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INDEPENDENT AUDITORS® REPORT

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

Maunabo, Puerto Rico

We have audited the accompanying financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the Municipality of Maunabo, Puerto Rico (Municipality), as of
and for the year ended June 30, 2008, 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.

Except as discussed in the following paragraphs, 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.

The Municipality has not completed the retroactive mayor infrastructural reporting provision for the year
ended June 30, 2008. Accordingly, the amount by which the departure would affect assets, net assets and
expenses of the Governmental activities is not reasonably determinable.

In our opinion, except for the effects describe in the preceding paragraph, 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, 2008, 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 10 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.

Mailing Address Box 757, Dorado, PR 00646
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INDEPENDENT AUDITORS’ REPORT

As described in Notes 1 and 14, 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 December 21, 2008 on
our consideration of the Municipality’s internal control structure over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.

The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the financial statements and,
in our opinion, is fairly stated, in all material respects, in relation to the financial statements taken as a whole.
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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, 2008

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, 2008.

FINANCIAL HIGHLIGHTS
Government-wide:

The Municipality‘s Net Assets for the year ended on June 30, 2008 were $16,888,892 in comparison with the
fiscal year 2007 which were $17,317,744, a $428,852 decrease which it is equivalent to .01%.

The Municipality’s Fund Financial Statements show that Governmental Activities Revenues were $14,996,218
for the fiscal year ended June 30, 2008 in comparison with the prior fiscal year that was $14,977,270, a $18,948
Governmental Activities Revenues increase. The difference is mainly caused in the local permits revenues that
reported $1,433,247 during the year ended June 30, 2008 as consequence of a mega projected being constructed
by the State Government in this jurisdiction (a sewer facility) and a sport complex facilities being constructed
by the Municipality. Additionally there was a new revenue item (sales taxes) that produced $413,655 in the
current year.

The General Fund showed a deficiency of Expenditures over Revenues of $379,466 during the course of this
year in comparison with fiscal year 2007 that showed a deficiency of Revenues over Expenditures amounting to
$13,851. The current year revenues were enough to comply with Municipality’s current obligation disregarding
the funds accumulated in prior years.

The Governmental Activities Expenditures for the current fiscal year was $15,425,070 in comparison with the
fiscal year ended June 30, 2007 balance of $11,917,331, an increase over last fiscal year of $3,507,739.The
General Fund total expenditures for the current fiscal year showed an increase of $1,975,652 or (20%) with last
year’s expenditure balance. The difference is due to the construction of a sport complex facility in the
Municipality.

USING THIS ANNUAL REPORT

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



COMMONWEALTH OF PUERTO RICO

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

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Government-wide Statements (Reporting the Municipality as Whole)

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

financial statements include two statements:

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

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

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

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

The flow and availability of liquid resources is a clear
and appropriate focus of any analysis of a
government. Funds are established for various

purposes and the Fund Financial Statements allows
the demonstration of sources and uses and/or
budgeting  compliance  associated therewith
(beginning on page 13).

1] _A_
Management’ Basic Required
s Financial Supplementary
And
Analysis
A ;

- N\ :
G;vam\ent- Fund Notes to the
Wide Financial :
Financial Financial

Statements




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

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 14 and 16). The flow of
current financial resources will reflect bond proceeds and interfund transfers as other financing sources as well
as capital expenditures and bond principal payments as expenditures. The reconciliation will eliminate these
transactions and incorporate the capital assets and long-term obligation (bonds and others) into the
Governmental Activities column (in the Government-Wide Statements).

Infrastructure Assets

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

Capital Assets Investments

Municipality realized capital assets additions of $3.5 million in the current fiscal year that ended June 30, 2008
as compared with the $3.05 million that was added during the previous fiscal year. Depreciation expenses were
recorded on $.97 and $.54 million for each year, respectively. Principal investments consist construction of a
sport complex, vehicles and machinery and equipment acquisitions. Total Investment in Capital Assets, Net of
related debt, is $14,782 million or 69% of total investment (net of depreciation).



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

FINANCIAL ANALYSIS OF THE GOVERNMENT AS A WHOLE
Summary of Net Assets

The net assets of the Municipality have decreased by $430 thousand during the current fiscal year. The
Municipality’s net assets include investment in Capital Assets for $21,372 million and over $7,401 million
restricted for future expenses. The Municipality’s net assets at the end of the fiscal year ended on June 30,
2008 were $16,888 million, as detailed on Table |. For more detailed information see the Statement of Net

Assets on page 11.
Table 1
Statement of Net Assets
As of June 30, 2008 and 2007 (in Thousand)

2008 2007
Liquid ASSets ....cocnuiniimunigieds 12,085 $ 7,736
Capital 88sets......oiimiimammennwimnms 21372 17.869
Total Assets 33.457 25,605
Current liabilities ......ccceeverrererreiineenieernennne 3,757 3,048
Long-term Habilities.. ... ..oomomrrmmessoommsmsasnny. A 2812 5,239
Total Liabilities 16,569 8.287
Nets Assets:
Investment in capital assets..........cccccvvvnene. 14,782 14,794
RESIIICIEA ..ovveevsereeerereeeercecireesresnreaeesrareesensns 8,079 5,335
IINEESEICIE .ovciummmmermmmanavesrasasmromanmssomsomss (5.973) (2.811)
Total Net ASSEtS.....cooveurnrcvsnrinisiricrecienneceees 5 16,888 $17318

Normal Impacts

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

o 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.

¢ Spending Borrowed Proceeds on New Capital — This will reduce current 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.

* 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.
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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, 2008

¢ Reduction of Capital Assets through Depreciation — This will reduce capital assets and invested in capital assets,
net of debt.

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
For Fiscal Years Ended June 30, 2008 and 2007
(in Thousands)
2008 2007
Revenues:
Program Revenues:

Charges for Services...........couvunnnae $ 823 $ 150

Federal Grants and Contributions.. 2,768 2,781

State Grants and Contributions...... 1,800 3,674

General Revenues:

Property and Sales Taxes............... 1,622 695

Volume of Business Taxes............. 338 193

Construction Taxes ........cccceveunenee. 1,433 1,666

Intergovernmental............cocevvnenene 6,004 5,882

Other General Revenues................ 207 131
TR POVOINRS ..o vsuiicusanivicussisssinissinns $ 14995 §15172
Expenses:

General Administration.................. 3,184 3,403

Public Safety.......cccccereeeeiirecrennes 753 694

Public WOrKS.........coovvvvvererrrrsnnne 4,544 3,189

Health and Sanitation..................... 2,155 1,859

HOUSING ...cveveieiieecrerrceeesiscesaennas 196

Culture and Recreation .................. 804 799

Human Services and Welfare......... 1,418 1,259

Urban Development...........cccv..... 1,626 100

Education ........cocceveeieerneinnsnneinsenns 574 532

Interest Coste.......ivmmnniinimiviion 171 81
Total expenses 15,425 11,916
Changes in net assets (430) 3,256
Net assets — beginning.........ccccoccvveuennene 17,318 14.062
Net assets — ending $16,888 $17.318




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

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 approximately
60% of the Municipality’s operating cost in the General Fund.

