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4® MENDOZA & RAMOS

Contadores Ptiblicos Autorizados, C.S.P.

P.O. Box 35 * Guayama, Puerto Rico 00785

INDEPENDENT AUDITORS’ REPORT

TO THE HONORABLE MAYOR AND
MEMBERS OF THE MUNICIPAL LEGISLATURE

MUNICIPALITY OF 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, 2005, which collectively comprise the Municipality’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of the
Municipality’s management. Our responsibility is to express an opinion on these basic financial statements

based on our audit.

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 referred 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, 2005, and the respective changes in financial position, where
applicable, thereof for the fiscal year then ended in conformity with accounting principles 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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INDEPENDENT AUDITORS’ REPORT

As described in Notes | and 13, during the fiscal year 2003-2004, the Municipality has implemented a new
financial reporting model, as required by GASB Statement No. 34, Basic Financial Statements-and
Management’s Discussion and Analysis-for State and Local Governments, GASB Statement No. 37, Basic
Financial Statements-and Management’s Discussion and Analysis-for State and Local Governments:
Omnibus, GASB Statement No. 38, Certain Financial 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 February 23, 2006 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 Siates, 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.

md%g Roroo (Rl

MENDOZA

CERTIFIED PUBLIC ACCOUNTANTS, C.S.P.
2050095

Guayama, Puerto Rico
February 23, 2006

Stamp number 2050095 was
affixed to the original of this
report.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

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.

The Management’s Discussion and Analysis (“MD&A?) is focused on the current year activities, resulting changes
and currently known facts; therefore, it should be read in conjunction with the Municipality’s Basic Financial
Statements. This MD&A will provide comparable information to the readers with the Municipality’s prior year
financial statements. Also, it can assists readers to get more specific understanding of the financial activities
regarding the Municipality’s Basic Financial Statements for the fiscal year ended June 30, 2005.

FINANCIAL HIGHLIGHTS

Government-wide;

The Municipality‘s Net Assets for the year ended on June 30, 2005 were $11,740,851 in comparison with the
fiscal year 2004 which were $8,235,100, a $3,505,751 increase which it is equivalent to 43%.

The Municipality’s Fund Financial Statements show that Governmental Activities Revenues were $11,531,636
for the fiscal year ended June 30, 2004 in comparison with current fiscal year that was $16,814,430 a
$5,282,794 Governmental Activities Revenues increase.

The General Fund showed a proficiency of Revenues over Expenditures of $1,191,058 during the course of this
year. In comparison with fiscal year 2004, that showed an Excess over Revenues of $334,885.

The Governmental Activities Expenditures for the current fiscal year was $13,553,453 in comparison with the
fiscal year ended June 30, 2004 balance of $10,521,901. An increase over last fiscal year of $3,031,552.

The General Fund total expenditures for the current fiscal year showed an increase of $3,556,803 or (58%) with
last year’s expenditure balance.

The Municipality’s Governmental Fund reported an ending Fund Balance increase for this fiscal year
amounting to $1,464,119.

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:



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

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

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 liabilitics 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 12) presents all budgeting  compliance  associated  therewith
the Municipality’s assets and liabilities, with the (beginning on page 34).

difference between the two reported as “net assets™.

Over time, increases and decreases in net assets is an Figure A-1

indicator of whether the Municipality’s financial Required Component of

position is improving or deteriorating. Municipality of Maunabo Annual Financial Report
The Statement of Activities (page 13) presents : -

information showing how the Municipality’s net :
assets change during the most recent fiscal year. All Management Fiﬁ = SURW
the changes in net assets are reported as soon as the Diswsm Stalements ,mﬂ
underlying events giving rise to the change occur, Al

regardless of the timing of related cash flows. Analysis

Therefore, revenues and expenses are reported in this

statement for some items that will only result in cash i Sk
flows in future fiscal periods. ~  ___--="" et

-

Fund Financial Statements (Reporting the A
Municipality’s Major Funds)

Traditional users of governmental financial

statements will find the Fund Financial Statements &“%“ga“" F'Fund'al Notes to the
presentation more familiar. The focus is on Major Financial Ml SF'"aﬂ°a|
Funds, rather than (the previous financial reporting Statements tatements
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 14 and provide m Lotz
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




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

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

Governmental Funds — the entire Municipality’s basic service are reported in the governmental funds,
which focus in how money flows 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 15 and 17). 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 $1.64 million in the current fiscal year that ended June 30,
2005 as compared with the $1.8 million that was added during the previous fiscal year. Depreciation expenses
were recorded on $0.3 million for both fiscal years. Principal investments consist of urban development,
streets improvement, and machinery and equipment acquisitions. Total Investment in Capital Assets, Net of
related debt, is $9.77 million or 98% 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.



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

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

FINANCIAL ANALYSIS OF THE GOVERNMENT AS A WHOLE

Summary of Net Assets

The Municipality’s net assets increase by $3,506 thousand over the course of this year’s operations. The
Municipality’s net assets include investment in Capital Assets for $9.8 million and over $3.0 million restricted
for future expenses. The Municipality’s net assets at the end of the fiscal year ended on June 30, 2005 were
$11.7 million, as detailed on Table 1. For more detailed information see the Statement of Net Assets on page

12,

Normal Impacts

There are six basic (normal) transactions
that will affect the comparability of the
Net Assets summary presentation.

e Net Results of Activities — This will
impact (increase/decrease) current
assets and unrestricted net assets.

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

e Spending Borrowed Proceeds on New
Capital — This will reduce current

Table 1
Statement of Net Assets
As of June 30, 2004 and 2005 (in Thousand)
2004

Current and non-current assets $ 3923

Capital assets AT

Total Assets 11,894

(g o D W AN 823

Long-term liabilities 2,836

Total Liabilities 3,659
Nels Assels:

Investment in capital assets 7,681

G v s, SR - il 2,743

UROBIICHAtE: ...t i Bavers s sl L v (2.189)

Total Net Assets $ 8.235

assets and increase capital 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.

e 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.

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

assets, net of debt.




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

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

Current Year Impacts

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

Table 2
Changes in Net Assets

(in Thousand)
2004
Revenues:
Program Revenues:
Charges for Services .............cccuusr $ 180
Federal Grants and Contributions...... 3,128
State Grants and Contributions.......... 1,665
General Revenues:

Volume of Business Taxes.................... 193
Construction Taxes..........cccuveverreerrrrnnens 97
Intergovernmental...........ccccoevvernenn. 4,835
Other General Revenues............... 290

Total revenues.......................... _10.878

Expenses:

General Administration ..............c.cc.... 2,319
Public Safety... 375
PUBIIC WOTKS.....c..ccverereeeessseeensnseneaeee 1,824
Health and Sanitation ........................... 654
Culture and Recreation............cceceeenen. 700
Human Services and Welfare............. 1,933
Urban Development.............cc..c........ 1,888
EAUalon ..o anamininsissin D13
Interest COStS.......ocrmvirerersracsermesens 16

Total expenses ...............c.ccc... _10,522
Changes in net assets ............cecusersene 396
Adjustment
Net assets — beginning..........cceereveees 7,879
Net assets ~ ending.....couecessseeene § 8,235

For Fiscal Years Ended June 30, 2004 and 2005

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.

Construction Permits increased due to a
mega-project being constructed in the
jurisdiction by the State Government
(Maunabo Road Tunnels).

Federal Grants and Contributions increased
mainly due to the passage of the Health
Care Facilities to the Municipality by the
State Government.

Expenses:

Introduction of New Programs — 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.



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

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

Inflation — while overall inflation appears to be reasonably modest, the Municipality is 2 major consumer
of certain commodities such as chemicals and supplies, fuels and parts. Some functions may experience
unusual commodity specific increases.

