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CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

PO BOX 8369 TEL (787) 746-0510
CAGUAS, P R 00726-8369 FAX (787) 746-0525
INDEPENDENT AUDITORS’ REPORT
To the Honorable Mayor and

Member of the Municipal Legislature
Municipality of Naguabo, Puerto Rico

We have audited the accompanying financial statements of the govemmental activities, each major fund, and the
aggregate remaining fund information of the Municipality of Naguabo, Puerto Rico (Municipality), as of and for
the year ended June 30, 2003, which collectively comprise the Municipality’ basic financial statements as listed in
the Table of Contents. These financial statements are the responsibiiity of the Municipality's management. Our
responsibility is to express an opinion on these basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Govemment 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.

As discussed in Note 6 to the Basic Financial Statements, management has not recorded all capital assets in
governmental activities and, accordingly, has not recorded depreciation expense on those assets. Accounting
principles generally accepted in the United States of America require that capital assets be capitalized and
depreciated, which would increase the assets and expenses of the govemmental activities. The amount by which this
departure would affect the assets and expenses of the govemmental activities is not reasonably determinable.

In our opinion, because of the effects of the matter discussed in the preceding paragraph, the financial statements
referred to above do not present fairly, in conformity with accounting principles generally accepted in the United
States of America, the financial position of the governmental activities of the Municipality, as of June 30, 2003, and
the changes in financial position thereof for the year then ended.

In addition, in our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of each major fund, and the aggregate remaining fund information of the Municipality,
as of June 30, 2003, and the respective changes in financial position 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 4
through 7 and 25 and 26 are not a required part of the basic financial statements but are supplementary information
required by the Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion on it.
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As described in Notes 1 and 14, 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 18, 2003 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 NAGUABO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

Management of the Municipality of Naguabo, Puerto Rico (Municipality), provides this Management's Discussion
and Analysis for the readers of the Municipality’s basic financial statements. This narative overview and analysis of
the financial activities of the Municipality is for the fiscal year ended June 30, 2003. We encourage readers to
consider this information with the Municipality’s basic financial statements that follow.

Because the Municipality is implementing new reporting standards for this fiscal year with significant changes in
content and structure, much of the information is not easily comparable to prior years. However, in future years,
comparisons will be more meaningful and will go further in explaining the Municipality’s financial position and results
of operations.

FINANCIAL HIGHLIGHTS
Government-wide:

The net assets of the Municipality exceeded its liabiliies at the close of the fiscal year by $15,377,068 reported
net assets. The significant change is explained in page 9.

Fund Level:

As of the close of the fiscal year, the Municipality's govemmental funds reported ending fund balances (deficit)
($2,671,568) as unreserved fund balance (deficit) which is related to the Municipality’s general fund. At the end
of the fiscal year, net change in fund balance (deficit) was ($478,364) (see pages 11 and 13).

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is an introduction to the Municipality’s basic financial statements, which comprise two
components: 1) government-wide financial statements and fund financial statements, and 2) notes to financial
statements. This report also contains other supplementary information in addition to the basic financial statements.

For the first time, this report includes government-wide financial statements as required by GASB Statement No. 34.
The presentation of the financial statements includes the Statement of Net Assets and Governmental Funds Balance
Sheet on pages 9 and 11, and the Statement of Activities and Govemmental Funds Revenues, Expenditures and
Changes in Fund Balances on pages 10 and 18.

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:
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The Statement of Net Assets (page 9) presents all the Municipality's assets and liabililies, 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 10) 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, regardiess 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)

The fund financial statements begin on page 11 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.

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 are presented on a different measurement focus and basis of
accounting than governmental-wide statements, additional columns are presented in each statement which
briefly explains the adjustments necessary to reconcile the fund statements with the governmental wide
statements.

Governmental funds include the General Fund and the Other Funds that accounts for resources provided
under federal grants and local special assignment funds legally restricted for expenditures for those
programs and acfivities contemplated by grantors.

The Municipality activities are related to 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 fo communities.

Notes to the Financial Statements:

The notes provide additional information that is essential to a full understanding of the data provided in the
govemment-wide and fund financial statements can be found on pages 15 through 25.
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FINANCIAL ANALYSIS OF THE GOVERNMENT AS AWHOLE