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.

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

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 $205,521 as compared to the $584,987 balance for the prior year. There are reservations of
Fund Balance up to $83,074 a decrease of $231,720 over last fiscal year.
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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, 2008

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

o $83,074 is reserved to cover purchase orders placed
o $658,094 is to pay Debt Service Fund
o $7,401,008 is reserved 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, 2008, it showed a fund balance of $122,447 net of the reserved amounts for
specific purposes. This unreserved balance is $147,746 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 increased from previous year due to revenues obtained from the construction permits a
sewer facility and the sport complex. There was also a new revenue source (sales tax) that produced
additional recurrent revenues to the Municipality.

o The Budget was revised by $270,193 with available resources of prior year balances to finance the
construction of various projects, and the hiring of temporarily personnel.

o Long-term financings were obtained in the amount of $6,515,000 to construct the sport facility
complex.

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, 2008, as well as
the increases in property and volume of business tax rates that will be in effect for that fiscal year.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

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.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

STATEMENT OF NET ASSETS
JUNE 30, 2008
GOVERNMENTAL
ACTIVITIES
ASSETS:

CaSh AN INVESHMIEIIES <.....veeeeeeeeeeeeeeee e e eeeeeeseses st sesessssenssssssseeseesasessssssassnsesnesrssssssssasssaase $ 713,485
GRS WIth FISCRE BB oo s o aeon sy o s e aRss vTR s Syt 7,398,630
Receivables (net):

FOAETAL GIaNES.....eeeeeieeeeeseeeeeeeeeeees e eeee et eesemneessesssas s e s assse s s s eemsssasesmssssssasaesasssbnness e snnsnnnnnseenans 1,303,597

Ut BEATIS oo s e s VR B s VP S R ey S Ry e s 710,844

Governments Agencies and Others............oo i 1.958.675

Capital Assets (Note 5):
Land, Work of Arts, and Construction in Progress ........ccoceeererereesesssesoserssresssesesnssssssesanes 5,616,336
Ofther Capital Assets, [Net of Depreciation] . cuwwavassasinsussissomssvsmaimsssasenm 15.755.928
Total Capital ASSELS .....coveeeeeuiiiiirieeceiiie s sissa s s bbb e ssas b s aaehs b eas 21,372,264
TOTAL ASSETS ..ot eeeeeteeeeeeesesesesseestsessesaeesseensasesseesssenssaeesasseseeanseeensseesnssensnenn 33.457.495
LIABILITIES:
Banik: OVeradralt ..o vcmaimmivmmovmmmiiyomss v s ms s s ot s i s s SO 341,068
Accounits Payable and Accrued EXPENSes ........cuuiusivesismismiiimssmiasissssrsisnsinisatsinsssmiissdos 2,816,970
ACCIUEA INEETESE ... uvviieiciieee ittt ceet e e iaie ettt e eeaas e ebb s e sais e e e sssesestaesensseesasns s e e sanssessssssenrssensnnnnness 91,219
e e R O e e e T S e e e e e 107,472
Defiosts aivd RetaiaDIes . ....iiimmminsiomommimsis o s sb s nn ey s s s sesonasss 399,452
Long-Term Liabilities (Note 6):
DUE WItHIN ONE Y AT ... ivveiireiceiiieiesiseseiissessseesssesseessesesseessessssensssensesssastesmeesssessesseeesnsennnens 619,185
Duein: Moie than Ol Wear .. smismminmsa i e i s ma s 12,193,237

TOAl LAADIIEES ....v.vvoerrevseeseesssesereeseseesesssssssssssssssssssseesseessssssssesssesessesesssssesssensseseessseseenaenes 16.568.603

NET ASSETS
Invested in Capital Assets, Net of Related Debt............cccovirerimimiinriieirinecincineisicsessenesesseenns 14,782,264
Restricted for:

SPECIAl REVENUE ......oeiiiieiiiicieieieee sttt et et aeae e sae st et e saeas b essesae s sbaessrsesssssesessnsrsnns 7,421,008
B s T T —_— 658,094
I S e o T T B e o T TR i fo s s e s em e m oA SRR S e A (5,972.474)

TOTALNET ASSETS ...ivciivusaimisivaasismiisaisin ks aiin s st $ 16,888,892

See accompanying Notes to Basic Financial Statements.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

FUNCTIONS/PROGRAMS

Governmental Activities:

Mayor and Municipal Legislature..............
General Government..........coceeceveeececneennns
Public Safely ...z
Public WoOrks:iasnuimnsamimimmiss
Culture and Recreation.........c.ccvevieeeneeaannns
HOUSING .coiincinnt st
Health and Sanitation...........ccceeiieeciiinnanns
Human Services and Welfare...........ccoueeene
Urban Development...........ccccnieninininnnns
Education................

Interest on Long-Term Debt ............ccc.c..

Total Governmental Activities.................

See accompanying Notes to Basic Financial Statements.

PROGRAM REVENUES

OPERATING CAPITAL NET (EXPENSE)

CHARGES FOR GRANTS AND GRANTS AND REVENUE
EXPENSES SERVICES CONTRIBUTIONS CONTRIBUTIONS (SEE NEXT PAGE)
$ 1,551,192 § - 8 - § - (8§ 1,551,192)
1,633,031 - - - (1,633,031)
752,870 - 180,242 - (572,628)
4,543,679 - - 1,501,688 (3,041,991)
804,492 76,047 - - (728,445)
196,058 - 338,254 163,196
2,154,770 747,049 839,332 - (568,389)
1,417,962 - 605,410 - (812,552)
1,626,518 - 227,151 298,414  (1,100,953)
573,275 - 556,886 - (16,389)
171,223 - - - (171.223)

$15,425,070 § 823,096

General Revenues:
Taxes:

Property and Sales Taxes, levied for General Purposes......
Property and Sales Taxes, levied for Debt Service............
Volume of Business Taxes ..
Licensesand Permils ..o animmimmimmmammimsmmiasams
Intergovernmental............cocvivniniiniinnie e
11| U S S U =001
Nascellaneots e

Total General Revenues.......
CHANGE:IN NETF-ASSBETS wnnsamsnissiviiimii
Net Assets — Beg. of Year as restated.........c.occveeveeeemvveneennnnen.

