obligation
and these assumptions are summarized below:

a. The present value of the future pension payments was computed by using a discount of 9%.
b. Future pension payments reflect an assumption of a 6% salary increase. ; - o

All employees that do not elect to transfer for the new program and who at the time of employment are 55 years old or
less are eligible to participate in the System. Pension benefits for participants with 30 years of service are as follows:

YEARS PARTICIPANT'S
OF SERVICE AGE PENSION BENEFITS
30 or more 55 or less 65% of the average of the three years of highest salary during the employee’s service
period,
30 or more 58 or more 75% of the average of the three years of highest salary during the employee’s service
period.
30 or more 65 or more 75% of the average of the three years of highest salary during the employee's service

period (employees started working after April 1, 1990).

The amount of the total pension benefit obligation is based on a standardized measurement established by GASBS No.
27, Financial Reporting for Defined Benefit Pension Plans and Notes Disclosure for Defined Contributions Plans. The
standardized measurement is the acruarial present value of estimated defined pension benefits, adjusted for the effects of
projected salary increases and step-rate benefits, estimated to be payable in the furure as a result of employee services
performed to date. The measure is intended to help users assess the System's funding status on a going-concemn basis,
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assess progress made in nccuml.-lfafing sufficient assets to pay benefits when due, and make comparisons among other
public retirement systems, The measure 15 independent of the acruarial funding method used to determine contributions to
the plan,

The membership of retirees and beneficiaries currently receiving benefits and terminated employees entitled to benefits,
but not yet receiving benefits, and active employees and the distribution of active employees between vested and non-
vested is not readily available.

Contributions in 2004 and prior years were made based on percentages established by the law. Such percentage has not
been based on actuarial studies, as required by accounting principles generally accepted in the United States of America.
An actuarial compilation of the annual contribution applicable to the Municipality has not been prepared. Accordingly,
the accounts by which the actual contributions differ from the required actuarial contributions are not known,

The total pension expenditures recorded in the category of administration for the Fiscal Year Ended June 30, 2004 was
approximately $195,830 All employees who at the time of employment are 55 years old or less are eligible to participate
in the System. No benefit is payable if the participant receives a refund of his accumnulated contributions.

The historical trend information regarding the accumulation of assets and pension benefit obligation in the ERS is not
available, For the ten-year trend information, refer to the separately issued financial statements of the ERS as of and for
the fifcal year ended June 30, 2004, The P.R. Retirement Plan Administration provides additional information of the ERS.
They issue a publicly available financial report that includes financial statements and required supplementary information
for ERS, as a component unit of the Commonwealth of Puerto Rico. That report may be obtained by writing to the
Administration at PO Box 42003, Minillas Station, San Juan, PR 00940,

NOTE 12 CONTINGENCIES
A. CLAIMS AND JUDGMENTS

The Municipality is, at present, a defendant in a number of legal matters that arise from alleged improper application of
policies and negligence in the ordinary course of the Municipality's activities. The legal counsel of the Municipality has
advised that at this stage in the proceedings of lawsuits he cannot offer an opinion as to the probable outcome.

In addition, the Municipality is a defendant or co-defendant in several legal proceedings, which are in discovery stage.
Certain of these claims are covered by insurance. Legal counsel with the information currently available can not
determine the final outcome of these claims. Accordingly, the financial statements do not include adjustment, if any, that
could result from the resolution of this legal proceeding. However, it has been the Municipality’s experience that such
actions are settled for amounts substantially less than the claimed amounts.

B. FEDERAL GRANTS

In the normal course of operations, the Municipality receives grants from various Federal and State agencies. The grant
programs are subject to audit by agents of the granting authority, the purpose of which is to ensure compliance with
conditions precedent to the granting of funds. Any liability for reimbursement which may arise as the result of these
audits is not believed to be material,

NOTE 13 ACCOUNTING CHANGES, CHANGES IN REPORTING ENTITY AND
RESTATEMENTS

During fiscal year 2003-2004, the Municipality implemented several new accounting standards and an interpretation
issued by GASB. '

GASBS No. 34 as amended by GASBS No. 37, 40 and 41 establishes new financial reporting standards for state and local
governments, This statement’s requirements represent a significant change in the financial reporting model used by state
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and local governments, including statement formats and changes in fund types and elimination of account groups. In
addition to fund financial statements, governments are required to report government-wide [inancial statements, prepared
using the accrual basis of accounting and the economic resources measurement focus. As a result, fund reclassitications
and adjustments to the fund equities reported in the prior financial statenent balances were required.