Net Assets:
The following illustrations present revenues by category and expenditures by functions for the years ended

June 30, 2005 and 2004, respectively.

Revenues by Category: 1) Charges for Services, 2) Operating Grants, 3) Capital Grants, 4) Property
Taxes, 5) Volume of Business Taxes, 6) Construction Taxes, 7) Intergovernmental, and 8) Miscellaneous.

a1
m2
o3|
o4
m5
B6
7
o8




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

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

Expenditures by Functions: 1) General Administration, 2) Public Safety, 3) Public Works, 4) Health and
Sanitation, 5) Culture and Recreation, 6) Human Services and Welfare, 7) Urban Development, 8)
Education, 9) Interest on Debts.




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

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

FINANCIAL ANALYSIS OF THE MUNICIPALITY’S FUNDS

The Municipality uses fund accounting to ensure and demonstrate compliance with related legal and
contractual requirements.

A- GOVERNMENTAL FUNDS

The Municipality’s Governmental Funds information is useful in assessing the Municipality’s financial
requirements. At the end of the fiscal year any resource available for spending should be measured by the
unreserved fund balance. In the current fiscal year, the Municipality’s Governmental Funds reported an ending
fund balance of $2,933,233 as compared to the $1,458,225 balance for the prior year. There are reservations
of Fund Balance up to $1,906,907, an increase of $563,259 over last fiscal year.

This Reserved Fund Balance is committed to cover balances show as follows:

o $654,995 is reserved to cover purchase orders placed on prior years
o $77,120 is to pay Debt Service Fund
o $1,174,792 is reserved for Hud Programs, for State Assignments and for other Governmental

purposes.

The Municipality’s Governmental Funds include the General Fund, which is the Major Operation Fund of the
Municipality and as of June 30, 2005, it showed a fund balance of $1,026,437 net of the reserved amounts for
specific purposes. This unreserved balance is $911,860 greater than the previous fiscal year.

General Fund Budgetary Highlights:

The Budgetary Comparisons schedules for budgeted and actual amounts from General Fund are presented in
the Municipality’s Basic Financial Statement. These schedules show the original adopted budget, the final
revised budget, actual results, and variances between final and actual budgeted amounts for the General Fund.
An original budget is presented by the Mayor and approved by the Municipality’s Legislative Body in an
ordinary session, but it may be revised for various reasons and circumstances, or due to unanticipated budgeted
issues that arise during the normal course of the fiscal year.
o Recourses increases due to an extraordinary collection of $5.2 million in construction permits and
volume of business taxes promoted by the construction of the Maunabo Road Tunnels.
o The Budget was revised to constructs various projects, to hire new temporarily employees, and to pay
for certain statutory requirements and increases in administrative cost as services and utilities were

both simultaneously increased.

10



Economic Factors and Next Year’s Budgets

The Municipality relies primarily on Intergovernmental Revenues as well as Federal Financial Assistance to
carry out the Governmental Activities. Historically, theses amounts have been predictable for every fiscal year,
providing the Municipality with increases of approximately five percent. Federal Financial Assistance may
vary if new grants are available, but revenue is also predictable.

Local, national and international economics factors may influence the Municipality’s revenues, positively or
negatively. Positive economic grow is correlated with increased revenues from property taxes, volume of
business taxes, charges for services, as well as State and Federal Grants. In a local economy, the growth may
be monitored by a variety of indicators such as employment growth, unemployment, new constructions,
assessed valuations, and other revenues.

All theses factor will be considered when preparing the budget for the year ending on June 30, 2007, as well as
the increases in property and volume of business tax rates that will be in effect for that fiscal year.

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) 861-1112.

1



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

STATEMENT OF NET ASSETS
JUNE 30, 2005
GOVERNMENTAL
ACTIVITIES
ASSETS:
T G . R S o 2 2 e IR | $ 2,581,977
Cash With FIBCAL AREI osssassusmisnmoncnininssasisnnnsoiassssssisnbsssin missioe s 417,941
Receivables (net):
PIOPETLY TAXES .cvsursrrseserrosesssesssssnsssrasssstasssnsasasasasessasssssssssarssrsasanssnsassoassnsassossesersensssaraneassasnas &
POUBFRE OIS iciociviisusisorsoininssonamossossmiuntnasmnssesnssassasossodxnshsminienonssnssanss whinsras son SeNARSSSomESons s Sxasss 2,164,369
B 1< 7 R e P L e 2 e 557,290
Capital Assets (Note 6):
Land, Improvements, and Construction in Progress 3,152,744
Other Capital Assets, [Net of Depreciation] 6.871.441
Total Capital Assets. 10,024,185
TOTAL ASSETS ,isvisssirissinsscossicsssamsonsisssesssusonssssorss 15,745,762
LIABILITIES:
Accounts Payable and Accrued Expenses........c.cceeeueee.. 891,822
ACCTUCH INEETESL....consersonsnonssenanmennonssrsserassinsbsisssssssssassesisonsssss .
DTS REVENIG cococivaiimvsmussisssivnsssmpnsanmsmisasrosiasssassnsssassss 162,199
Long-Term Liabilities (Note 7):
Due Within One YEAr ....cccveseesaceraeeessenssssssssssssarsnsnssassassssssnsas 681,005
Due in More than One Year 2,269,885
Total Liabilities ...... 4,004,911
NET ASSETS
Invested in Capital Assets, Net of Related Debt.........oocviiierissnsisnerisininissincsssssssenesenss 9,814,185
Restricted for:
SPECial REVENUE .....vuivrueririscesnessnascssssssisssssissssscssss s s s s enssasesnsssssnsssess 854,140
Debt Service.... R o s ety et S W e e s 77,120
State Assignment FUndS.......cccoverereracveseunscanisannnne 407,953
Community Development Projects 3 1,646,911
UTFESITICEM ccciiuissnisvissesarssissrasnrssonsonossarennsansronpmrsnsmnssasasssapronsoson 1.059.458
TOTAL NET ASSETS .....cocccrmrersrcisssssissnssisnsssssisiinsssssssamsssiessssonisssmsssssvossssmisicsssonesersososs $ 11,740851

See accompanying Notes to Basic Financial Statements.
12
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

PROGRAM REVENUES
OPERATING CAPITAL NET (EXPENSE)
CHARGES FOR GRANTS AND GRANTS AND REVENUE
FUNCTIONS/PROGRAMS EXPENSES SERVICES CONTRIBUTIONS _ CONTRIBUTIONS (SEE NEXT PAGF)
Governmental Activities:
Mayor and Municipal Legislature.............. $ 1,850,464 $ - $ - 8§ - ($ 1,850,464)
General Government 1,207,397 - - - (1,207,397)
Public Safety 562,487 : 95,689 - (466,798)
Public Works 3,944,709 - - - (3,944,709)
Culture and Recreation 627,646 141,569 . - (486,077)
Health and Sanitation 322,270 = - g (322,270)
Human Services and Welfare .........cccouveuue. 3,230,742 - 2,566,628 - (664,114)
Urban Development 1,194,683 - 1,194,736 1,198,361 1,198,414
Education 602,150 - 607,026 - 4,876
Interest on Long-Term Debt .........ccccvceecee. 10,905 - - - (10,905)
Total Governmental Activities.......cocoeveee $13,553.453 § 141569 $ 4464079 § 1,198,361 (7.749.444)
General Revenues:
Taxes:
Property Taxes, levied for General Purposes...........ccccouuae 401,909
Property Taxes, levied for Debt Service 106,915
Volume of Business Taxes 442,226
Licenses and Permits 5,226,529
Intergovernmental 4,754,976
Miscellaneous 173,241
Rent 13.850
Total General Revenues 11,119,646
CHANGE IN NET ASSETS.......ccccocumeicminnnnrannns 3,370,202
Net Assets — Beginning of Year 8,370.649
NET ASSETS - ENDING OF YEAR .. $ 11,740,851