NET ASSETS — ENDING OF YEAR.....c.cccocoeenirrrenrenaens

$ 2,768,275

$ 1,800,102 _(10.033.597)

1,022,244
600,244
338,487

1,433,247

6,003,863

88,605

118.055

9.604.745
(428,852)
17,317,744

$ 16,888,802



Commonwealth of Puerto Rico
MUNICIPALITY OF MAUNABO, PUERTO RICO

BALANCE SHEET - GOVERNMENTAL FUNDS

June 30, 2008
ASSETS
Cash and Investments (Note 2) $ - § 553381 b 3078 8§ 2612 § 154414 $ 713485
Cash with Fiscal Agent 355,550 5,784,834 1,258,246 7,398,630
Receivables: =
State Government Agencies 1,494,606 279,777 401,281 2,175,664
Federal Grants 858,917 474,466 1,333,383
Due from Other Funds 1,721,600 1,554,987 158,106 3,434,693
Others 18,968 122 228 1,560 142,756
Total Assets $ 3,571,756 § 7912170 $ 405083 § 861,529 § 2448073 $ 15198611
LIABILITIES AND FUIND BALANCES
Liabilities:
Bank Overdraft § 341068 § - s - 3 - 5 - 5 341,068
Accounts Payable to: 0
Government Agencies 1,016,708 1,016,708
Suppliers and Others 267,898 622,353 174,348 93,144 225,633 1,383,376
Bonds and Notes Payable 231,219 231,219
Due to Other Funds 1,633,089 18,968 230,735 675,331 876,570 3,434,693
Deposits and Retainages 306,398 93,054 399,452
Deferred Revenues 107,472 107472
Total Liabilities 3,366,235.00 947,719.00 405,083.00 861,529.00 1,333,422.00 6,913,988.00
Fund Balances:
Reserved For:
Encumbrances 83,074 . 83,074
Debt Service 658,094 658,094
Other Purposes 6,964,451 456,557 7,421,008
Unreserved 122,447 122,447
Total Fund Balances 205,521 6,964,451 - - 1,114,651 8,284,623
TOTAL LIABILITIES AND FUND BALANCES $ 3,571,756 $ 7912170 s 405,083 $ 861,529 $ 2448073 $ 15,198,611

See accompanying Notes to Basic Financial Statements.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

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

JUNE 30, 2008
Total Fund Balances — Governmental Funds (Page 13).......cccccuummiimammmimmensimmnssssssssns

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 .........ccouiivincnimninsisssmmsssinssssssssmsnnenes 9 9,016,336

Depreciable Capital ASSets . unuiiinmammivmsiiiimarmsmmis 21,140,937

Accumnlated Depreciation .....ccssssmmasssssisssmisiissisimpmmismisosim arisriss (5.385.009)
Total Capital ASSELS........cenrerereerssssssisssssrasmsssssssssasssssssesssassssesssssanases

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:

ChIiStMAS BONUS .....coresesrrsnsransinssnssssssisassssisniosisinivessmiveivammibisbaiion 208,443
General Fund- Revenues collected by CRIM in excess of advances....... 112,870
Total REVENUES .........ocerncscrersesnsnssssssssarssssssssnsssonassessssnersssrsssossrasssnnssssansns

Some expenses reported in the Statement of Activities do not requires the use of current

Financial resources and therefore are not reported as expenditures in the governmental

funds. These activities consist of:
Christmas Bonus (ML) .......cccceeiueiueiiiminismssnssisssssesssssessassssssssnessessseas 416.886
TOLAl EXPENSES ..vveveeererissesereraesesesssiebessssss b s s s nse e s st ans e

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......iiscasmeissmimmsssmssssrepmssomessans 6,450,000
All'other Long Term DS ... vcsmssusmoismsermiessssasssasaissssansssonnsasss 6.222.422

Total Long-Term Liabilities..........conimmnimemiinmmsisenersnsrsnsssesnssas

Total Net Assets of Governmental Activities (Page 12) .....ccciimiiiiinniiiniiinnssneessenes

See accompanying Notes to Basic Financial Statements.

§ 8,284,623

21,372,264

321,313

(416,886)

12.672.422
$ 16,888,892



Commonwealth of Puerto Rico
MUNICIPALITY OF MAUNABO, PUERTO RICO

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE-GOVERNMENTAL FUNDS

June 30, 2008
REVENUES
Property Taxes $ 659,632 s 271,12 s 931,404
Volume of Business Taxes 338,487 338,487
Sales Taxes 413,655 362,612 776,267
Federal Assistance 1,581,692 924,489 2,506,181
Intergovernmental and Others 5,816,047 60,085 839,332 1,253,633 7,969,097
Licence and Permits 1,433,247 1,433,247
Rent 12,558 76,047 88,605
Other 118,055 36,447 747,049 31,174 932,725
Total Revenues 8,791,681 96,532 1,586,381 1,581,692 2,919,727 14,976,013
EXPENDITURES
Current:
Mayor and Municipal Legislature 1,647,950 1,647,950
General Government 1,320,942 14,422 1,335,364
Public Safety 646,436 35,000 681,436
Public Works 4,474,135 4,474,135
Culture and Recreation 583,454 164,398 747,852
Health and Sanitation 728412 1,355,646 2,084,058
Human Services and Welfare 708,698 643,940 1,352,638
Urban Development 1,421,684 1,421,684
Education 583,313 583313
Capital Qutlay 3,388,485 694,950 4,083 435
Housing 196,058 196,058
Debet Service: 0
Principal 140,000 140,000
Interest and Other Charges 171,223 171,223
Total Expenditures 10,110,027 3,388,485 1,355,646 1421,684 2,643,304 18,919,146
OTHER FINANCING SOURCES (USES): 0
Proceeds fron long-term borrowing 6,030,000 485,000 6,515,000
Transfer-in 1,061,939 283,067 1,345,005
Transfer- out (123,059) (36,447) (658,182) (160,008) (367,310) (1,345,005)
Total Other Financing Sources (Uses) 938,880 5,993,553 (658,182) (160,008) 400,757 6,515,000
Net Changes in Fund Balances (379,466) 2,701,600 (427,447) 0 677,180 2,571,867
Fund Balance, Beginning 584,987 4,262,851 427,447 0 437,471 5,712,756
Fund Balance, Ending $ 205,521 § 6,964 451 - s - § 1,114,651 $ 8,284,623

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, 2008
Net Change in Fund Balances — Total Governmental Funds (Page 15)....ccocoovvvrierecennn. $2,571,867

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

Governmental funds report capital outlays as expenditures. However, in the Statement of
Activities the cost of those assets is allocated over their estimated useful lives and reported
as depreciation expense. In the current period, these amounts are:

Urban Development and Capital Outlay..........ccovovvninivccvivvnicsiienns. 8 4,472,397
Depreciation Expense............... (979.480)
Excess of Urban Development and Cap :tal Outlay
over Depreciation EXPense ... iiiiiinsimmsisimiisiviisami 3,492,917

Revenues in the Statement of Activities that do not provide current financial resources are
not reported as revenues in the funds as well as expenditures that do not required current
Bnanciil PeSOUICES: :uiiisimnimnimmai s e s s SR (40,236)

Encumbrances are reported as expenditures in governmental fund ........cccccoevniniievcninnnnes (60,000)
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

FEPAYIMENLS WETE. ......ereereneemssesmseseeenssesmessatateassessabesssessatssstsssinsinssssrassssssssssassassasasssssassess 140,000

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 net increase in Long-Term Debts .......cccocoeeuerieernniecsnsicnnncnns (6.533.400)
Change in Net Assets of Governmental Activities (Page 12) ......ocoovvurnnnniennnsinnncenns ($428,852)

See accompanying Notes to Basic Financial Statements.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

NOTES TO 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 to below as of July 1, 2003. They require
new information and restructure much of the information that governments have presented in the past.