GASBS No. 38 requires certain note disclosures when GASBS No. 34 is implemented. The provisions of these new
standards have been incorporated into the basic financial statements and notes.

GASB Interpretation No. 6 clarifies the application of existing standards for distinguishing the respective portions of
certain types of liabilities that should be reported as (1) governmental fund liabilities and (2) general long-term liabilities
of the government. The provisions of this interpretation have been incorporated into the basic financial statements and
notes,

These new accounting standards caused most of the accounting changes, changes in reporting entity, and restatements
described on the ensuing discussions below. Changes and restatements for reasons other than the adoption of the above
pronouncements are also explained below.

Also, restatements were presented for prior period adjustment of General and Other Governmental Funds of the Audited
Finanfial Statements as of June 30, 2003. Following are the reconciliation of the June 30, 2003 Fund Balance, as
previously reported to Beginning Fund Balances as restated, July 1, 2003

FUND BALANCE RESTATED
OTHER
GENERAL GOVERNMENTAL
FunD FUND
Fund Balance / Net Assets,

as Reported, June 30, 2003 ................ § 768,526 § 129,740
Interfund Transaction Restatement ... (93,795) -
Restaternent as per GAAP........ii - 204 426

Beginning Fund Balance -

as Restated, July 1, 2003 ... 3674731  § 424,166
NOTE 14 FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENT
The Governmental Accounting Standards Board (GASB) issued GASBS No. 42, Accounting and Financial Reporting for
Impairment of Capital Assets and for Insurance Recoveries, which is effective for fiscal year beginning after December

15, 2004, Early application is encouraged. The Municipality has not adopted the requirement of this statement, Other two
pronouncements are issued (GASBS Nos. 43 and 44), but do not apply to the Municipality.

END OF NOTES
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BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

BUDGETARY FUND BALANCE
JULY 1, 2003

BUDGET AMOUNTS

Resources (Inflows):

Propeity TaXES, i amavssvis s sosasiosusponisstoiors
Volume of Business TaXes .......coccviversiirninnininens
Intergovernmental Revenues ........cocvnvninsnans
License and Permits.......ccorvmnneinrmmnsnnsenisnisnnsens
4Ty SRR P A e e S T C T
MiscelbREDUS: o mnis s e v R e
Prior Year Allocation.......c.ococveiieessincnsresionsionees

ToPI Resources (Inflows).....coveommrisnssensuennes

Amounts Available for Appropriation............

Charges to Appropriations (Outflows):

Mayor and Municipal Legislature........ccc.ccvueeus

General GOVEMMENL......cocoviiimeensimmmeamssiinsesees

Public Safety.......
PUBLC WOEKS  .cvoescsemsivsansisssmssesssissisnssitins

...............

Health and Sanitation..........ccrevereesnisesiensresescnnes
Culture and ReCreation .........cevveeeerriseansereereronsns
Human Services and Welfare .........ccoooviviivinnnnins
Lititin: DEVEIOPMEBAL:..civisumionsosssssssip
Capital Outlays ... e
Transfer to Other Funds.........cocoenrerimneeirinnirenanne.

Total Charges to Appropriations.........cc.cceeuei.

BUDGETARY FUND BALANCE, JUNE 30, 2004...

ORIGINAL

§ 203507

401,909
130,000
4,619,927
271,200
20,000
416,014

19,302

5,859,050

6,062,557

844,226
1,430,976
223,108
1,857,997
732,672
325,868
405,977
19,800
18.426

—— T

5.859.050
1203507

See accompanying Motes to Required Supplementary Information,

Kk

FINAL

$ 203,507

401,909
130,000
4,896,496
271,200
20,000
504,669
19.302

6,243,576
6,447,083

788,234
1,609,092
210,823
1,829,199
727,909
319,088
510,093
185,093
45,520

18,525
6,243,576
3203507

ACTUAL AMOUNTS

VARIANCE WITH

(BUDGETARY BASIS) FINAL BUDGET
(SEENQTE A)  POSITIVE (NEGATIVE)
$ 203.507 b -
401,909 = -
192,780 62,780
4,834,785 (61,711)
97,278 (173,922)
14,694 (5,306)
534,977 30,308
* (19.302)
6,076,423 (167,153)
6,279.930 (167,153)
753,639 34,595
1,631,802 (22,710)
188,382 22,441
1,876,928 (47,729)
653,641 74,268
319,035 53
512,338 (2,245)
179,263 5,830
38,384 7,136
18,426 99
6,171,838 71,73
£ 108007 (195415
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE A Explanation of Differences between Budgetary Inflows and Outflows and GAAP Revenues and