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

MUNICIPALITY OF MAUNABO, PUERTO RICO

BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30, 2005
STATE DEBT OTHER Toral
ASSIGNMENT SERVICE CDBG GOVERNMENTAL GOVERNMENTAL
GENERAL FUND FUND FUND FUNDS FUNDS
ASSETS
Cash and Investments (Note 1)...cccenersrersrvennee. . 1,451,910 § 545,883 § - 8 714 $ 583470 $ 2,581,917
Cash with Fiscal Agent - - 162,266 - 255,675 417,941
Receivables:
State Grants - - - - 461,544 461,544
Federal Grants - - - 1,819,833 344,536 2,164,369
Due from Other Funds 1,163,660 100,000 - - - 1,263,660
Others = - - - 95,746 95,746
Total Assets $ 2615570 § 645883 § 162266 $.1,.820547 § 1740971 $ 6,985237
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable and Accrued Liabilities ........... 607,847 - 85,146 40,404 5,565 738,962
Bonds and Notes Payable - - - . -, .
Due to Governmental Units 152,860 - - - - 152,860
Due to Other Funds. 100,000 237,930 - 133,232 792,498 1,263,660
Deferred Revenues:
Volume of Business Tax 73,431 - - - - 73,431
Local Grants - - - - 19,659 16,659
Federal Grants - = - 1,646,197 157,124 1.803.321
Total Liabilities 34,138 _ 237930 __ 85,146 1,819,833 974, __ 4051893
Fund Balances:
Reserve For:
Encumbrances 654,995 - - - - 654,995
Debt Service - - 77,120 - - 77120
Other Purposes. - 407,953 - 714 766,125 1,174,792
Unreserved 1,02 - - - - __ 1026437
Total Fund Balances 1681432 ___407.953 77.120 714 __ 766.125 _ 2933344
TOTAL LIABILITIES AND FUND BALANCES.... $ 2615570 § 645883 § 162266 $ L820.547 § 1740971 § 6985237

See accompanying Notes 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, 2005

Total Fund Balances — Governmental Funds (Page 14) $ 2,993,344

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

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

Non Depreciable Capital Assets ........c..ouiue $ 3,152,744
Depreciable Capital Assets ... 8,327,883
Infrastructure Assets ....... 1,381,227
Accumulated Depreciation (2.837.669)
Total Capital Assets 10,024,185

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

the funds:
CDBG 1,646,197
Child Care 88.015
Total Deferred Revenues 1,734,212

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.... 210,000
Compensated Absences 1,311,047
Municipal Revenue Collection Center 1,126,048
FEMA 190,265
Department of Treasury 113.530
Total Long-Term Liabilities _(2.950.890)
Total Net Assets of Governmental Activities (Page 12).. $ 11,740,851

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, 2005
StamE Desr O ToraL
ASSIGNMENT Sevice C(DBG GOVERNMENTAL GOVERNMENTAL
GENERAL R R FRro FUNDS Funos
REVENUES
Property Taxes $ 401,909 § -%§ 106915 § - - $ 508824
Volume of Business Taxes 442,226 - = 3 7 442,226
Federal Assistances - - - 1,085,511 1,402,040 2,487,551
Intergovernmental 4,754,976 642,593 - - 2,564,640 7,962,209
Licenses and Permits 5,226,529 - - - 5,226,529
Rent 13,850 - - - - 13,850
Miscellaneous _ 173241 - z = - 173,241
Total Revenues 11,01 642593 __ 106915 __1,085511 _ 3.966.680 _16.814
EXPENDITURES
Current:
Mayor and Municipal Legislature.......ccovureriereireens 1,842,997 - - - - 1,842,997
General Government 1,606,719 - - - - 1,606,719
Public Safety 429,836 - - - 95,689 525,525
Public Works 3,869,787 - - B - 3,869,787
Culture and Recreation 357,853 - B - 175,784 533,637
Health and Sanitation 322,270 - - - 322,270
Human Services and Welfare ..........cuumersrarsasaens 730,552 123,578 - - 2,347,533 3,201,663
Urban Development 46,133 463,266 - 1,135,579 695,820 2,340,798
Education - - - . 602,150 602,150
Capital Outlay 466,969 72,532 E - - 539,501
Debt Service:
Principal - - 95,850 - - 95,850
Interest and Other Charges : - 10905 - - 10,905
Total Expenditures 9673116 __659376 __ 106755 _ 1135579 _ 3916976 _15491.802
OTHER FINANCING SOURCES (USES)
Transfers - In - - 16,463 - 132,094 148,557
Transfers — Out (148,557) - - - - (148,557)
Total Other Financing Sources and Uses.............. ____(148557) - _ 16463 - 132094
Net Change in Fund Balances.... (1,191,058) 16,783 16,623 (50,068) 181,798 1,322,628
Fund Balance — Beginning, as Restated (Note IJD 50782 __ 584327 _ 1,610,716
FUND BALANCES - ENDING ... 77020 §_ 714 § 766125 § 2933344

See accompanying Notes to Basic Financial Statements.
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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, 2005

Net Change in Fund Balances — Total Governmental Funds (Page 16) $ 1,322,628

Amounts reported for Governmental Activities in the Statement of Activities (Page 13)
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 Outlay $ 2,398,126
Depreciation EXpense ......c.cssssassasssssasssssssansaasnas (345.128)
Excess of Urban Development and Capital Outlay
over Depreciation Expense 2,052,998

Revenues in the Statement of Activities that do not provide current financial resources are
not reported as revenues in the funds. 555,791

Revenues in the Statement of Revenues that correspond to Prior Year Resources are
not reported as revenue in the Statement of Activities (446,566)

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
repayments were. ... 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 Department of Treasury Debt 18,921
Increase in Municipal Revenue Collection Center Debt................... (55.431)
Increase in Compensated Absences (173,989)
Total Additional Expenditures (210.499)
Change in Net Assets of Governmental Activities (Page 12) $ 3370202

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 Commonwealth 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 12 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 other 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 (o
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, 2005, 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 Municipality. In evaluating the Municipality as a reporting entity, management has 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 FINANCIAL STATEMENTS

A. Financial Reporting Entity (continuation)

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 governing 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, 2005, and the respective changes in financial
position, 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 eamned
and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Grant and similar
items 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 o 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 if 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:

¢ 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, 2005, 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 government-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
governmental 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:

e 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.

e 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 use
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 reduces
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.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

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

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 statements 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.

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.

ve ock Grant Pro Fu — 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 be 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

D. 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
Legislat!.lre 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.

Amendments 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. If 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 payments 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 (continuation)

2. The non-exonerated 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.c., 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

present 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
Government 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. Invenlories

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.
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MAUNABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

H. Capital Assets

Property, plant and equipment 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 $50 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).