The Municipality's net assets

increase by $623,420 over the Table 1
course of this year's operations. Statement of Net Assets (in Thousands)
The Municipality's Net Assets As of June 30, 2003
include investment in Property and
Equipment for $19 millions and Current and non-CuIrent assetS..cweevmsmmmeiemeenere 8 4,037
over $3.4 milions restricted for CapRE] 8BBSOS . i sisswisisuisiisvinmisnsssisomsisiiaimsisiisviios 21216
future expenses. The TORIASSEIS . -viiizsiiicimansiisims it smnmimiiinirs _25253
Municipality’'s net assets at the
end of the fiscal year ended on RATTBEE RBDMINEE. .-.m e vitvmmmmsmitomrg i e romsnorres inn 2279
June 30, 2003 were §$15.4 EONTAOIT HBIMIIOE ..o divninmiissmimiitmsnems et 7597
millions, as detailed on Table 1. TR IO s ccsmessinesissiossmmmmasinsmimsnitssacsarsrisn 9.876
Nets Assets:
Investment in capital 8SSe1S.........ccvrrresearneinens 19,058
BN, i i wimisiisssasrares mpmibicaits 3,391
Unrestricted (DEfICIE) ......vurmescsrnnsisnisresnesermesennns (7.072)
Total NOEASSAS, it MinscnsmsnsieSapprdinig $15377

Table 2
Changes in Net Assets (in Thousands)
For Fiscal Year Ending June 30, 2003

Revenues:
Operating grants and contributions .................... $ 3,908
Capital grants and contributions ............c.euweren: 643
General revenUes. ......c.cuemcvereesserssesessnsensnenns __17557
Totalrevenues.............cccoceuerereeeenvernnnns 12108
Expenditures and Transfer Qut:
Administration isniiemniiasiimiva 5,390
PUBNC SOOI .ciicnciasmmmniisiiensansasiiis 411
PUBIC WOKD. suuiiiiiiseinissinssmosiivesivsivoississsisas 846
Solid Waste DISposal.......usmussmsssnsssmrsransan 867
Human Services and Welfare...........cuveerinsinnn: 1,763
Urban Development...........ceemreermremsssarssenisness 1,751
Interest on Long-Term Debt ... 158
OR8E BXPBNRE ... v s imegns 299
Total expenditures...............cccccooovocnernnenee. _11.485
Changes in net 885ets....ummmmmmnssniosssmsssmsnns 623
Net assets = beginning ... sensassinssanenss 14,754
Net assets - ending : $15.377

The following financial information (as
detailed on Table 2) was derived from the
government-wide Statement of Activities for
fiscal year ended June 30, 2003 and reflects
how the Municipality’s net assets changed
during the fiscal year:




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2003
Page 4

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS

As the Municipality’s completed the year, its govemmental funds reported fund balances (deficit) of ($393,431). Of
this total amount, ($2,671,568) constitute unreserved fund balance (deficit) of the general fund. The fund deficit is
primarily attributable to decrease in revenues from capital projects not constructed during the fiscal year that would
not produce construction and volume of business taxes. The deficit is expected to decrease in the future as result of
a plan to reduce expenditures, obtain additional sources of revenues, and appropriation in annual budget as require
by State Municipal Law.

General Fund Budgetary Highlights:

The total budget for the Municipality was $7.5 millions and actual spending was $8.1 millions. Total expenditures
represented 8% in excess of total budget availability for the period. This excess correspond to liquidation of prior
years expenditures and claims and assessment with various suppliers which amounts are not included as part of the
budget.

Over the course of the year, the Municipality revised the budget several times. This budget amendments fall into
two categories: (1) amendments and supplemental appropriations approved at midyear to reflect the actual revenues;
and (2) increase and decrease in appropriation to prevent budget overruns and to covers flood expenditures during
years.

Even with these adjustments, actual expenditures were $585,247 over final budget amounts and revenues was short
for $737,891, principally for construction taxes. Volume of business taxes were less that expected. Reductions in
state funding also affected grant resources available for appropriation.

The Municipality’s general fund balance (deficit) of ($2,308,649) differs from the general fund’s budgetary fund
balance (deficit) of ($3,153,423) reported in the budgetary comparison schedule principally because budgetary fund
balance excludes: encumbrances, non-budgetary items (expenditures and claims and assessment), and proceed of
bonds.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The Municipality is in the process of performing an inventory of all Capital Assets and his activities. At June 30,
2003 only information of some buildings, and machinery and equipment was identified and documentation required
by GASB No. 34 was obtained. In addition, no depreciation was determined for these capital assets. Accordingly, the
Municipality is not in compliance with accounting principle generally accepted in the United States of America.

Debt Outstanding

As of year-end, the Municipality had $7.6 million in debt (bonds and other long-term debts) outstanding. New bonds
anq_r!otes in the amount of $1.5 million were issued during the year. This amount will finance the acquisition of new
facilities and payment of debts. Principal payments of $1.4 million were made by the Municipality during the current
year.
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CONTACTING THE MUNICIPALITY’S OFFICE OF FINANCIAL MANAGEMENT

This report is designed to provide a general oveiview 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) 874-2068.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO, PUERTO RICO