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

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

The accompanying basic financial statements present the financial position and the results of operations of the Municipality and its
various funds and fund types, and the cash flows of the proprietary funds. The basic financial statements are presented as of June- 30,
2008, 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 a?:d
control of the Municipality. In evaluating the Municipality as a reporting entity, management has addressed all the Pqtenna]
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, PUERTO RICO

NOTES TO 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, 2008, 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 earned 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 mo‘diﬁed
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 grams)_ pursuant to GASB_S 'No. 33,
Accounting and Financial Reporting for Nonexchange Transactions (the Municipality may act as either provider or rec1p1ent_), the
provider should recognize liabilities and expenses and the recipient should recognize receivab!es: a'uEd revenue when the applicable
eligibility requirements including time requirements, are met. Resources transmitted before the ehg_xb-ahty 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 thcj: Municip_ality on the specific purpose or
project before any amounts will be reimbursed. Revenue is, therefore, recognized as expenditures are incurred to the extent avallz%ble.
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, PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS

B. Measurement Focus and Basis of Accounting (continuation)

or earlie:r 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:

° Emplf}yee’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, 2008, 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 depreciatiqn. ?nd
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_ exten!ally_ 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 prec:eding 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.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

NOTES TO 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.

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

the State Community Development Block Grant Program. The primarily objectives of this program is to'developmerfrt_ 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, PUERTO RICO

NOTES TO 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
Legislature contingency, and (2) the approval of a supplemental appropriation(s). During the year, several supplemental
appropriations were necessary.

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

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. i

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 (G;_&AP), 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, PUERTO RICO

NOTES TO 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.e., both measurable and available, are not included in the budgetary data.

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

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

E. Cash, Cash Equivalent and Investment

The Director of Finance of the Municipality is respoasible 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 coliectim_n t_:xpt::rience
and current economic conditions. Receivable from Federal Government represents amounts owed to the Municipality for

reimbursement of expenditures incurred pursuant to federally funded programs.

G. Inventories

The General, Special Revenue and Capital Project Funds, purchases office and printing supplies, gasoline, oil and other expen'dable
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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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 earmed (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 acc_rued 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 ?f the Treasury Department of ‘the
Commonwealth of Puerto Rico is the agent commissioned to place all of the Municipality’s insurance coverage. Corresponding
premiums payable are withheld by the Municipal Revenue Collection Center from quarterly advances of annual property tax and

subsidy send to the Municipality.

K. Interfund Transactions

Interfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables and payables
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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 irom those estimates.

NOTE 2 CASH AND CASH EQUIVALENTS

The Municipality’s cash and cash equivalents at year-end were entirely covered by the Federal Deposit Insurance Corporation (FDIC)
coverage, up to a maximum of $250,000 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.

The Municipality’s bank balance of deposits and investments with financial institutions are categorized to prowride an
indication of the level of collateral risk assumed by the Municipality at June 30, 2008. Risk categories are described as
follows:

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

24



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS

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

Category 3: Uncollateralized; including any bank balance that is collateralized with
securities held by the pledging financial institution or by its trust department
or agent but not in the Municipality’s name.

Carrying Bank
Amount Balance
Deposits in commercial banks $ 649,232 § 853,160
Deposits in govemmental banks 7,398,631 7,398,631
Total $ 8.047.863 $ 8.251.791
Bank balances of deposits and investments:
Category 1 $ 853,160
Category 2
Category 3 7,398,631

During the year, the Municipality invested its funds in interest bearing bank accounts and short-term certificates of deposit. As June
30, 2008, 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
Government Development Bank of P.R. AB338075 355.550 1.20% 12-07-08

NOTE 3 RECEIVABLES PAYABLE FROM (TO) STATE GOVERNMENT AGENCIES:

The Accounts Receivable from Government Agencies consists of the following as of June 30, 2008:

AMOUNT
Department of Health............ccocncuvirernecnieennn 8 279,777
AFI.. 45,292
Omep 28,896
PR Department of Labor ” 320,410
PR Department of the Treasury (Ivu Tax) 76,078
AEE Contributions... weeee 856,350
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NOTE 3 RECEIVABLES PAYABLE FROM (TO) STATE GOVERNMENT AGENCIES (CONT.):

The Accounts Payable from Government Agencies consists of the following as of June 30, 2008:

AMOUNT
PR Department of Labor...........cceoevuee. $12,000
Asume... 6,298
ELA Renremem Systern 66,834
PR Department of the Treasury 17,921
US Treasury Department ... 45,682
Y e R —— 11,623
AEE Contributions ............cccceevveeevrvarnnes 856,350

NOTE 4 INTERFUND TRANSFER AND BALANCES
A. INTERFUND TRANSFERS

Transfers are indicative of funding for operational debts funding. Transfers occur in the normal course of operations to match costs,
cover operating activities, and to pay debts.

TRANSFERING OUT FUND TRANSFERING RECEIVING FUND AMOUNT
CDT GENERAL $ 658,182
CAPITAL PROJECT GENERAL 36,447
SBGP ALL OTHERS 160,008
ALL OTHERS GENERAL 367,310
GENERAL FUND ALL OTHERS 123.059

TOTAL $1,345,006

B. INTERFUND RECEIVABLE AND PAYABLE BALANCES

Interfund receivables and payables at June 30, 2008 are summarized as follows, net of $3,434,693 between funds grouped as other
funds.