Expenditures

Sources/Inflows of Resources:

Actual Amounts (Budgetary Basis) “Available for Appmprmuon" from the
Budgetary Comparison Schedule (See Page 33).... SRS R AR B ASR A ST

Difference — Budget to GAAP:

The Fund Balance at the Beginning of Year is a budgetary resource but is not a
Current-Year Revenue for financial reporting purposes......uemsmimssssssnsmaens

Prior-Year Revenue is not inflows of budgetary resources but are revenues
fo?ﬁnancial reporting purposes..........

Total Revenues as Reported on the Statement of Governmental Funds Rv:-.venucs,

Expenditures and Changes in Fund Balance (See Page 15) ...

Uses/Outflows of Resources:

Actual Amounts (Budgetary Basis) “Total Charges to Appropnanon" from the
Budgetary Comparison Schedule (See Page 33)... iba g famssedinaniia

Difference — Budget to GAAP:

Prior-Year Expenditures are not outflows of budgetary resources but are expenditures
for financial TCPOTINE PUTPOSES..ouvimsicsimsisnninsmnsisssssenssisassarases

Encumbrances for supplies and equipment ordered but not received are reported

in the year the order is placed for budgetary reporting purposes...........cocicmusursssssssarimisisssssssnns

Transfers to other funds are outflows of budgetary resources but are not expenditures

for financial rePOTING PUIPOSES.......cumsssisaisssounisisisissassesiomsassonis ssasssasirsrasassrsnassasssssssrsorasstoressss

Total Expenditures as Reported on the Statement of Governmental Funds Revenues,

Expenditures and Changes in Fund Balance (See Page 15) ......cuccummimmessmmmmesesmanses

GENERAL FUND

§ 6,279,930

(203,507)

(276,569)

$ 5,799,854

§ 6,171,838

188,170

(225,269)

(18,426)

16116313

NOTE B Explanation of Differences between Budgetary Fund Balance and GAAP Fund Balance

Budgetary Fund Balance, June 30, 2004 (See Page 33).......c.ccomicimcnciinmnsiniimsenes

Timing Differences:

Net Change in ENCUMDIBICES ....c.corvsiainssissesssisnssrssnssssnsanississssssanssnssnsanssstsnssnssstonssssosssssssanssssnaasa

Non-budgetary Tems .. s rsssmsssmnssansssrsassrtonsos

Unreserved Fund Balance (S8 PABE 13) ....cciiniisimmmmuissinmissininsissniesnisessassassassssssnisnisnronsisisasnesss

END OF THIS SECTION
kL

S 108,092
|
283,054

(27;6,569)
114377



PART II

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
AND REPORTS ON COMPLIANCE AND INTERNAL CONTROL
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
AND THE REQUIREMENTS OF OMB CIRCULAR A-133



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUBME-30, 2004

FEDERAL GRANTOR / PAss THROUGH
GRANTOR / PROGRAM OR CLUSTER TITLE

U. S. Department of Agriculture:

Housing Preservation Grant........ccviemerevnimmsrmesssors i
Pass Through State — Department of Education,
Child and Adult Care Food Program ...

U.S. Department of Housing and Urban Development:

Indirect Programs:

Pass Through State — Office of the

Commissioner of Municipal Affairs

State Block Grant Program (SBGP)

r

U.S. Department of Justice;

Local Law Enforcement Block Grant

Policy Safety Partnership and Community Policy Grant

Program

Total U.S. Department of Justice........c.ovsmeniiarans
U.S. Federal Emergency Management Administration (FEMA):
Pass-Through Office of the Governor:

Public AsSiStant Grant ........coieevemerisesasmesiisssisnsesasssaonass

Emergency Management Performance Grant (EMPG)

Total U.S. Federal Emergency Management
Administration (FEMA): ..cc.covrsrimiiinsinsiorinismessiores

Subtotal Expenditures of Federal Awards
(Balance Carry Forward) ........cooimmcniniismmsninn

................................