STATEMENT OF NET ASSETS
JUNE 30, 2003
GOVERNMENTAL
ACTIVITIES
ASSETS:
Cash and Cash Equivalents...... R R S R R SRl s i $ 1,150,506
Receivables (net):
PIDDOTIP TAROE ity S s O R o i A i s it 6,970
Federal Grants . 2,206,229
MBS i i o e e B B B T L o e e e S S AR 673,652
Capital Assets (Notes 1 and 6):
Land, Improvements, and Construction in PrOGIESS.......cccuumusrssrsssimsssssssssesssnsssesssssssssssssssssssens -
Other Capital ASSELS........cccereurismersisisensssissessssiasens 21,216,396
Total Capital ASSets........c.cerruenmns 21,216,396
TOTAL ASSETS 25,253,753
LIABILITIES:
Accounts Payable and ACCIUEH EXPENSES........cccwurimmeremsssmmesmssismssresssnsssessssssssssssiessssosssssssssssssssasssssses 1,686,547
ST s T N S SRS SO, U SO SN SPUs SPSUC UL - Y s e 34,620
Deferred Revenue — VolUME O BUSINESS TAXES......ccucuimimersessissessessessassssssesssssessesssssissssssssssssansasssss 556,945
Long-Term Liabilities (Note 7):
DUB W ON8 YOI s vt ittt 2,049,636
Due in More than One Year............. 5,548,937
Total Liabilities 9,876,685
NET ASSETS
Invested in Capital Assets, Net of Related DEbL.............ccuevrimmmmsrmeressssssssesssssmnnssssssessssssessssassesses 19,058,396
Restricted for:
Debt Service ... 537,239
Community Deveiopment Prolects e 1,611,055
Other Purposes.... o T AT bR 1,242,761
Unrestricted (Deﬁclt) (7,072,383)
TOTAL NET ASSETS $15,377,068

See accompanying Notes to Basic Financial Statements.
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MUNICIPALITY OF NAGUABO, PUERTO RICO

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

PROGRAM REVENUES
OPERATING CAPITAL
CHARGES FOR GRANTS AND GRANTS AND NET (EXPENSE)
FUNCTIONS/PROGRAMS EXPENSES SERVICES CoNTRIBUTIONS _ CONTRIBUTIONS REVENUE
Governmental Activities:
Mayor and Municipal LegisIature .................... $ 733273 § - § - § - ($ 733273)
General Government 4,656,657 - 303,717 - (4,352,940)
Public Safety . 411,172 - - - (411,172)
Public Works...... 845,910 - 100,366 - (745,544)
Culture and Recreation ..........c..coeureeereeunerisennens 184,623 - - - (184,623)
Health and Sanitation.............. 113,852 - - - (118,852)
Solid Waste DISPOSal ......ccuurereessmressesssssssonss 866,753 - - - (866,753)
Human Services and Welfare ...........ccccocecvcnnens 1,763,421 - 1,144,538 - (618,883)
Urban Development......... 1,751,070 - 2,359,635 643,198 1,251,763
Interest on Long-Term Debt........ccccovereerrereneeces 158,477 - - 5 (158,477)
Total Governmental Activities ..o $11,485208 $ - $3908256 § 643,198 (6.933,754)
General Revenues:
Taxes:
Property Taxes, levied for General PUIDOSES ..........ovvsreeresensessnnes 1,617,874
Property Taxes, levied for Debt Service.........c..cvweeermmseesrenssersenes 219,440
Volume of BUSINESS TAXES.......cvverrrirsinmersssremsssessssssnssessesssssesesees 667,204
CONSHUCHON TAXES ....cvvrrrrersseassrserssssessarssssrssssssssssansrsesssssassssessens 387,432
Intergovemmental ... 4,429,130
Rent T e R T e B s B s ST 88,986
MISCEHANBDS it irimsiniisimmseissiismiivssisoissiissnismsion wasisy . __149.098
Total General Revenues 7,557,174
CHANGE IN NET ASSETS 623,420
Net Assets — Beginning of YEar .........ooucervnsrmmssssmsseesmsssrssssmsssssnsnns 14,753,648
NET ASSETS - ENDING OF YEAR $15,377,068