INTERFUND
PAYABLE

General Fund
General Fund
Capital Project
CDT

SBGP

SBGP

Others

INTERFUND
RECEIVABLE

Capital Project
Other

General Fund
General Fund
Other

General Fund
General Fund
TOTAL

AMOUNT

$1,554,987
78,102
18,968
230,735
80,004
595,327
876.570

$3.434,603
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NOTE S CAPITAL ASSETS
Capital Assets activities for the fiscal year ended June 30, 2008 was as follows:

Non-Depreciable Capital Assets

Land $952.313 $952,313
Work of Arts 90,000 90,000
Construction in Progress 675,422 3,898,601 4,574,023
Total Non-Depreciable Capital Assets 1,717,735 3,898,601 0 5,616,336
Depreciable Capital Assets
Buildings 4295285 290,000 4,585,285
Improvements 4,760,769 4,760,769
Infrastructure 8,238,091 8,238,091
Machinery and Equipment 1,275,125 84,806 1,359,931
Motor Vehicles 1,997,871 198,990 2,196,861
Total Depreciable Capital Assets 20,567,141 573,796 0 21,140,937
Less Accumulated Depreciation
Buildings (1,543,473) (177,193.00) (1,720,666)
Improvements (566,219) (239,133.00) (805,352)
Infrastructure (462,939) (207,100.00) (670,039)
Machinery and Equipment (799,363) (129,688.00) (929,051)
Motor Vehicles (1,043,535) (216,366.00) (1,259.901)
Total Accumulated Depreciation (4,415,529) (969,480) 0 (5,385,009)
Total Depreciable Capital Assets (Net) 16,151,612 (395.684) 0 15,755,928
Net Capital Assets, Net $17,869,347 '$3,502,917 $0 $21,372,264

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

AMOUNT

General Government.............ccccocveeceieecennee.. 5 128,232
Mayor and Municipal .........ccooveriremeeciecnnrnenn 159,978
Public Safety.....cccoveeeeeereerereereeeeeeeeeesanenes 72,754
Public Works ......cccccevvvcemiccicceiieccnnssssicnnnee. 422,366
Health and Sanitation.............c.ceveevecrvesnneens 70,712
Human Services and Welfare ...........cccoeeuneee. 68,798
Culture and Recreation ...........cccooveeeeeveverennens 56.640
Total Depreciation Expenses................. $969,480
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NOTE 6 GENERAL LONG-TERM DEBTS

A. GENERAL OBLIGATIONS BONDS

:I'he 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, 2008, are comprised cf the following individual issues:

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 t06%; throngh July 1, 2008........cniviiiiiniimmmmiis s miisssdaissnsh $ 75,000

$485,000, Series 2008, for purchase of equipment, payable in annual installments ranging from $50,000
to $85,000, excluding variable interest up to 12%, through July 1, 2014 ........oomovmmeeeeeeeeeeeeeeeeeeeeeee s = 485,000

$4,920,000, Series 2008, for construction of public recreational facilities, payable in annual installments
ranging from $75,000 to $410,000, excluding variable interest of Libor 90 days plus 1.25%, through
JUIY 1, 2032 .t s s sss s ssess s se s asasst s seas s snesas s nees st s 4,920,000

$1,110,000, Series 2007, for construction of public recreational facilities, payable in annual installments
ranging from $15,000 to $95,000, excluding variable interest of Libor 90 days plus 1.25%, through

O L 2030 s e T e i A T 1,110,000
Total General Obligations — BONAS ...........cccoevmereeeierisenssssssissssssssssesssssesssessssssssssssssssssesssasersssssessrssesssssassesssssnsesenees 90,990,000

The annual requirements to amortize the general obligations outstanding as of June 30, 2008 are as follows:

2009 S 14000000 | § 23178300 $ 371,783.00

2010 155,000.00 465,731.00 620,731.00
2011 170,000.00 453,744.00 623,744.00
2012 180,000.00 440,837.00 620,837.00
2013 195,000.00 427,012.00 622,012.00
Thereafter 5,750,000.00 5,045,832.00 10,795,832.00

$ 6,590,000.00 $ 7,064,939.00 $ 13,654,939.00
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NOTE 6 GENERAL LONG-TERM DEBTS

B. OTHER LONG-TERM DEBTS

Following are the Other Long-Term Debts:

$1,278,909 (522,799) | $1,330,608

Property Taxes- MRCC (Before 2002) $74,498
MRC (Crim Catastro) 40,477 (8,095) 32,382
Deparment of Labor and Human
Resourses 87,691 (50,708 36,983
Property Taxes- PR Treasury- Anticipos 40,996 34,692 (18,923) 56,765
Hud Loan 108 3,000,000 3,000,000
Retairement System 280,386 280,386
Fema 190,265 (190,265) 0
Compensated Absenses 1,285,298 200,000 1,485,298
$6,204,022 $309,190 (8290,790) $6,222,422
C. CHANGES IN GENERAL LONG-TERM DEBTS
The following is a summary of changes in long-term debts for the year ended June 30, 2008:
General $75,000 $6,515,000 $6,590,000 140,000 $6,450,000
Other Debts 6,204,022 309,190 (290,790) 6,222,422 479,185 5,743,237
$6,279,022 $6,824,190 (290,790)  $12,812,422 $619,185  $12,193,237
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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
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the Municipality, on monthly payments, 100% of the contribution assessed over property for each fiscal year. In accordance to Law,
these advances will be contributions by the Municipal Revenue Collection Center from taxpayers.

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

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

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

NOTE 9 VOLUME OF BUSINESS TAX

The volume of business tax is levied each year based on the prior year’s gross revenues for all commercial and industrial organizations
doing business in the Municipality and which are not totally or partially exempt from this tax under the Industrial Incentives Laws of
the Commonwealth of Puerto Rico. All taxpayers are required to file their declarations by April 23 of each year. The tax rates are as
follows:

a. 1.50% for financial institutions and savings and loan associations.
b. Up to 0.50% for all other organizations based on predetermined gross volumes levels.

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 al?d Public
Instrumentality, Assistants of the Governor, the Comptroller of the Puerto Rico, Gubernatorial Board anq .Comm'rttee 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
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benefits depend upon age at retirement and number of years of credited service. Benefits 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 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 BI}NEFITS
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 GASB_S No. 27, Financf{:!
Reporting for Defined Benefit Pension Plans and Notes Disclosure for Defined Contributions Plans. The standa:rdwed 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,
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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 2008 and prior years were made based on percentages established by the law. Such percentage has not been based on
actuarial studies, as required by accounting principles generally accepted in the United States of America. An actuarial compilation of
the annual contribution applicable to the Municipality has not been prepared. Accordingly, the accounts by which the actual
contributions differ from the required actuarial contributions are not known.

The total pension expenditures recorded in the category of administration for the Fiscal Year Ended June 30, 2008 was approximatel_y
$324,190. 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, 2008. 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 imprloper appligation of polic.ies 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 dis'covery stage. Certain of these
claims are covered by insurance. Legal counsel with the information currently available can not determine the final outcome qf these
claims. Accordingly, the financial statements do not include adjustment, if any, that could result from the resolqnon 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 $tate aggncies. T_’h{c grant programs are
subject to audit by agents of the granting authority, the purpose of which is to ensure con}pl}ance Wlt!l conditions precfedent to the
granting of funds. Any liability for reimbursement which may arise as the result of these audits is not believed to be material.