J. Insurance

The Municipality has insurance coverage for its public facilities, primarily to provide protection 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.
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NOTES TO THE BASIC FINANCIAL STATEMENTS

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.
However, 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 a2 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
bank obligations and certificates of deposit in financial institutions authorized to do business under the federal and

Commonwealth laws.
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During the year, the Municipality invested its funds in interest bearing bank accounts and short-term certificates of
deposit. As June 30, 2005, 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... 40-00029602 $ 100,000 1.95% 07-26-05
Popular Bank of Puerto Rico... 40-00031186 54,574 1.00% 12-12-05
Government Development Bank of P.R. SP A5035063 325,000 2.98% 08-03-05
Government Development Bank of P.R. SP A5035064 325,000 3.15% 02-06-06
Government Development Bank of P.R. SP A5035065 325,000 3.34% 08-04-06
Government Development Bank of P.R. SP A5035074 __325.000 3.50% 02-05-07
TOTAL $ 1,454,574

NOTE 3 OTHER RECEIVABLES

As of June 30, 2005, this amount consists of the following:

AMOUNT
Health Insurances $ 95,371
Other State Contributions..........ceeeeeeneees 375
TOTAL $ 95746
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 $ 16,463 Debt Payment
General Fund Other Fund 132,094 Matching

Total $ 148557

B. INTERFUND RECEIVABLE AND PAYABLE BALANCES

Interfund receivables and payables at June 30, 2005 are summarized as follows:

INTERFUND INTERFUND
RECEIVABLE PAYABLE AMOUNT
General Fund HUD $ 133,232
General Fund Other Fund 792,498
Other Funds General Fund
State Assignment Fund General Fund 100,000
State Assignment Fund HUD 237930
TOTAL $1,263,660
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NOTE 5 CAPITAL ASSETS
Capital Assets activities for the fiscal year ended June 30, 2005 was as follows:

BALANCE ADJUSTMENT  BALANCE
Jury 1, AND June 30,
DESCRIPTION 2004 ADDITIONS RETIREMENTS 2005
Non-Depreciable Capital Assets:
Land $ 852513 % 15,000 $ - § 867513
Works of Arts 90,000 - - 90,000
Construction in Progress 1,452,991 742,240 - 2,195,231
Total Non-Depreciable Capital Assets ........coeevinee. 2395504 757,240 n 3,152,744
Depreciable Capital Assels:
Buildings 3,868,446 - - 3,868,446
Improvements 2,066,373 159,056 . 2,225,429
Infrastructure 425,996 955,231 - 1,381,227
Machinery and Equipment 1,286,213 526,599 - 1,812,812
Motor Vehicles 421,196 - - 421,196
Total Depreciable Capital ASSetS .....ccocervsiresireene. 8,068,224  __ 1,640,886 - 9,709,110
Less Accumulated Depreciation:
Buildings (1,211,895) (98,216) - (1,310,111)
Improvements (248,819) (43,038) - (291,857)
Infrastructure (5,721) (15,059) - (20,780)
Machinery and Equipment (743,181) (132,135) E (875,316)
Motor Vehicles (282.925) ___ (56.680) - (339.605)
Total Accumulated Depreciation.....o.oeevesesvveneene _(2,492,541) ___(345.128) __ - _(2.837.669)
Total Depreciable Capilal Assets (Net) .....cccooeeeneeee. 5575683 1295758 - 6,871.441
CAPITAL ASSETS, NET £7971,187 §2052998 §______- $ 10024185
Depreciation expenses were charged to governmental functions/programs as follows:
AMOUNT
General Government $ 54,068
Mayor and Municipal 7,467
Public Safety 36,962
Public Works 74,922
Urban Development 48,621
Human Services and Welfare .......cccccccueeennen. 29,079
Culture and Recreation _ 94009

Total Depreciation Expenses........c.cee.e..  $345,128

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:

$430,000, Series 2002, for purchase of equipment, payable in annual installments ranging from $15,000

to $75,000, excluding variable interest up to 6%, through July 1, 2008 210.000
Total General Obligations — Bonds : $ 210,100

The annual requirements to amortize the general obligations outstanding as of June 30, 2005 are as follows:

YEAR ENDING PRINCIPAL INTEREST ToTAL

JUNE 30, PAYMENT PAYMENT PAYMENT
2006 $ 65,000 $ 7475 $ 72475
2007 70,000 5,388 75,388
2008 75,000 2910 77.910

TOTAL $210,000 $ 15,773 $225.773

B. OTHER LONG-TERM DEBTS

Following are the Other Long-Term Debts:

BALANCE RETIREMENTS BALANCE
JuLy 1, NEW AND JUNE 30,
DESCRIPTION 2004 ISSUES ADJUSTMENT 2005

Property Taxes - MRCC........cccccovunnannne $1,070,617 $ 161,625 $ 106,194 $1,126,048
Property Taxes-PR Treasury Department 132,451 - 18,921 113,530
FEMA 190,265 - - 190,265
Compensated Absences..........coureversrense. 1,137.058 173.989 - 1,311,047
TOTAL: ous $2.530,391 3 _335.614 $ 125115 $2,740,890

C. CHANGES IN GENERAL LONG-TERM DEBTS

The following is a summary of changes in long-term debts for the year ended June 30, 2005:

BALANCE RETIREMENTS BALANCE AMOUNTS AMOUNTS

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

DESCRIPTION 2004 ISSUES ADJUSTMENT 2005 ONE YEAR  NEXT YEAR
General .oeeveveeeeeeeeseees. 3 285,850 § - % 75850 $ 210000 $ 65000 $ 145,000
Special 20,000 - 20,000 - - =
Others Debts ....coeververeeenens 2,530,391 335,614 125,115 2.740.890 616,005 2.124.885
TOTAL $2.836241 $ 335614 § 220965 $2.950.890 § 681,005  $2,269,885
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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 the Municipality (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 Municipal 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

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.
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NOTE9 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 23 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
appointees 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
benefits depend upon age at retirement and number of years of credited service. Benefils vest after ten years 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
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new savings program (a defined contribution plan). Employees in the savings program may now contribute from a
minimum of 8.275% up to a 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) earn 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
accumulated 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.

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 actuarial 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 future 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-concern basis,

assess progress made in accumulating sufficient assets to pay benefits when due, and make comparisons among other
public retirement systems. The measure is independent of the actuarial 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 2005 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.
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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, 2005 was
approximately $251,478. 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 accumulated 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 fiscal year ended June 30, 2005. 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.
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NOTE 13 FUND BALANCE RESTATEMENTS

Restatements were presented for prior period adjustment of General and Other Governmental Funds of the Audited
Financial Statements as of June 30, 2004. Following are the reconciliation of the June 30, 2004 Fund Balance, as
previously reported to Beginning Fund Balances as restated, July 1, 2004.

FUND BALANCE RESTATED
OTHER
GENERAL GOVERNMENTAL
FUND FUND
Fund Balance / Net Assets,
as Reported, June 30, 2004................. $ 339846 $§ 582,364
Debt adjustment 150,528 -
Restatement as per GAAP - 1,963
Beginning Fund Balance
as Restated, July 1, 2004.........cccvevrenee $ 490374 $ 584327
END OF NOTES
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BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

ACTUAL AMOUNTS VARIANCE WITH
BUDGET AMOUNTS (BUDGETARY BASIS) FINAL BUDGET
ORIGINAL FINAL (SEE NOTE A) POSITIVE (NEGATIVE)
BUDGETARY FUND BALANCE
JULY 1, 2004 $ 490374 $ 490374 $ 490374 $ S
Resources (Inflows):
Property Taxes 605,923 605,923 401,909 (204,014)
Volume of Business Taxes 126,700 416,700 442,226 25,526
Intergovernmental Revenues " 4,566,800 4,566,800 4,754,976 188,176
License and Permits 849,450 5,057,641 5,226,529 168,888
Rent 12,000 12,000 13,850 1,850
Miscellaneous —4243%5 — 425325 173,048 (251,277)
Total Resources (INflOWS) .....ccocereurusransssnsnssanes 6 19 11.0 9 11,012,538 (70.851)
Amounts Available for Appropriation............. 7.075.572 11 7 11,502,912 (70,851)
Charges to Appropriations (Outflows):
Mayor and Municipal Legislature ...........ccccouvuuus 1,040,961 2,118,801 1,892,608 226,193
General Government 1,440,660 1,650,668 1,599,507 51,161
Public Safety 393,608 401,214 433,611 (32,397)
Public Works 2,473,435 4,611,693 4,100,639 511,054
Health and Sanitation 87,377 329,877 322,270 7,607
Culture and Recreation 384,675 398,742 363,025 35,7117
Human Services and Welfare .........ceeceenesiesrensacs 721,691 788,768 732,968 55,800
Urban Development - - - -
Capital Outlays 25,950 804,747 708,684 96,113
Transfer to Other Funds 16841 16841 148,557 _ (131.716)
Total Charges to ApproPriations .........ceeseesssenns 6,585,198 11121351 10301819 819,532
BUDGETARY FUND BALANCE, JUNE 30,2005 ....  § 490,374 § 452412 $ 1201003  § 748,681