See accompanying Notes to Basic Financial Statements.
10




COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO, PUERTO RICO

BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30, 2003
OTHER ToTAL
DeBT SERVICE SBGP GOVERNMENTAL  GOVERNMENTAL
GENERAL Funp FunD Funps Funps
ASSETS
Cash and Cash Equivalent $ - § - 7187 § 251,156 $ 258,293
Cash with Fiscal Agent 36,252 853,950 - 260,304 1,150,506
Property Taxes....... 300,159 6,970 - 307,129
Federal Grant...... - - 1,934,836 271,393 2,206,229
Due from Other Funds 266,678 - 748,508 1,015,186
Others __ 258008 - 114,585 373,493
TRl ABSEIS s vixiicssvmmmrssissmsivsunssicirass __ 861997 __ 860,920 1.941,973 1,645,946 5310836
LIABILITIES AND FUND BALANCES
Liabilities:
ACCOUNTS PaYable ..........cmiicainarienecismssseresssssessssessmmonmamennss 511,856 280,000 185,680 30,800 1,008,336
Bank Overdraft e 292,913 - - . 292913
ACCTUEH INTBIBSLS 1uvvrvsisersinersmusssmssssmsssmmsrssmssrsnssessissssasssas - 41,621 - 41,621
GOVEMMENLAl UNIS ..cvuceevisesesierinsmsssasmssssimesanissmsmmmssnsissssssnases 636,590 - - - 636,590
Due to Other Funds......... 748,508 2,059 145,238 119,381 1,015,186
Volume of Business Tax 429,212 - - - 429212
LOCE! GEANMS ..evceevreeerrnenrs e 551,667 . i 551,567
Federal Grants - - 16011 127733 1,728,841
Total Liabilities .. 3,170,646 303680  _ 1932026 277914 5,704,266
Fund Balances (Deficit):
Reserve For:
Encumbrances 326,667 - - 326,667
Debt Service ... - 537,239 . 537,239
Other Purposes 36,252 . 9,047 1,368,032 1,414,231
Unreserved (Deficit) _(2,671.568) . . . (2,671.568)
Total Fund Balances (Deficit)..........cmmsmmmsmmsmsmssmsnnss __(2308,649) 537,239 9,947 1,368.08 (893.431)
TOTAL LIABILITIES AND FUND BALANCES (DEFICIT).. § 861907 § 860910 £1041973 §1645046 §5.310835

See accompanying Notes to this financial statement.

1



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

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

JUNE 30, 2003

Total Fund Balances (Deficit) - Governmental Funds (Page 11) ($ 393431)

Amounts reported for Governmental Activities in the Statement of Net Assets (Page 9)
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:

Depreciable Capital Assets........ 21,216,396

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:
General (Municipal Revenue Collection Agency) s, 300160
Puerto Rico Electric Power Authority.... 251,407
SEGRE ol T el EN e el B W e il N e 1,601,109
Total Deferred RBVENUES............oviive s s sssesmssssmsess sensssssssssssass o 2,152,676

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.............cunumsemmmsmissississssmassssssssssns 4,243,000
Compensated ADSBNCES ........ccuserisrmimsssmsssmmmsesisessisssmsssmsssisssissssmassmasssrsssons 975,717
Claims and ASSBSSMENIS. ......vvueserinrsarsssrmssemessrsrssmsssssssesressarsess 390,121
Property Tax Advances 1,989,735
Total Long-Term Liabilties........c.uu.mmemruesesiismsssmnssissssmsarmsssssmmsssssssnsisssnss _ (7.598,573)
Total Net Assets of Governmental Activities (Page 9) $15.377.068

See accompanying Notes to Basic Financial Statsments.



COMMONWEALTH OF PUERTO RICO

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

GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

REVENUES

Property Taxes
Volume of BUSINESS TaXB5.......ccumeivenscrsersismenissnsssssossns
Federal Assistance............
INtEIGOVEMMENEAL......ccovvrrererremsersumsrmsienssaisessimssemssasens
Licenses and PermilS..........cuuueuinmnmmmisissssssnns
Rent
MISCRIANAOUS ............ooeeeee s e ceseeessrs e sas s senen

Total Revenues

EXPENDITURES

Current;
Mayor and Municipal Legislature.............cooervoereeiccnnnns
General Govemment..............ceuens
Public Safety .....cowummeeemmesnisconen
Public Works
Culture and RECIBAtON .......v.ermsrremessemmsssssensassessmmsssesis
Health and Sanitation
Solid Waste Disposal .......ssssuserens
Human Services and Wellare...............ccceveoemrenererccnne
Urban Development
Debt Service:
Principal .....vvveevnenns
Interest and Other Charges...........cmemmesremisssmerenisansens
Capital Outlay

Total Expenditures............ccooueiieiiicsiseieeeer e
OTHER FINANCING SOURCES (USES)

Proceed of Note............
Transfers =In v
Transfers —Out .....
Total Other Financing Sources and Uses................umeee

SPECIAL ITEM

Proceeds from Sale of EQUIpMEN ...........c.coomivaccsinensn

Net Changein Fund Balances...............cc.cocovevvremnenn,
Fund Balance - Beginning, as Restated.........uewmeesseesesse
FUND BALANCES - ENDING .....

Sae accompanying Notes to Basic Financial Statements.