END OF NOTES
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REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

ACTUAL AMOUNTS VARIANCE WITH
BUDGET AMOUNTS (BUDGETARY BASIS) FINAL BUDGET
ORIGINAL FmNAL (SEE NOTE A) POSITIVE (NEGATIVE)
BUDGETARY FUND BALANCE
JULY 1, 2007 .....oeeevvrennee $ 584987 $ 584,987 $ 5840987 s -
Resources (Inflows):
Property: ERARS i e aia i 659,632 659,632 659,632 -
Volume of Business Taxes...... 145,000 145,000 338,487 193,487
Sales TaXES ..o 250,000 250,000 413,655 163,655
Intergovernmental Revenues.......o..oeeeeverennccnnaas 5,288,132 5,288,132 5,816,047 527915
License and Permils.........ccoccvvienvenensseeessensssnnnnns 1,814,116 1,814,116 1,433,247 (380,869)
Retit sy i it i 12,000 12,000 12,558 558
Net Transfer-in to General Fund .........cccceevvenene 938,880 938,880
MISCEIIANEOUS........erveeeeeeiceressressssesssssasseassesensses 478.128 478.128 118.055 _ (360,073)
Total Resources (INfloWS) ....c.coucverecrarenserensens __8.647.008 ___ 8647008 __9.730.561 _ 1.083.553
Amounts Available for Appropriation............ 9.231.995 9.231.995 15.548 1.083.553
Charges to Appropriations (Outflows):
Mayor and Municipal Legislature ............ccccco.ee 1,586,915 1,695,903 1,647,950 47,953
General GOVEIMMENL .......cccociuirmieseeanessssssasanns 1,318,618 1,347,588 1,320,942 26,646
PuBlic SELElY .o auiissie 652,462 654,155 646,436 7,719
PUDHC WOTKS ..o cercenrecrecneciesesnnsnessssasesesss 3,010,883 3,865,036 4,474,135 (609,099)
Health and Sanitation ...........ccccovvierieiriiniannnans 711,056 750,714 728,412 22,302
Culture and Recreation.......ccoevuerrerecenscsissnisansens 640,317 655,810 583,454 72,356
Human Services and Welfare ..............ccoooeeereeeens 726,757 721,088 ____ 708,698 _ 12390
Total Charges to Appropriations .........c.ccoevveres 8.647.008 9.690.294 _10.110.027 _(419.733)
BUDGETARY FUND BALANCE, JUNE 30, 2008..... $ 598.838 § 33723 § 205521 $ 663,820

See accompanying Notes to Required Supplementary Information.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO
MAUNABO, PUERTO RICO

BUDGETARY COMPARISON SCHEDULE — GENERAL FUND
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

NOTE A 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 (See Page 33) .....ccoeiiiiienmiiiiciiiiiccie s sin s ssaeeraeas $10,315,548
Difference — Budget to GAAP:
Transfers in to General Fund are inflows of budgetary resources but are not revenues
for financial repOrtiNg PUIPOSES. ..cveueereeeeetrerecreeeieei s st sase s ssss s sas s ss s aassnaess 938,880
The Fund Balance at the Beginning of Year is a budgetary resource but is not a
Current-Year Revenue for financial reporting purposes. ..........occcvueeinuesinsisssssesessesevessesssssseens (584.987)
Total Revenues as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 15) ......cccoivvvnenincininnicnnnecnsnsseisisnns $ 8791681
Uses/Outflows of Resources:
Actual Amounts (Budgetary Basis) “Total Charges to Appropnatlon” from the
Budgetary Comparison Schedule (See Page 33) ... A S s S P A RS S 7 $ 10,110,027
Total Expenditures as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 15) ......covininiiiimnniiiiiiinns 10,110
NOTE B Explanation of Differences between Budgetary Fund Balance and GAAP Fund Balance
Budgetary Fund Balance, June 30, 2008 (See Page 33)......cccccccviiimiimineninisniisnissesseseas $ 205,521
Timing Difference:
RS er Ve o1 ENCUITIDTAIICES ... oo mecssesrmsssssynans aasssns o rsans akbssianb dhn pinaT s G A RA SR SRS s R s s 83.074)
Unreserved Fund Balance (See Page 13) ..ccvcecerimcinieiiieeeieciie st § 122447

END OF THIS SECTION
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PART II

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

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

FEDERAL PASS-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING TorAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
U. S. Department of Agriculture:
Pass Through State — Department of Education,
Child and Adult Care Food Program.........ccoucererueruecennencn. 10.558 N/AV 5 36,207
U.S. Department of Housing and Urban Development:
HOUSINE 1-vovvvcrieinsinsesessasesssssasesessesessssesessssasessasessessssessessases 14.875 196,058
Loan Guaranteed (Section 108).........c.cccoveinmuncerinnicsranmiosans 14.248 1,766,461
Indirect Programs:
Pass Through State — Office of the
Commissioner of Municipal Affairs
State Block Grant Program (SBGP).....cc.ccccrevenicnisnoninns 14.228 Various 1,421,684
U.S. Department of Justice:
Policy Safety Partnership and Community Policy Grant
Program 16.710 ___79.079
Subtotal Expenditures of Federal Awards
(Balance Carry FOrward).........ooeucueeeeeneienssnnssssssnssnssessensns 499.48
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

FEDERAL GRANTOR / PASS THROUGH
GRANTOR / PROGRAM OR CLUSTER TITLE

Subtotal Expenditures of Federal Awards
(Balance Brought Forward).

U.S. Department of Health and Human Services
Pass-Through Office of the Governor, Regional Elderly Office:
Special Program for Aging, Title III, PartB .....................
Pass-Through Administration of Children and Families:
Community Service Block Grant (CSBG) ........ccccvvueunnn
Child Care and Development Block Grant .......................
Total U.S. Department of Health and Human Services...

TOTAL EXPENDITURES OF FEDERAL AWARDS ........

See accompanying Notes to Schedule of Expenditures of Federal Awards.

FEDERAL
CFDA
NUMBER

93.044

93.569

93.575
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PASS-THROUGH
ENTITY IDENTIFYING
NUMBER

N/AV

N/AV

ToTAL
EXPENDITURES

$3.499.489

48,868



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

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
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Phone: 787-784-2255

Fax: 787-784-2250

JUAN A. RIVERA, CPA - bl
Email: jrmelecio:@hotmail.com -

CERTIFIED PUBLIC ACCOUNTANT
. 2 URB LEVITTOWN, 1818 DEL VALLE AVE, TOA BAJA, FR 00949

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, 2008, and have issued report thereon dated December 21, 2008.
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.