Sec accompanying Notes to Required Supplementary Information.
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FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTEA Explanation of Differences between Budgetary Inflows and Outflows and GAAP Revenues and

Expenditures
GENERAL FUND
Sources/Inflows of Resources: ==
Actual Amounts (Budgetary Basis) “Available for Appropriation” from the
Budgetary Comparison Schedule (Se€ Page 33)......cccvcieninmiicimiinncnsiniosi s s $ 11,502,912
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. .....ciueemessimssinsnsssssmsssimsssmsssssanissssinass (490,374)
Prior-Year Revenue is not inflows of budgetary resources but are revenues
for financial repOrting PUIPOSES. .......cecoeeoeeeeeececsrrn e s ssrnre s s e e srses rens s sreresesenrse sereser e sserssnses 193
Total Revenues as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 15)......ccccceueieenicimmrmrsniesnisnsnissnnescsanncs § 11,012731
Uses/Outflows of Resources:
Actual Amounts (Budgetary Basis) “Total Cha:gcs to Appropnanon from the
Budgetary Comparison Schedule (See Page 33).... i $ 10,301,819
Difference — Budget o GAAP:
Encumbrances for supplies and equipment ordered but not received are reported
in the year the order is placed for budgetary reporting purposes. (504,467)
Transfers to other funds are outflows of budgetary resources but are not expenditures
for financial TEPOTTING PUIPOSES: .eivvuerssssessnsmrsiosantensassssssasssonssssrasnsasiossmmssssrosuisyssiussnessestssnismmstnss (148,557)
Expenditure for financial rePOrting. «ouemsismessissssssemissnsnnismsinmsisssissmnissimisisssmsninsssisssan 24321
Total Expenditures as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 15).....ccccvuunee $ 9673.116
NOTE B Explanation of Differences between Budgetary Fund Balance and GAAP Fund Balance
Budgetary Fund Balance, June 30, 2005 (See Page 33) ..o $ 1,201,093
Timing Differences:
Net Change in ENCUMDIANCES .........coreerieemresemesermsssiasssssssmsesrnssssasasses (150,528)
NIOR-DUAGRIRTY TOBIIE. iscoaiioisinvcvinssmrivormosisssinsssmmassmiasisimsssns i i mesnai o asaitd st i (24.128)
Unreserved Fund Balance (See Page 13).............. TR PRSP SR o0 L $ 1026437

END OF THIS SECTION
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

FEDERAL PAss-THROUGH
FEDERAL GRANTOR / PASs THROUGH CFDA ENTITY IDENTIFYING ToTaL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
U. S. Department of Agriculture:
Housing Preservation Grant : 10.433 N/AV $ 15541
Pass Through State — Department of Education,
Child and Adult Care Food Program 10.558 N/AV 12,921
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).....ccoccvemieccnsrannnes 14.228 04-FD
03-FD
02-FD
01-FD
00-FD-FC
99-FD-FC
98-FD
97-FD
96-FD
95-FD _1135578
U.S. Department of Justice:
Local Law Enforcement Block Grant 16.592 3,634
Policy Safety Partnership and Community Policy Grant
Program 16.710 92,055
Total U.S. Department of Justice 95,689
U.S. Federal Emergency Management Administration (FEMA):
Pass-Through Office of the Governor:
Public Assistant Grant 97.036 FEMAI1136DR-PR
FEMA1247DR-PR
FEMA1501DR-PR 566,820
Hazard Mitigation Grant ...........c.coocieiimeiiniaiiniianns 83.548 N/AV 13,500
Emergency Management Performance Grant (EMPG).... 83.552 N/AV 2815
Total U.S. Federal Emergency Management
Administration (FEMA): 583,135
Subtotal Expenditures of Federal Awards
(Balance Carry Forward) $1.842.864
continue
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

FEDERAL PASS-THROUGH
FEDERAL GRANTOR / PAss THROUGH CFDA ENTITY IDENTIFYING ToTAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
Subtotal Expenditures of Federal Awards
(Balance Brought Forward) $1.842 864
U.S. Department of Health and Human Services
Pass-Through Office of the Governor, Regional Elderly Office:
Special Program for Aging, Title III, Part B .........ccoeucre.. 93.044 N/AV 21,676
Pass-Through Office of the Governor, ASSMCA Office:
Block Grants for Prevention and Treatment of Substance Abuse 93.959 N/AV 131,198
Pass-Through Administration of Children and Families:
Community Service Block Grant (CSBG) .......ccveuusreriass 93.569 51,912
Child Care and Development Block Grant .......ccuveeseenens 93.575 N/AV 585.343
Total U.S. Department of Health and Human Services.. 790,129
TOTAL EXPENDITURES OF FEDERAL AWARDS ....... $2.632.993

See accompanying Notes to Schedule of Expendilures of Federal Awards.
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NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

NOTE 1

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 statements. 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.

MAJOR PROGRAMS

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

END OF NOTES



" MENDOZA & RAMOS

Contadores Piiblicos Autorizados, C.S.P.

PO. Box 35 » Guayama, Puerto Rico 00785

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED IN
ACCORDANCE WITH GOVERNMENT 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, 2005, and have issued report thereon dated
February 23, 2006. 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.

Compliance

As part of obtaining reasonable assurance about whether the Municipality’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Municipality’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
basic financial statements and not to provide assurance on the internal control over financial reporting.

Our consideration of the internal control over financial reporting would not necessarily disclose all
matters in the intenal control that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to 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 performing their assigned functions. No matters were
noted involving the internal control over financial reporting and its operation that we consider to be
material weakness. We also noted other matters involving the internal control over financial reporting,
which we have reported to management of the Municipality in a separate letter dated February 23, 2005.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

This report is intended solely for the information and use of the Municipal’s 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.

Certified Public Accountants, C.S.P.

2050096

Guayama, Puerto Rico
February 23, 2006

Stamp number 2050096 was
affixed to the original of this

report
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H MENDOZA & RAMOS

Contadores Puiblicos Autorizados, C.S.P.

PO. Box 35 * Guayama, Puerto Rico 00785

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

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 are applicable to each of its major federal programs for the
fiscal year ended June 30, 2005. The Municipality’s major federal programs are identified in the
summary of auditor’s results section of the accompanying Schedule of Findings and Questioned Costs.
Compliance with the requirements of laws, regulations, contracts and grants, applicable to each of its
major federal programs is the responsibility of the Municipality’s management. Our responsibility is to
express an opinion on the Municipality’s compliance based on our audit.

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

As described in the accompanying Schedule of Findings and Questioned Costs as item 05-III-02, the
Municipality did not comply with the reporting requirement applicable to its Child Care and Development
Block Grant. Compliance with such requirements is necessary, in our opinion, for the Municipality to
comply with requirements applicable to that Program.

In our opinion, except for the instance of non-compliance identified above, 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, 2005. However, the results of our auditing procedures
disclosed instances 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 Schedule of

Findings and Questioned Costs.
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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

Internal Control Over Compliance

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

We noted certain matter 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 05-11I-
0l.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with 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.

S
OS CPA’s

Certified Public Accountants, C.S.P.