OTHER TOTAL
DeaT SERVICE SBGP GOVERNMENTAL  GOVERNMENTAL
GENERAL Funp Funp FUNDS FunDs

$1317714 § 219440 § $ - § 1537154
667,204 - - - 667,204

. - 683,788 1,786,780 2470,568

4,177,725 - - 1,139,987 5317,712
387,432 . - - 387,432
86,996 - - - 86,996
84,798 2 - - 84,798
6,721,869 219,440 683,788 2926767  _10551.864
733,273 - 733,273
4,107,748 - - 831,917 4,939,665
411,172 - - - 411,172
731,508 - - 114,402 845,910
184,623 - - - 184,623
113,852 - - - 113,852
866,753 - - - 866,753
686,075 - . 1,077,346 1,763,421

- - 673,841 1,439,845 2113,686

- 350,000 - 350,000

- 158,477 - . 158,477

7,880,783 508,477 673.841 3463510 1 611
1,275,000 - - - 1,275,000

- 54,750 595,000 649,750
—(649,750) - (649,750)
625,250 54,750 - 595,000 1.275.000
64,300 64,300
(478,364) (234,287) 9,047 58257 (644,447)
_(1830.285) __ 771526 1309778 251,016
(£2308649) § 537230 § 9947 §1368032 (§_393431)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, 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, 2003

Net Change in Fund Balances ~ Total Governmental Funds (Page 13)

Amounts reported for Governmental Activities in the Statement of Activities (Page 10)
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

Depreciation Expense

Excess of Capital Outlay over Depreciation Expense

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

Revenues in the Statement of Revenues that corespond to prior year resources are
recorded as revenue in the statement of activities.

Bonds proceeds provide current financial resources to governmental funds, but issuing debt
Increases Long-Term Liabilities in the Statement of Net Assets. In the current period,
DrOCEAUS TOOBINE WAS o iiiinliiimisssim iisssassssrsstssibinse ey miasmiaasiansoonsssrasss onisnenne

Repayment of long-term principal is expenditure in the govemmental funds, but the repayment
reduces Long-Term Liabilities in the Statement of Net Assets. In the current year the

VODAVINEINS WBID: i i crmmenssiasrdsionssbssibissss sisiais soskbsmssaiabssioss i omsndombsmibngesbusnbdavonsed

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:

Increase in Claims and Assessments

Decrease in Compensated Absences
Change in Net Assets of Governmental Activities (Page 10)

See accompanying Notes to Basic Financial Statements.

(6 644,447)

$ 417,39

417,396

1,588,425

(95,960)

(1,275,000)

863,685

(390,121)
159,440 (230,681)

$_623.420



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Naguabo, Puerto Rico (Municipality) was founded
in the year 1775, and operates as a govemmental 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 govemmental system of the Municlipallty is composed
of the executive and legislative bodies. The Mayor is the Chief Executive
Officer and is elected every four years in the general elections of the
Commonwealth of Puerto Rico. The legislative body consists of 14
Legislators also elected in the general elections of Puerto Rico for a four-
year period.

The Municipality provides services such as: health, public works,
sanitation, aids and services to low-income and elderly citizens, public
safety, housing and urban development, culture and recreation, planning,
zoning and 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 govemmental units. The following is a summary of the more
significant of such 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
Govemmental Accounting Standards Board (GASB). The GASB is the
standard-sefting body for govemmental accounting and financial
reporting. The GASB periodically updates its codification of the existing
Govemmental Accounting and Financial Reporting Standards which,
along with subsequent GASB pronouncements (Statements and
Interpretations) constitutes GAAP for govemmental units.

In June 1999, the GASB issued Statement Number 34, Basic Financial
Statements-and Management's Discussion and Analysis-for State and
Local Govemments. This statement establishes new financial reporting
requirements for state and local govemments. The Municipality adopted
the provisions of GASBS No. 34 as well as other statements referred to
below as of July 1, 2002. 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 current fiscal year: GASBS No. 37, Basic Financial
Statements-and Management's Discussion and Analysis-for State and
Local Govemments: Omnibus, GASBS No. 38, Certain Financial
Statement Note Disclosures, and GASB Interpretation No. 6, Recognition
and Measurement of Certain Liabilities and Expenditures in
Govemmental 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, 2003, 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. Financlal Reporting Entity

The accompanying basic financial statements include all departments
and organizations unlts whose funds are under the custody and control of
the Municipality. In evaluating the Municipality as a reporting entity,
management has addressed all the polential component units. The
decision to include a potential component unit in the reporting entity was
made by applying the provisions of GASBS No. 14.

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
rtelationship 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 goveming 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.

The relative importance of each criteria 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, 2003, and the
respective changes in financial position, where applicable, thereof for the
flscal year then ended.

B. Measurement Focus and Basis of Accounting
Government-wide Financial Statements

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

Govemmental Fund Financial Statements

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

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

B. Measurement Focus and Basis of Accounting (continuation)

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

There are essentially two types of revenue. For the majority of grants,
moneys must be expended by the Municipality on the specific purpose
or project before any amounts will be reimbursed. Revenue is, therefore,
recognized as expenditures are incurred to the extent avallable. For the
other revenue, moneys are virtually unrestricted and are generally
revocable only for fallure to comply with prescribed compliance
requirements. These resources are reflected as revenue at the time of
receipt or eariier if the susceptible to accrual criteria is met. Expenditures
are generally recorded when a liability is incurred, as under accrual
accounting. Modifications to the accrual basis of accounting include the
following:

¢ Employee's vested annual vacation and sick leave is recorded as
expenditure when utilized. The amount of accumulated annual
vacation and sick leave unpaid at June 30, 2003, has been
reported only in the govemment-wide financial statements.