However, we noted certain matters involving the internal control over financial reporting and its operation that
we considered to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the designs or operations of the internal control over financial reporting
that, in our judgment, could adversely affect the Municipality of Maunabo ability to record, process,
summarize and report financial data consistent with the assertions of management in the financial statements.
Reportable conditions in federal awards are described in the accompanying schedule of findings and
questioned costs Section II and also we have reported to the Management of the Municipality of Maunabo
those reportable conditions that affect the internal control of the Municipality operations on a separate letter.

Mailing Address Box 757, Dorado, PR 00646
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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. Our consideration of
the internal control over financial reporting would not necessarily disclose all matters in the internal control
that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions
that are also considered to be material weaknesses. However, we believe that none of the reportable
conditions described above is a material weakness.

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.

G
CPA JUAN ERA
Certified Public Accountant

Toa Baja, Puerto Rico
December 21, 2008

Stamp number 2384907 was
affixed to the original of this
report.
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AN A. RIVERA A Fax: 787-784-2250
JUAN A. » CP Email: jrmelecio-@hotmail.com

CERTIFIED PUBLIC ACCOUNTANT
; URR LEVITTOWN, 1818 DEL VALLE AVE, TOA RAJA, FR 00949

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, 2008. 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 Conditions 07-01and 07-02,
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, 2008. 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.

Mailing Address Box 757, Dorado, PR 00646
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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 Section III.

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.

&
CPA JUAN
Certified Public Accountant

Toa Baja, Puerto Rico
December 21, 2008

Stamp number 2384908 was
affixed to the original of this
report. '
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2008

SECTION I —= SUMMARY OF AUDITORS’ RESULTS

Financial statements: Qualified opinion
Type of auditors’ report issued:

Internal control over financial reporting:

Material weakness (ies) identified? X__Yes No
Control deficiency (ies) identified?
Not considered to be material weakness? X__ Yes None reported
Noncompliance material to financial statements noted? _X__ Yes No
Federal Awards:

Internal control over major programs:

Material weakness (es) identified? _X_Yes No
Control deficiency (ies) identified?
Not considered to be material weakness? _X__ Yes None reported

Type of auditor’s report issued on compliance '
For major programs: Qualified opinion for each major
Program

Any audit findings disclosed that are required

To be reported in accordance with Circular
A-133, Section .510 (a)? _X__Yes No

Dollar threshold used to distinguish
Between type a and type B Programs $ 300,000

Audited qualifies as low-risk auditee? _X_ Yes No
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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, 2008

Section II — Federal Award findings and Questioned Costs

Program

All Federal Programs

Findings/Noncompliance Recommendation

08-01 DEFICIENCIES IN THE UNIFORM
ACCOUNTING SYSTEM AND OTHER
ACCOUNTING RECORDS

STATEMENT OF CONDITION:

The Uniform Accounting System (UAS) and the
accounting records currently used by the municipality
do not have the necessary capabilities, procedures,
internal controls and record to ensure accurate
financial reporting and to prepare the municipality’s
basic financial statements and federal programs’
reports in conformity with Accounting Principles
Generally Accepted in the United States of America
for State and Local governments (GAAP). The UAS
is a system promulgated by the office of the
Commissioner of Municipal Affairs of Puerto Rico
(OCAM, by its Spanish acronym), a state
governmental entity created by law to provide

technical assistance to the municipalities’ of Puerto

Rico in several administrative and fiscal matters.
CRITERIA:

Article 8.010(b) of Law No. 81 of August 30, 191,
known as the Autonomous Municipalities’ Act of
Puerto Rico (Law No. 81), states that the
Municipality must maintain its fund accounting in
accordance with Accounting Principles Generally
Accepted in the United States of America (GAAP),
as promulgated by the Governmental Accounting
(NCGA) and the Governmental Accounting, and
Financial Reporting Book (commonly known as Blue
Book).

Furthermore, Section 5 of the Revised Regulation on
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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, 2008

Basic Standards for the Municipalities of Puerto
Rico, which was created pursuant to Article 19.011
of Law No. 81 and approved by the office of the
Commissioner of Municipal Affairs, states that the
accounting system of the Municipality should
include:

e Fiscal entry books that allow for the
preparation of month-end summaries of
transactions for posting in the original
entry records and for the gathering of
information needed for the preparation of
basic financial statements and other
reports;

e Fiscal procedures for the system’s
operations, establishing proper internal
controls and the prevention of
irregularities. Theses procedures should
provide for the timely and accurate
perform of operations. It’s should include
the necessary records, files,
reconciliations, adjustments, closing
entries, reports, and all other necessary
documentation to support the basic
financial statements.

CAUSE AND EFFECT:

Due to the conditions referred to above, the
preparation of the Municipality’s Financial
statements as of and for the fiscal year ended June 30,
2008. A significant amount of accounting and audit
adjusting entries had to be made to the financial data
and reports processed through the UAS in order to
properly account for unrecorded transactions and to
correct transactions recorded in the incorrect
accounting period. Since the accounts and other
accounting records of the UAS are not designed to
provide all the information necessary to prepare the
Municipality’s basic financial statements, the
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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, 2008

Municipality had to obtain and process financial data
from several source outside the UAS. These
conditions represent a material weakness in the
municipality’s internal controls over financial
reporting.

The continued failure to have an adequate accounting
system does not allow the Municipality to have
timely and accurate financial information for its
decision making process. In addition, financial
reports prepared may have errors or omissions that
will affect future financial decisions. Another effect
is the use of inaccurate financial information as a
base for the preparation of annual budgets, which,
therefore, may result in budgetary compliance
problems.

As a partially mitigating factor, the Municipality
established a Financial Reporting Task force
composed of the management team of the
Department of Finance and outside consultants. Such
team worked together after the year-end closing to
prepare the Municipality’s Basic Financial
statements, including most of the accounting records
and reports needed to support the balances and
discloser reported in the basic financial statements as
of and for the fiscal year ended June 30, 2008.

RECOMMENDATION:

We recommend the Municipality to explore different
alternative for the implementation of a new
accounting system in compliance with all applicable
federal and local laws and regulations. Their process
should include only accounting systems that will
enable the Municipality to prepare its basic financial
statements in a timely manner and in conformity with
GAAP. The systems to be evaluated must provide the
necessary financial information that will serve as the
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2008

basis for the effective control of revenues,
discussants, assets and liabilities, and the reporting of
such items in the Municipality’s financial statements,
including:

e The implementation of a double entry
accounting system, the integrating of all
subsidiary ledgers and the reconciliation with
the records maintained for federal funds.

e The preparation of periodic financial reports
to be submitted to the Director of Finance, the
Mayor, the Municipal Legislature and the
federal grantors.

e Adequate training to all accounting personnel
to improve the understanding of the system
and to promote operational efficiency.