Guayama, Puerto Rico
February 23, 2006

Stamp number 2050097 was
affixed to the criginal 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, 2005

SECTION I - SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditors’ report issued: B Unqualified Opinion [ Qualified Opinion
O Adverse Opinion O Disclaimer Opinion
Internal control over financial reporting:
® Reportable condition(s) identified? O Yes B None Reported
® Material weakness(es) identified? O Yes © No
Noncompliance material to financial statements noted? O Yes X No
Federal Awards
Internal control over major programs:
® Reportable condition(s) identified? ® Yes O None Reported
®  Material weakness (es) identified? O Yes No
Type of auditors’ report issued on compliance for
Major Programs: & Unqualified Opinion [0 Qualified Opinion
O Adverse Opinion O Disclaimer Opinion
Any audit finding disclosed that are required to be reported
in accordance with OMB Circular A-133? R Yes O No
The Municipality’s major programs were:
CFDA Number Name of Federal Program
14.219 Community Development Block Grants / Small Cities Program
93.575 Child Care and Development Block Grant
97.036 Public Assistance Grants
Dollar threshold used to distinguish between
Type A and Type B Programs: $300,000
Auditee qualified as low-risk auditee? O Yes No
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO

MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2005

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

NO INSTANCES OF NONCOMPLIANCE
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

SECTION III - FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO FEDERAL PROGRAMS

CFDA 93.575 - CHILD CARE AND DEVELOPMENT BLOCK GRANT

The Child Care and Development Fund (CCDF) provide funds to States to increase the availability,
affordability, and quality of child-care services for low-income families where the parents are working or
attending training or educational programs. The CCDF consolidates the Child Care and Development
Block Grant and funding formerly provided to States through the child-care programs under Title [V-A of

the Social Security Act.

The following findings and recommendations arise from our tests of compliance and internal control over
compliance with the requirements applicable to the CCDF federal financial assistance program.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

SECTION III - FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO FEDERAL PROGRAMS

FINDING NUMBER

FEDERAL PROGRAM

CATEGORY
NONCOMPLIANCE
TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

05-I11-01

CHILD CARE AND DEVELOPMENT BLOCK GRANT
(CFDA 93.575)

INTERNAL CONTROLS OVER COMPLIANCE
PROCUREMENT
Lack of controls regarding contracting procedures

As part of the evaluation of a contract granted to an individual from
which the Municipality procured services, our test revealed that one out
of one (100%) contract examined does not contain two required
provisions regarding access by the grantee and others to any books,
documents, papers, and records of the contractor which are directly
pertinent to that specific contract; and retention of all required records
for three years after grantees or subgrantees make final payments and all
other pending matters are closed.

As stated in 45 CFR 92.36(i) a grantee’s and subgrantee’s contracts must
contain, among others, a provision regarding (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.

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 federal 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.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

SECTION III — FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO FEDERAL PROGRAMS

FINDING NUMBER 05-I11-01 (continuation)

RECOMMENDATION 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.

QUESTIONED COSTS NONE

MANAGEMENT RESPONSE Pending the Corrective Action Plan.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2005

SECTION ITI - FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO FEDERAL PROGRAMS

FINDING NUMBER

FEDERAL PROGRAM

CATEGORY
NONCOMPLIANCE
TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

05-111-02

CHILD CARE AND DEVELOPMENT BLOCK GRANT
(CFDA 93.575)

COMPLIANCE
REPORTING
Reported amounts did not agree with general ledger

Child Care Development Block Grant quarterly reported amounts do not
agree with the Program’s general ledger.

During our reporting test, we found that Program’s expenditures as per
quarterly report as of June 30, 2005 and the closeout report as of
September 30, 2004, did not agree with the general ledger as follows:

Expenditures
Per Books Di
$451,577 $472,705 $21,128
Expenditures Expenditures
Re Per Books Difference
$541,784 $641,829 $100,045

As specified in 45 CFR 92.20(b)(1), accurate, current, and complete
disclosure of the financial results of financially assisted activities must be
made in accordance with the financial reporting requirements of the

grant.

Amounts reported as part of the quarterly reports (cash basis) and the
ones presented as part of the Program’s financial reports (accrual basis)
are accounted for on a different basis of accounting. In addition,
expenditures incurred during the fiscal year and reported as part of the
general ledger are not classified according to the program year award.

The continuous occurrence of this situation inhibits the federal awarding
agency from monitoring the programs financial performance. In
addition, the Program could be sanctioned by the federal awarding
agency due to the inaccurate filing of financial reports.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

SECTION III - FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO FEDERAL PROGRAMS

FINDING NUMBER 05-II1-02 (continuation)

RECOMMENDATION The Municipality should perform timely reconciliation and cutoff
procedures between numbers kept at the federal program and numbers
recorded in the general ledger in order to provide reasonable assurance
that reports of federal awards submitted to the federal awarding agency
include all activity of the reporting period, are supported by underlying
accounting or performance records, and are fairly presented in
accordance with program requirements.

QUESTIONED COSTS NONE

MANAGEMENT RESPONSE Pending the Corrective Action Plan.

END OF SCHEDULE



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO

MAUNABO, PUERTO RICO

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED JUNE 30, 2005

The following schedule contains the finding number, title, questioned costs and status of each of the
findings included in the schedule of findings and questioned costs relative to federal awards for the year
ended June 30, 2004 as required by OMB Circular A-133.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED JUNE 30, 2005

FISCAL FINDING CFDA QUESTIONED
YEAR NUMBER NUMBER CosT COMMENTS
2004 04-111-01 Procurement Standards 97.036 NONE

END OF SCHEDULE
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Estado Libre Asido de Puerto Rico
MUNICIPIO DE MAUNABO

MAUNABO

™ i et Wt
Hon. ch;gw 04 e%%?fag; @ﬂgy

Municipality of Maunabo, Puerto Rico
Single Audit
For The Fiscal Year Ended June 30, 2005

Finding Corrective Action Plan

05-111-01 Procurement

The Municipality will revise the standard contract clauses to include the following
provisions:

1- A clause to guarantee access by the grantee and others to any books,
documents, papers, and records or the contractor which are directly pertinent
to any specific contract.

2- A clause requiring retention of documents for three years after grantee makes
final payments and all other pending matters are closed.

These missing clauses will form part thereafter of the new contracts.

05-I1-02  Reporting

We did not agree with the statements presented by auditors. The discrepancies shown in
the finding were caused by a segregation of two funding sources that the auditors did not

take into account.

No further action is required by our part.

/2

- Jorge Luis Marquez Pérez
ajor
March 21, 2006

%mma&@&/mzmﬁw%mdéa

G.P.O. BOX 8, Maunabo, Puerto Rico 00707
Teléfono: 1(787) 861-0825 « Fax: 1(787) 861-1165