C. Financial Statement Presentation

The basic financial statements include both govemment-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 Municlpality as a whole, or major individual funds (within the
basic financial statements). Both the govemment-wide and fund financial
statements (within the basic financial statements) categorize primary
activities as either govemmental or business type.

Government-wide Financial Statements

The govemment-wide financial statements (the Statement of Net Assets
and the Statement of Activities) report information of all the aciivities of
the Municlpality. For most part, the effect of interfund activity has been
removed from these govemment-wide financial statements.
Govemmental activities, which nomally are supported by taxes and
intergovernmental revenues, are reported separately fro business-type
activities, which rely to a significant extent on fees and charges for
support,
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The focus of the Statement of Net Assets is designed to be similar to
bottom line results for the Municipality and its govemmental activities.
This statement, for the first time, combines and consolidates
govemmental fund's current financial resources (short-term spendable
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:

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

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

o Unrestricted Net Assets — These consist of net assets which do
not meet the definition of the two preceding categories.
Unrestricted net assets often are designated, to indicate that
management does not consider them to be available for general
operations. Unrestricted net assets often have constraints on
resources that are imposed by management, but can be removed
or modified.

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

The Statement of Activities is focused on both the gross and net costs
per functional category. The statement reduces gross expenses
(including depreclation) 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.

Governmental Fund Financial Statements

The fund financial statements (the Balance Sheet, the Statement of
Revenues, Expenditures, and Changes in Fund Balances, the
Statement of Net Assets) 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 govemmental category. Non-major
funds are summarized into a single column.

Traditional users of govemmental 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
Govemmental 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.

continue
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FORTHE FISCAL YEAR ENDED JUNE 30. 2003

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

C. Financial Statement Presentation (continuation)

Since the governmental fund statements are presented in different
measurement focus and basis of accounting than the govemment-wide
statements, reconciliation Is presented and separate explanation for each
differences.

The Municipality reports its financial position (Batance 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
demenstrating 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 govemmental fund) for the determination of
major funds. The non-major funds are combined in a single column in the
fund financial statements. The Municlpality 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.

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

SBGP Fund - This is the fund used to account for all the
transactions of the State Block Grant Program. The primarily
objectives of this program Is to development of viable
communities by providing decent housing, a stitable fiving
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 Govemmental column in the govemment-wide
Statement of Net Assets.

D. Budgetary Data

The Municipality's annually adopts the Budget Resolution for all
operating funds of the Municipality except for certain restricted accounts
of Proprietary Funds and Special Revenue Funds. 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 belwean departments and funds, s long as
the total budget of the Municipality (net of interfund transfers) is not
increased; (2) to the Management and Budget Direcior to implement
grant budgets as the grant applications are accepted by the Municipality;
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and (3) to the Management and Budget Direcior to amend (re-
appropriale) each new year's budget, to the exient of outstanding
encumbrances, and/or unexpended project/grant appropriations at year
end. Municipality's Legislature action is required for (1) use of the
budgeted Legslature 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

mmmgﬁnfdwngduyhnaddrﬂondamdgel
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
veiify if it complied with the law's standards and sends it o 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 appropriztion 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 operaling and other expenses urtil
the new budget is approved.

6. Subsequent fo 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.

7. Budgelary data for the Special Revenue Fund has not been
presented in the accompanying basic financial statements as

such funds are budgeted over the lifs of the respective grant or
projectand not on an annual basis.

continue
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MUNICIPALITY OF NAGUABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

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

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

1. Encumbrances are recorded as expenditures under the
budgetary basis and as a reserve of fund balances under
GAAP.

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 9).

3. Interfund transactions of the General and Special Revenue
Funds are not included in the budgetary basis.

4. Certain accrued liabilities and other debis are not included in
the budgetary basls.

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 Equlvalent and Investment

The Director of Finance of the Municipality is responsible for investing
the available resources in cettificates 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 eamed on certificates
of deposit and other short-term investments are recognized as revenue in
the General Fund. Cash in the Special Revenue, Debt Service and
Capital Project Funds are restricted; accordingly, resources available
were not used for pool investments.

Cash with fiscal agent represents property tax collections retained by the
Municipal Revenues Collection Center and undisbursed proceeds of
certain bonds, loans or grants which are maintained in a cash custodian
account by the Govemment Development Bank of the Commonwealth of
Puerto Rico.
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Cash balance recognized in the Debt Service Fund is restricted for the
payment of the Municipality’s obligations, and others are restricted for
specific projects, such as the acquisition or construction of permanent
improvements. This sinking fund is maintained by the Govemmental
Development Bank of Puerto Rico, agency which acts as the insurer and
payer of the Municipality'’s bonds and notes issued in accordance with
law.