The Department of Finance must establish and
document new accounting policies and procedures
addressed to correct the non-compliance situations
referred to above. Accounting policies and
procedures shall be promulgated by an appropriate
level of such accounting polices and procedures shall
be wupdated periodically accounting to a
predetermined schedule.

The selection and implementation of a new
accounting system must be made with the approval of
the Office of the Commissioner of Municipal affairs
and in compliance with law No. 81 and other
applicable regulations.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2008

All Federal Programs

08-02 EQUIPMENT AND REAL PROPERTY
MANAGEMENT

STATEMENT OF CONDITION:
The Municipality has not complied with the property

management requirements. There were no physical
inventories requirement. There were no physical

" inventories performed during the fiscal year ended

June 30, 2008.

The Federal Programs has not prepared a subsidiary

- ledger of equipment acquired with federal funds.

Such subsidiary ledger to comply with federal
requirements should: (1) have information needed to
calculate the federal share of the cost of the
equipment, (2) have information about the
identification number of the asset, such as the
manufacturer’s serial numbers, (3) identify the grant
under which the program acquired the equipment, (4)
have information about the location, use and
condition of the equipment and the date the
information was obtained, and (5) have all pertinent
information, the ultimate transfer, replacement, or
disposal of the equipment (6) have information about
acquisition date and unit acquisition cost.

Furthermore there is no evidence that the total
amount of capital expenditures and the composition
of capital assets incurred by Federal Programs have
been reconciled with the general ledger or other
control account to enhance the controls to prevent
unauthorized disposition of assets.

CRITERIA:

29 CFR 9732 (d) (2) establishes that the
Municipality should take the physical inventory and
reconcile the results with the property records. In
addition, section (d) (3) establishes that a control
system must be developed to ensure adequate
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MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2008

safeguards to prevent loss, damage or theft of the
property.

Federal regulations also require that, every two years,
at a minimum a physical inventory shall be
reconciled with property record to verify the
existence, current utilization, and continued need for
the equipment. Any discrepancies between quantities
determined by the accounting records shall be
investigated to determine the cause of the differences.
. Property record shall be accurate. Property records
. shall include the following for each item:

e A description of the equipment including
manufacturer’s serial numbers.

e Identification number, as the
manufacturer’s serial numbers.

e Identification of the grant under which the
recipient acquired the equipment.

e The information needed to calculate the
federal share of the cost of the equipment.

e Acquisition date and unit acquisition cost.

e Location, use and condition of the
equipment and the date the information
was obtained.

e All pertinent information on the ultimate
transfer, replacement or disposal of the
equipment.

CAUSE AND EFFECT:

These instances of non-compliance occurred because
the Property Division of the Municipality has not
enforce the requirement to perform a capital assets
inventory and to ensure the proper accountability of
capital assets during the fiscal year ended June 30,
2008. Accordingly, the Municipality’s internal
controls in place over capital assets are not designed
to effectively account for capital assets, since it does
- not allow for the reconciliation of detailed property
records with the general ledger. This inadequate
property internal controls may expose the
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MUNICIPALITY OF MAUNABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2008

SBGP
CFDA. 14.228

Municipality to questioned or disallowed costs by the
federal government for lost or stolen property. This
condition represents a material weakness in the
Municipality’s internal controls over financial
reporting.

- Furthermore, this situation represents a significant
risk of loss of capital assets because there is a lack of

accountability for acquired capital assets. Any
federally funded capital assets lost would need to be
repaid to the federal government with municipal

funds.

RECOMMENDATION:

A physical inventory of the Federal Programs capital
assets should be take as soon as possible. Physical
inventory amounts should be reconciled with the
property recorded on the subsidiary ledgers. This
information should be reconciled with the monthly
disbursements made against the budgetary accounts
used for property acquisitions. Disposition must also
be made only upon approval of the Municipal
Property Administrator and the Finance Director.

08-03 STATE BLOCK GRANT (SBGP)
STATEMENT OF CONDITION:
Missing documents and information required during

the biding process for the selection of contractors for
projects in where federal funds were involved.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2008

CRITERIA:

The Code of Federal Regulation 24 §570.506 Each
recipient shall establish and maintain sufficient
‘records to enable the Secretary to determine whether
the recipients have met the requirements of third

party...
CAUSE AND EFFECT:

Fail to follow the procedures to comply with federal
regulation. The accounting system in Federal Affairs
Office is not part of the Uniform Accounting System
of the Municipality.

The Municipality must have all the information
necessary to support payment to suppliers. Also must
have a purchase order first in order to buy goods and
services.

RECOMMENDATION :

Follow the internal control system established by the
Municipality.

08-04 DEFICIENCIES IN BANK ACCOUNTS
RECONCILIATIONS

STATEMENT OF CONDITION

For each of the twelve month of the fiscal year ended
June 30, 2008, the Municipality did not reconcile the

cash balance reported in the monthly bank statements
of several bank accounts against their respective
balances reported in the general ledger of the
Municipality’s Uniform Accounting System (UAS).
The reconciliation process performed by the
Municipality’s Department of Finance has been
limited to present, in a form of a “partial bank
reconciliation report”, the bank balances at the end of
each month for each bank account, reduced by the
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effect of outstanding checks and increased by deposit

in transit of each account, as applicable. However,

such reconciliations did not compare the adjusted

bank balances at the end of each month with the book NONE
cash balances carried over in the UAS.

CRITERIA:

OMB Circular A- 102, 20 (b) (2) requires recipient of

.. federal funds to have a financial management system
" that provides for the maintenance of accurate,
“current and complete records of the financial result of
** federally assisted activities in accordance with the
~ financial reporting requirements of the Federal

' program.
CAUSE AND EFFECT:

The lack of a reconciliation process the manual
accounting system may increase the risk of fraudulent
- financial reporting and may increase the risks of
misappropriation of assets and undetected errors and
irregularities, including those related to federal
financially assisted programs. This situation may
lead to incorrect or fraudulent budgetary reporting.

RECOMMENDATION:

The Municipality must establish a corrective plan to
put all bank accounts reconciliations up to date. To
correct this situation the municipality can use internal
or external personnel.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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SECTION III - FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER COMPLIANCE
WITH REQUIREMENTS APPLICABLE TO FEDERAL PROGRAMS

PROGRAM FINDING/ COMPLINANCE STATUS
(SBGP) _ Condition 07-01 State Block Grant (SBGP)
CFDA 14.228 :

Documents and information required for the test of
compliance of SBGP met all requirements except for
the following.
In two cases procurement process (informal bidding) Still prevail
was not properly completed.
Condition 07-02
Disbursement Records — Procurement

From ten (10) voucher test for payment we observe
the following exception.

In two cases in the procurement process we did not
observe the quotation required by the accounting
process system.

Corrected
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