. INTERMET REPORT ID: 197602 3/15/2006 OMB No. 0348-0057

rorn SE-SAC U.S. DEPT, OF COMM .~ Econ. and Stat. Admin - 'S, CENSUS BUREAU
(5-2004) OFHICE OF WANAGEMENT AND SUOGET
Data Collection Form for Report
AUDITS OF STATES, LOCAL GOVERNMENTS, AN NOH-PROFIT ORGANIZATIONS
for Fiscal Year Ending Dates in 2004. 2005, or 2006
Complete this form, as required by OMB Circular A-133, "Audits IT: Federal Audit Clearinghouse
of States, Local Governments, and Non-Profit Organizations.” R EDISE IDRE Slaat
- . g . Jeffersonville, IN 47132
L | GENERAL INFORMATION (To be completed by auditee, except for Iltems 4 and 7)
1. Flscal period endinq date far this submission 2. Type of Circular A-133 audit
Mt b, ey Fiscal Period End Dates Must .'5‘ o ey [:] P i i
06 , 30 /2005 Be In 2004, 2005, or 2006 i ng audit 2 rogram-specﬂic audit
3. Audit period covered 4. FEDERAL Date recelved b
. GOVERNMENT  Federal clearinghouse
1 (X Annual 2[] Biennial 3[] Other — Months USE ONLY
5. Auditee Identification Numbers
a. Primary Employer Identification Number (EIN) b. Are multiple EINs covered in this report? 1] Yes 2[XNo
e c. [fPartl, Item 5b = "Yes," complete Part |, ltem 5c
6|6 0{4]3(3|5]| 2|1 on the continuation sheet on Page 4.
d. Data Universal Numbering System (DUNS) Number e. Are multiple DUNS covered in this report? 1 [JYes 2[JNo
o Y f. If Partl, ltem 5e ="Yes," complete Part |, ltem 5¢
on the continuation sheet on Page 4.
6. AUDITEE INFORMATION 7. AUDITOR INFORMATION (To be completed by auditor)
a. Auditee name a. Auditor name
[MUNICIPALITY OF MAUNABO IMENDOZA & RAMOS, CPA
b. Auditee address (Number and street) b. Auditor address (Number and street)
PO BOX 8 BOX 35
City City
MAUNABO GUAYAMA
State ZIP + 4 Code = State ZIP + 4 Code iy
PR 010 |7|0]|7 0/0|/ 0| 8 PR 0|0|7|8]|5
¢ . Auditee contact G . Auditor contact
Name Name
JORGE L. MARQUEZ PEREZ MIGUEL A. MENDOZA
Title Title
MAYOR PARTNER
d. Auditee contact telephone d. Auditor contact telephone
(787) 861 — 0825 (787 ) 864 — 921
€. Auditee contact FAX e. Auditor contact FAX
(787) 861 — 1165 (787 ) 864 — 9271
f. Auditee contact E-mail f. Auditor contact E-malil
CPAMENDOZA@SANTANDERNET.COM
g. AUDITEE CERTIFICATION STATEMENT - Thisis to d. AUDITOR STATEMENT - The data elements and
wﬂifv that, to the best of my knowledge and belief, the audites information included in this form are limited to those prascribed
1) engaged an auditor to perform an audit in accordance by OMB Circular A-133. The information included in Parts Il and
wlth e provisions of OMB Circular A-133 for tha period IIi of the form, except for Part lll, ltems 7, 8, and 9a-5f, was
described In Part |, Items 1 and 3; (2) the auditor has completad transferred from the auditors report(s) for the period described
such audit and presented a signed audit report which states that in Part1, lems 1 and 3, and is not a substitute for such
the audit was conducted in accordance with the provisions of the reports. The auditor has not performed any auditing procedures
Circular; and, (3) the information included In Partsl il, and Il sinca the date of the auditor's ragon(s) A copy of the reporting
of this data collection form is accurate and complete. 'l declare package required by OMB Ci A-133, whmh includes the
that the fomgoung is true and correct. complete auditor's report(s), is available in its entirety from the
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g Morth Day Year required by OMB Circular A-133, the information in Parte 11
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based on information included in the reporting package. The
A /Prirfted Name of cemfymg official auditor has not performed any additional auditing procedures in
M p connection with the completion of this form.
Jorge A fofpergir Frrey :
Signature of auditor Date
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INTERNET REPORT ID: 197602 3/15/2006

= i
i vtartr e i 1:.1..51‘.{

Type of audit report

Primary EIN: [6[6]|7| 0{4/3[3|5]2 |1

Mark either: 1 X Unqualified opinion OR
any combination of: 2 [J Qualified opinion 3 [J Adverse opinion 4[] Disclaimer of opinion

2. Is a "going concem” explanatory paragraph included in the audit report? 10Yes 2[XINo
3. Is a reportable condition disclosed? 1[JYes 2[XINo- SKIP to Item 5
4. ls any reportable condition reported as a material weakness? 10ves 2[0No
5. Is a material noncompliance disclosed? 1[JYes 2(INo

/1l"| FEDERAL PROGRAMS (To be completed by auditor)

%

1. Does the auditor's report include a statement that the auditee’s financial
statements include departments, agencies, or other organizational units
expending $500,000 or more in Federal awards that have separate A-133
audits which are not included in this audit? (AICPA Audit Guide, Chapter 12) 100 Yes 2X No
2. What is the dollar threshold to distinguish Type A and Type B programs?
(OMB Gircular A-133 §___ .520(b)) 31 300,580
3. Did the auditee qualify as a low-risk auditee? (§__ .530) 1dyes 2(XINo
4. s a reportable condition disclosed for any major program? (§ ___ .510(a)(1)) 1Xlves 2[JNo-SKIPto ltem 6
5. |s any reportable condition reported as a material weakness? (§ ___ .510(a)(1)) 1dvYes 2[XINo
6. Are any known questioned costs reported? (§ ___ .510(a)(3) or (4)) 10 Yes zXINo
7. Were Prior Audit Findings related to direct funding shown in the Summary Schedule of
Prior Audit Findings? (§___.315(b)) 1Oves 2XINo
8. Indicate which Federal agency(ies) have current year audit findings related to direct funding or prior audit findings shown
in the Summary Schedule of Prior Audit Findings related to direct funding. (Mark (X) all that apply or None)
o8 ] U.S. Agency for Inter- 83 (] Federal Emergency 43[] National Aeronautics and es[] Social Security
national Development Management Agency Space Administration Administration
10 ] Agriculture 30 [J General Services Administration  89[] National Archivesand 18 (0 U.S. Department
23] Appalachian Regional 93 (] Health and Human Services Records Administration of State.
Commission o7 (] Homeland Security 05[] National Endowment for 20 [J Transportation
11[] Commerce 14 [J Housing and Urban et 21 [] Treasury
84 (J Corporation for National Development os[] National Endowment for g (] United States
and Community Service o3 [] Institute of Museum and DR apanes Information Agency
12[] Defense Library Services 4701 E&mnggéas:ﬂﬂca 84 [] Veterans Affairs
; o7 Office of National Dr :
81 Energy 16 [J Justice Control Policy 9 (J Other — Specify:
661 Envionmental 17 [J Labor sg[] Small Business [ |
Protection Agency 09 [J Legal Services Corporation Administration r |

Each agency identified is required to receive a copy of the reporting package.
In addition, one copy each of the reporting package is required for:

o the Federal Audit Clearinghouse archives . . . . ... ... .. . .t an s inneann X
e and, if not marked above, the Federal COgNIZant gBNCY. . . . ... ..o ionvein s nnnnnns O
Count total number of boxes marked above and submit this number of reporting packages .. ..

FORM SF-SAC (5-2004)

Page 2



INTERNET REPORT ID: 197602 3/15/2006 (Page 3 - #1 of 2) Primary EIN: |6 6| -|0]4[3[3]5[2]1