F. Receivable

Receivable are stated nets of estimated allowances for uncollectible
accounts, which are determined upon past collection experience and
current economic conditions. Receivable from Federal Govemment
represents amounts owed to the Municipality for reimbursement of
expenditures incurred pursuant to federally funded programs.

G. Inventories

The General, Special Revenue and Capital Project Funds, purchases
office and printing supplies, gasoline, oil and other expendable supplies
held for consumption. The cost of purchases is recorded as expenditure
in the appropriate fund and the inventory is not recorded in the basic
financial statements.

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 $500 on personal property. For improvements
other than buildings, the capital outlay must be greater than $10,000,
extend the estimated useful life for ten years, and be greater than 10% of
the original cost of the asset. Other costs incurred for repairs and
maintenance is expensed as incurred.

Depreciation on all assets is provided on the straight-line basis over the
following estimated useful lives: (See Table 1)

TABLE1

CAPITAL ASSETS YEARs
Buildings 50
Improvement Other Than Buildings 50
Infrastructure 10-50
Vehicles 5
Machinery and Equipment 5-10

. Compensated Absences

The Municipality accrues accumulated unpaid vacation and sick leave
and associated employee-related costs when eamed (or estimated to be
eamed) 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.

continue
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

. Compensated Absences (continuation)

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 antitled 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
aftributable to employes's seniices already rendered.

2. The obligation relates to rights that vest or accumulate.
3. Payment of the compensation is probable.
4.  The amount can be reasonably estimated.

In accordance with the above criteria and requirements as established by
GASBS No. 16; the Municipality has accrued a liability for compensated
absences, which has besn eamed but not taken by Municipality’s
employees. For the govemment-wide statements, the current portion is
the amount estimated to be used in the following year. For the
govemmental 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 govemment-wide

govemment-wide columnar presentaion. 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 dishursing 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 amounis receivables and payables are
considered intemal balances and activities that have been
eliminated in the govemment-wide financial statements.

L. Reservations of Fund Balance - Governmental Funds

The govemmental fund financial statements present fund belance
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 encumbrances,
debt service, and other specific purposes are examples of the latter. The
Municipality has the following reservations of fund balance:

Encumbrance — Represent future expenditures under
purchases orders, contracis and other commitments issued for
goods and services not recelved at yearend. Where the
appropriations lapse at year-end these will be honored during
subsequent year. Encumbrances constitute the equivalent of
expenditures for budgetary purposes and, accordingly, are
reported with expenditures in the budgetary comparison

presentations (see NOTE 7 on page 21).
Table2
BaLance RemreMENTs  BALANCE
JuLyt, NEW  ANDCURRENT  JUNE 30, CuRRENT  LONG-TERM
2002 IssuEs  MATURATES 2003 PORTION PORTION

S1180187 f S d60440 L O76717 S.070507 £.80543)

schedule,

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

Fund Deficit in the General Fund is primarily attibutable to
decrease in revenues. The deficit is expected to decrease in the

J. Insurance

The Municipality has insurance coverage for its public facilities, pimarily
to provide protection from catastrophic losses. Also, principal officials of
the Municlpality are covered under various surety bonds. The Secretary
of the Treasury Department of the Commonwsalth 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 quartery advances of annual
property tax and subsidy send to the Municipality.

K. Interfund Transactions

Interfund transactions are reflected as loans, reimbursements or
transfers. Loans are reported as receivables and payables as appropriate
and are subject to elimination upon consolidation. Reimbursements oceur
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 govemmental or
proprietaty funds are netted as part of the reconciliation to the
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future as a result of a plan to reduce expenditures, obtain additional
sources of revenues, and appropriation in annual budget as require by
State Municipal Law.

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
amourt estimated as a contingent liability or liabiliies with a fixed or
expected due date, which will require future available financial resources
forits payment.

N. Useof 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 liahilities at the date of the basic financial statements and the
reported revenue and expenses during the reporting period. Actual result
could differ from those estimates.

continue
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE2 CASH, CASH EQUIVALENTS
AND INVESTMENTS

Investments consist of certificates of deposit. The Municipality’s cash,
cash equivalent and investments at year-end were entirely covered by the
Federal Deposit Insurance Corporation (FDIC) coverage, up to a
maximum of $100,000 in each bank, and the excess by collateral
provided by the banks and held by the Depariment 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 govermmental entities to invest in direct
obligations or obligations guaranteed by the federal govemment or the
Commonwealth of Puerto Rico. The Municipality is also allowed to
invest in bank acceptances, other bank obligations and ceriificates of
deposit in fnancial institutions authorized to do business under the
federal and Commonwealth laws.