FEDERAL PASS-THROUGH
CFDA ENTITY IDENTIFYING ToTAL
NUMBER NUMBER EXPENDITURES
10.433 N/AV § 39428
10.558 N/AV 20,218
14,228 02-FD
01-FD
00-FD-FC
99-FD-FC
98-FD
97-FD
96-FD
95-FD 1,366,667
16.592 10,000
16.710 144,243
154,243
97.036 FEMAI1136DR-PR
FEMAI1247DR-PR
FEMAI150IDR-PR 476,083
B3.552 N/AY 9203

485,286

32,065,842

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 382004

FEDERAL PAss-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING ToTaL
GRANTOR / PROGR.AM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
Subtotal Expenditures of Federal Awards
(Balance Brought FOrward) ..........ccooeeiimmiiiceineninnicsannienns $2.065.842
U.S. Department of Health and Human Services
Pass-Through Office of the Governor, Regional Elderly Office:
Special Program for Aging, Title [II, Part B..................... 93.044 N/AV - 40,943
Pass-Through Office of the Governor, ASSMCA Office:
Block Grants for Prevention and Treatment of Substance Abuse 93.959 N/AV 180,882
Pass-Through Administration of Children and Families:
Community Service Block Grant (CSBG)....ccccccnunmneinins 93.569 44236
Chi!g Care and Development Block Grant .......ccccccoovinn. 93.575 : N/AV 778,651
Total U.S. Department of Health and Human Services .. 1,044.712
TOTAL EXPENDITURES OF FEDERAL AWARDS........ $3,110,554

See accompanying Notes to Schedule of Expenditures of Federal Awards.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 -

NOTE |

NOTE 2

NOTE 3

NOTE 4

NOTE 5§

GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
the Municipality of Maunabo, Puerto Rico (Municipality) and is presented on the modified accrual
basis. The information in this schedule is presented in accordance with the requirements of OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from amounts presented in, or used in the preparation of,
the general-purpose financial staternents, The reporting entity is defined in Note (1) (A) to the general-
purpose combined financial statements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality’s
accounting records and is not intended to present financial position or the results of operations.

B. The Municipality in accordance with the terms records the financial transactions and conditions of
the grants, which are consistent with accounting principles generally accepted in the United States
of America.

C. Expenditures are recognized in the accounting period in which the liability is incurred, if
measurable or when actually paid, whichever occurs first.

FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, review of
grant contract information and the Office of Management and Budget's Catalogue of Federal Domestic
Assistance.

PASS-THROUGH GRANTOR'S NUMBER

State or local government redistribution of federal awards to the Municipality, treated as if they were
received directly from the federal government. OMB Circular A-133 requires the schedule to include
the name of the pass-through entity and identifying number assigned by the pass-through entity for
federal awards received as a subrecipient. Numbers identified as N/AV are not available.

MAIJOR PROGRAMS

Major programs are identified in the Summary of Auditor's Results Section of the Schedule of
Findings and Questioned Costs.

END OF NOTES
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ﬂ MENDOZA & RAMOS

| Contadores Publicos Autorizados, C.S.P.

P.O. Box 35 = Guayama, Puerto Rico 00783 « Telefan 787-864-927

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED IN
ACCORDANCE WITH GNOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Maunabo

Maunabo, Puerto Rico

We have audited the basic financial statements of Municipality of Maunabo, Puerto Rico (the
“Municipality”) as of and for the fiscal year ended June 30, 2004, and have issued report thereon dated
January 26, 2005. 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
Audztgng Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Municipality’s financial statements are free
of material misstatement, we perfo;med tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noacompliance 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 no instances of noncompliance that are required to be reported under
Government Auditing Standards.

internai Control Over Financial Reporting

In planning and performing our audit, we considered the Municipality’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our vpinion on the
basic financial statements and not to provide assurance on the internal control over financial reporting.
Our consideration of the internal ccntrol over financial reporting would not necessanly disclose all
matters in the internal control that mght be material weaknesses. 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 basic
financial statements being audited may occur and not be detected within a timely period by employees in
the normal course of perfon‘nmg their assigned functions., We noted no matters involving the intemal
control over financial reporting and its operation that we consider to be material weakness.