(¥002-5) DVS-4S WHOS

¢ affed

;511 | FEDERAL PROGRAMS - Continued :
9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR 10. AUDIT FINDINGS
CFDA Number Research : Major program :
Federal | S d and Name of Federal Amount Direct Major . |"Yo5 pe Igr?\?)(li’gn%fe A:jgfggg:l?:lgg
?,gr:ﬁ% ji 5 Extension E::gﬁp' progam PN -award program gp’:“:; requirement(s)? | number(s)®
(2 : (b) (©) (@) (e) 0 ) (h) (&) (b)
N 1OYes 1XYes | 10Yes
1,0!.,433 2[XINO | HOUSING PRESERVATION GRANT $ 15,541 .00f 2LINo | 2DXINo o NIA
1S 1] Yes 1Yes | 100 Yes
110 ,.558 2 [X] No CHILD AND ADULT CARE FOOD PROGRAMS $ 12,921 .00 2XINo | 2XINo o N/A
T ;
{ | 10 Yes 1]Yes | 1[X Yes
1, 41,228 2(XINo | STATEBLOCK GRANT $ 1,135,578 .00| 2XINo | 2[1No U o N/A
L") 1 Yes 1XlYes | 100 Yes
116 ‘l .592 2[XINo LOCAL LAW ENFORCEMENT $ 3,634 .00| 2CINo | 2No (o} N/A
: ; 1[]Yes 1XYes | 10Yes
1 | 6 .710 2 X No POLICY SAFETY PARTNERSHIP AND COMMUNITY POLICY |$ 92,055 .00| 2C0No | 2DXINo o N/A
T
¥ 15 10 Yes 10 Yes | 1 X Yes
91 71.036 2[XINo PUBLIC ASSISTANT GRANT $ 566,820 .00| 2(XINo | 2INo u o NI/A
: : 10 Yes 1Yes | 100 Yes
8 | 3 : -548 2[XINo H UHITRIALINS T AN $ 13,500 .00 2[XINo 2 [XI No o] IN/A
ko 10 Yes 1[JYes | 1[]Yes
913 ,.044 2 I XINo SPECIAL PROGRAM FOR AGING $ 21,676 .00| 2 XINo | 2[XINo 0 INJA
1 [
o 1[JYes | BLOCK GRANTS FOR PREVENTION AND TREATMENT OF 1OYes | 100 Yes
9, 31.959 2(XINo | suasrance asuse $ 131,198 .00| 2[XINo | 2[XINo o [N/A
L 1[JYes 10Yes | 10Yes
9l 3 : .569 2 [X] No COMMUNITY SERVICE BLOCK GRANT $ 51,912.00| 2XINo | 2[XINo (o] N/A
IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY
TOTAL FEDERAL AWARDS EXPENDED > THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM,
$ 2,632,993 .00} AND SEE INSTRUCTIONS

1560 Appendix 1 of instructions for valid Federal Agency two-digit prefixes.
2 Or other identifying number when the Catalog of Federal Domestic Assistance (CFDA) number is not available. (See Instructions)

3 It major program is marked "Yes," enter only one letter (U = Unqualified opinion, @ = Qualified opinion, A = Adverse opinion, D = Disclaimer of opinion) comesponding to the
type of audit report in the adjacent box. If major program is marked "No,” leava the type of audit report box blank.

4 Enter the letter(s) of all type(s) of compliance requirement(s) that aa(j: y to audit findings (i.e., noncompliance, reportable conditions (including material weaknesses), questioned
costs, fraud, and other items reported under §  .510(a)) reported for each Federal program.

A. Activities allowed or unallowed E. Eligibility I. Procurement and suspension L. Reporting

B. Allowable costs/cost principles F. Equipment and real property management and debarment M. Subrecipient monitoring

C. Cash management G. Matching, level of effort, earmarking J. Program income N. Special tests and provisions
D. Davis — Bacon Act H. Period of availability of Federal funds K. Real property acquisitionand 0. None
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% i FEDERAL PROGRAMS - cbntinued
§ 9. FEDERAL AWARDS EXPENDED DURING F[SCAL YEAR y 10. AUDIT FINDINGS
(%] .
P CFDA Number Research gt Major program
% Federal | 5 and S Ngme of Federal | Amount Direct Major | 1725, 8 goyr?r?)(l?grge Ag@'g :;r;dégg
£ gg;::z : Eﬂenfbn den\:glr?tp- : e e program : . expended award e ol daud% requirement(s)? | number(s)®
(?) ' (b) (c) i (d) 2 ) (&) U] (@ (h) (a) (b)
g ! 1[1Yes 100 Yes | 10 Yes
9 3!.575 2(XINO | CHILD CARE AND DEVELOPMENT BLOCK GRANT $ 585,343 .00 2XINo | 2[INo u IL 05-11-01,02
I : 10 Yes 1OYes | 10 Yes
8| 3,.552 2[XINo EMERGENCY MANAGEMENT PERFORMANCE GRANT $ 2,815.00| 2XINo | 2[XINo O [N/A
1
: 1 «[]Ves s1[dYes | 10 Yes
g e 2[INo $ 00| 200No | 20No
P 1 Yes 100 Yes | 1 Yes
Dnts 2[JNo $ 00| 2CINo | 2[INo
: : 1 Yes 1OYes | 1[0 Yes
{1 2[0No $ .00] 2[INo | 2[JNo
T
Vs 1dYes 10 Yes | 100 Yes
L, 20No $ 00| 20No | 2[0No
: i 10 Yes 1OYes | 1[0 Yes
Fons 2[INo $ 00| 20No | 2[JNo
| : 1] Yes 1[dYes | 1[]Yes
L=l 2CINo $ .00| 200No | 200No
1
| j 1] Yes 10 Yes | 10]Yes
S il 2[1No $ .00/ 20No | 2[0No
I* 1 Yes 1Yes | 10 Yes
- s 2[INo $ .00 200No | 2[No
: T 2 2 IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY
TOTAL FEDERAL AWARDS EXPENI_)E_D > THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM,
1% 2,632,993 .00} AND SEE INSTRUCTIONS
1See Appendix 1 of instructions for valid Federal Agency two-drgit prefixes.
2 Or other identifying number when the Catalog of Federal Domestic Assistance (CFDA) number is not available. (See Instructions)
3 If major program is marked "Yes," enter only one letter (U = Unqualified opinion, @ = Qualified opinion, A = Adverse opinion, D = Disclaimer of opinion) corresponding to the
type of audit report in the adiacant box. If major program is marked "No," leave the type of audit report box blank.
4 Enter the letter(s) of all type(s) of compliance requirement(s) that apply to audit findings (i.e., noncompliance, reportable conditions (including material weaknesses), questioned
costs, fraud, and other items reported under §_ __.510(a)) reported for each Federal pmgram
A. Activities allowed or unallowed E. Eligibility I. Procurement and suspension L. Reporting
B. Allowable costs/cost principles F. Equipment and real property management and deba_rment M. SUbf?CiPiB"l mnimﬁng_
D C. Cash management G. Matching, level of effort, earmarking i ;rog[ram '"ﬁme - s hé Si.\lﬁ'ﬁfiﬁ!ll tests and provisions
Q D. Davis — Bacon Act H. Period of availability of Federal funds < T1881 DIOPeIty  aCGUISION ar - None
® \__ 5N/A for NONE [shcstoneanbne P. Other )
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T | Item 5 Continuation Sheet
¢. List the multiple Employer Identification Numbers (EINs) covered in this report. f. List the multiple DUNS covered in the report.
1 NiLla 21 i 41 B 1 Nzl Al o 21 -
2 4 22 b 42 Li 2 5 e 22 L
3 x & a3 it 3 34 & 23 o
4 3 24 : 48 X 4 . : 24| | |-
5 =) 25 = 45 o 5 5] i 25 h
6 & 26 i 46 El 6 s - 26 =
7 s 27 ek a7 . 7 X = 27 =
8 T 28 i as 8 2 - 28 )
9 ol 29 & 49 = 9 s % 29 o
10 L 30 < 50 i 10 = & 3QJ hy
11 31 i 51 # 11 7 § 31 o
12 i 32 o 52 2 12 ) & 32 i
13 % 33 = 53 % 13 e = 33 L
14 h 34 % 54 o« 14 o z 34 e
15 t 35 s 55 & 15 i = 35 <
16 = 36 i 56 ., 16 2 2 36 A
17 2 37 i 57 s 17 % oS 37 du
i8 2k 38 = 58 = 18 L ! 38 23
19 i 39 e 59 o 19 Ty i 39 iy
20 . 40 e 60 = 20 A% Hi 40 K

\ IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM, AND SEE INSTRUGTIONS.