8



INDEPENDENT AUDITORS’ REPORT
Page 2

This report is intended solely for the information and use of the Municipal Legislature, management,
Office of the Commussioner of Municipal Affairs, federal awarding agencies, state funding agencies, agd..
pass-through entities and is not intended to be and should not be used by anyone other than thesc

specified paghes.

CERTIFIED PUBLIC ACCOUNTANTS, C.S.P.

Guayama, Puerto Rico PUBLICOS

January 26, 2005 ® AUTORIZADOS | ¢ ]
C.S.P.

S ber 2026981

a;;;nfdr‘t:n!;: ;riginnl of;:: LIC. a2

report.
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ﬂ MENDOZA & RAMOS

Contadores Piiblicos Autorizados, C.S.P.

P.O. Box 35 « Guavama, Muerto Rico 00733 » Telefax 787-864-9271

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND INTERNAL CONTROL
OVER COMPLIANCE APPLICABLE TO EACH MAJOR FEDERAL AWARD PROGRAM
AND ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

To the Honorable Mayor and

Members of the Municipal Legislature

Municipality of Maunabo

Maunabo, Puerto Rico K

Compliance

We have audited the compliance of the Municipality of Maunabo, Puerto Rico (the “Municipality”) with
the types of compliance requirements described in the U. S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that ave applicable to each of its major federal programs for the
fiscaf year ended June 30, 2004, The Municipality’s major federal programs are identified in the summary
of auditor’s results section of the accompanying S~hedule of Findings and Questioned Costs. Compliance
with the requirements of laws, regulations, contiacts and grants, applicable to each of its major federal
programs is the responsibility of the Municipa'ity’s management. Our responsibility is to express an
opinion on the Municipality’s compliance based on our audit.

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

In our opinion, the Municipality complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2004.
However, the results of our auditing procedures disclosed an instance of noncompliance with those
requirements, which are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying Scheduie of Findings and Questioned Costs.



%)

INDEPENDENT AUDITORS' REPORT

Page 2

Intemal Control Over Compliance

The management of the Municipality is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to federal
programs. 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
arder to determine our auditing procedures for the purpose of expressing our opinion on compliance and
to test and report on the internal control over compliance in accordance with OMB Circular A-133.

We noted certain matters involving the internal control over compliance and its operation-that we
consider to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance that,
in our judgment, could adversely affect the Municipality’s ability to administer a major federal program
in accordance with the applicable requirements of laws, regulations, contracts and grants, Reportable
conditions are described in the accompanying Schedule of Findings and Questioned Costs as item 04-II1-
01.

A magen'al weakness is a condition in which the design or operation of one or more of the intenal control
components does not reduce to a relatively low level the risk that noncompliance with 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 we believe none of the reportable conditions described
above to be material weakness.

This report is intended solely for the information and use of the Municipal Legislature, management,
Office of the Commissioner of Municipal Affairs, federal awarding agencies, state funding agencies, and
pass-through entities and is not intended to be and should not be used by anyone other than these
specified parties.

MENDOZA S

CER'I‘_IFIED PUBLIC ACCOUNTANTS, C.S.P, PUBLICOS
RIZADOS

Guayama, Puerto Rico AUT% S.P

January 26,, 2005 gl

Stamp number 2026982 was

affixed to the original of this
report,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2004 s

SECTION [ -SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of auditors’ report issued: B Unqualified Opinion
O Adverse Opinion

Intemal control over financial reporting:

® Reportable condition(s) identified? O Yes

® Materal weakness(es) identified? O Yes

Noncompliance material to financial statements noted? O Yes

Federal Awards

Internal control over major programs:

@ Réportable condition(s) identified? Yes

® Material weakness (es) identified? O Yes

Type of auditors’ report issued on compliance for

Major Programs: Unqualified Opinion

4]
O Adverse Opinion

Any audit finding disclosed that are required to be reported

O

Qualified Opinion

O Disclaimer Opinion

None Reported

& No -

O
&

O
O

No

None Reported

No

Qualified Opinion
Disclaimer Opinion

in accordance with OMB Circular A-1337 Yes O No
The Municipality's major programs were:
CFDA Number Name of Federal Program
14.218 Community Development Block Grants / Entitlement Grants
83.544 Public Assistant Grant
93.575 Child Care and Development Block Grant =
Dollar threshold used to distinguish between
Type A and Type B Programs: £300,000
Auditee qualified as low-risk auditee? O Yes B No



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR PHE FISCALYEAR ENDED JUNE 30, 2004

SECTION II — FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON
THE AUDIT OF THE BASIC FINANCIAL STATEMENTS

NO MATTER IS REPORTED.
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COVMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCARYEAR ENDED JUNE 30, 2004

SECTION TIT = FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER COMPLIANCE WITH REQUIREMENTS

APPLICABLE TO FEDERAL PROGRAMS

FINDING

FEDERAL PROGRAMS

CATEGORY
NONCOMPLIANCE

CONDITION

04-111-01

PUBLIC ASSISTANCE GRANTS (CFDA 97.036)
PASS-THROUGH OFFICE OF GOVERNOR

INTERNAL CONTROLS OVER COMPLIANCE
PROCUREMENT B

As part of the evaluation of contracts granted to individuals and entities
from which the Municipality procured services, we selected for testing
seven contracts, Our test revealed the following:

- Four out of seven (57%) contracts examined does not contain a
provision regarding compliance with executive order 11246 of
September 24, 1965, entitled “Equal Employment Opportunity” and
access by the grantee and others to any books, documents, papers,
and records of the contractor which are directly pertinent to that
specific contract.

- Seven out of seven (100%) contracts examined does not contain a
provision regarding retention of all required records for three years
after grantees or subgrantees make final payments and all other
pending matters are closed.

We also noted that contract files do not contain all requested documents

before the contract was granted as follows:
Documents ' Amount

- Negative certification from the Puerto Rico Treasury Department - |
- Submittion of tax returns for the last five years 1
- Municipalities Income Collection Center “CRIM" certification 1
- Payment of Municipal License Tax 3
- Negative certification from Child Support Office (“ASUME") 2
- Negative Certification from the Unemployment State Offce 1

- The Municipality do not counts with a bidders register ("Registro de
Licitadores™) as required bylthe Municipalities Law.

i
|
1
i
i
|
:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004 -

SECTION [II - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

04-IT1-01 (CONTINUATION)

As stated in 44 CFR 13.36(i) a grantee’s and subgrantee’s contracts must
contain, among others, a provision regarding (3) compliance with
executive order 11246 of September 24, 1965, entitled “Equal
Employment Opportunity”; (10) access by the grantee, the subgrantee,
the Federal grantor agency, the Comptroller General of the United States
or any of their duly authorized representatives to any books, documents,
papers, and records of the contractor; and (11) retention of all required
records for three years after grantees or subgrantees make final payments
and all other pending matters are closed.

44 CFR 13.36(c)(4) grantee and subgrantees will ensure that all
prequalified lists of persons, firms, or products which are used in
acquiring goods and services are current and include enough qualified
sources to ensure maximum open and free competition. As per Chapter
VIII, Section 4, of the “Reglamento sobre Normas Basicas para los
Municipios de PR", municipalities should maintain a classified bidder’s
register by goods or services.

The Municipality has not ensured that all contracts granted counts with
the required provisions due to the lack of understanding of the applicable
Federal regulation.

No preparing contracts for services required, or contracts failure to
contain all required fedcral provisions, could expose the Municipality to
contractors non compliance with works requested and being liable for
contractors non compliance with applicable federal laws and regulations
contained within the required provisions. i

The Municipality should verify and amend their contracts in order to
include all required provisions as required by Federal regulations. In
addition, should obtain all required documents before contracts are
granted.

NONE

MANAGEMENT RESPONSE Pending the Corrective Action Plan.

END OF SCHEDULE
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO ¥
MAUNABO, PUERTO RICO
1
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2004
FISCAL FINDING CFDA QUESTIONED
YEAR NUMBER NUMBER CosT COMMENTS
2003 03-11-01 Reportable Condition Over Property, N/A NONE Condition was correcled
Plant and Equipment
03-111-01 Cash Management — Excess Cash Balance 14.228 NONE Condition was corrected.
03-111-02 Equipment and Real Property Management 14.228 NONE Condition was comrected
03-111-03 Procurement Standards 14.228 NONE Condition was correcled
03-1]1-04 Special Test and Provisions 14.228 NONE Condition was comrecled
03-11}-05 Special Test and Provisions 14.228 NONE Condition was currected.
!
|
END OF SCHEDULE
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