NOTE3 OTHERS RECEIVABLES

NOTES DUE TO OTHER GOVERNMENTAL UNITS

As of June 30, 2003, balance due to other governmental units of the
General Fund for senvices rendered to the Municipality, consists of the
following: (See Table 5)

TABLES AMOUNT
PR Electric Power AUthority ......smmsmssmsamsiens $ 7653
Water COMPANY .....couusmmsammmesimmamiasssmsenns 55,218
General Service AdmINIStration ..o 8,591
Retirement System Administration.... 565,524
AEELA.... i Al N 9,604

Total Due to Governmental Units.............. $636,590

NOTE6 CAPITAL ASSETS
Following are the information of the Capital Assets (See Table 6):

TaBLES BALANCE BaLANCE

As of June 30, 2003, the amount of Juy1, JuNE 30,
$251,408 corresponds to final liquidation DESCRIPTION 2002 ADDTIONS  RETIREMENTS 2003
of the Puerto Rico Electric Power
Authority and $7,500 is for rent. Deprecieble Capital Assets:

Buildings .... e $20,799,000 260,000 § $21,059,000

Machinery and Equlpmsnt ........ - 157,396 - 157,396
NOTE4 INTERFUND TRANSFER Total Depreciable Capital Assets....  $20700000 § 4173068 § - $21.016,306

AND BALANCES

A. INTERFUND TRANSFERS

Transfers are indicative of funding for capital projects or debt service, and
subsidies of various operations. (See Table 3)

The Municipality is in the process of performing an inventory of all
Capital Assets and his activities. At June 30, 2003 only information of
some buildings, and machinery and equipment was identified and
documentation required by GASB No. 34 was obtained. In addition, no
depreciation was determined for these capital assets.

Accordingly, the Municipality is not in compliance with

INTERFUND TRANSFERS WITHIN THE GOVERNMENTAL FUNDS TasLED 4
accounting principle generally accepted in the United
SOURCES TRANSFER TO AMOUNT PURPOSE Slate of America,
General Fund Debt Senvice Fund $.54750 Debt payment

NOTE7 GENERAL LONG-TERM DEBTS

B. INTERFUND RECEIVABLE AND PAYABLE BALANCES

Inferfund receivables and payables at June 30, 2003 are summarized as
follows: (See Table 4)

INTERFUND INTERFUND TABLE 4
RECEVABLE PAYABLE AMOUNT
Cther Govem. Funds General Fund § 748,508
General Fund Other Govem. Fund 119,381
General Fund SBGP 145,238
General Fund Debt Service Fund 2,059
TOTAL $1.013.186

A. GENERAL OBLIGATIONS BONDS AND SPECIAL NOTES
PAYABLE

The principal long-term obligations of the Municipality are general
obligations bonds and special notes issued to finance the construction
and improvements of public facilities and purchase of equipment. The
Municlpality's obligations long-term debt retirements are appropriated
and peid from resources accumulated in the Debt Service Fund (See
Note 8). The special obligations longterm notes retirements are paid
through retention made by the Municipal Revenue Collection Center from
monthly advance of annual property tax and subsidy send to the
Municipality.
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MUNICIPALITY OF NAGUABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE7 GENERAL LONG-TERM DEBTS (continuation) DESCRIPTION AmounT
Speclal Obligations Notes:
General obligations bonds and notes payable as of June 30, 2003, are
; <o 7 j $400,000 Note from Lottery Fund, for-operational purposes,
comprised of the following individual issues: payabls in annual installments ranging from $40,000 to
3 |1 e 315,000
De oN AMOUNT $80,000, excluding interests at 8.0%, through July 1, 2010 $
General Obligations Bonds: $990,000, Special Obligation Bond, payable in annual
instaliments ranging from $15,000 to $75,000, variable
$100,000, Series 2002, for construction purposes, payable interests from 5.00% to 6.30% 975000
in semiannual instaliments ranging from §15,000 to $25,000,
excluding variable interests from 5.0% to 8.0%, through Total Specil Gligalions okes —L290.000
July 1,2006 $ 65,000 Total General and Special Obligations $ 4,243,000
$370,000, Series 2002, for construction purposes, payable The Municipality’s general obligations long-term note retirements are
in semiannual installments ranging from $15,000 to $45,000, appropriated and paid form resources accumulated in the debt service
j“";d‘ggfﬂm interest from 5.0% to 8.0%, through fund (see Note 8). The special obligations long-term notes refirements
uly 1, 2016 240,000 are paid through retention made by the Municipal Revenue .Oollection
$415,000, Series 1991, for construction purposes, payable Center from monthly advance of annual property tax and subsidy sent to
in semiannual installments ranging from $15,000 to $50,000, the Municipality.
aexcluding variable interest from 4.37% to 6.36%, through
July 1, 2006 130,000 The annual requirements to amortize the general and special obligations
outstanding as of June 30, 2003 are as follows (See Table 7)):
$320,000, Series 1997, for construction purposes, payable
in semiannual installments ranging from $20,000 to $45,000
excluding variable interest from 6.71% to 7.0%, through TasLE7
July 1,2007 160,000 YeAr ENDING PRINCIPAL INTEREST TotAL
T e s JunE 30, PAYMENT PAYMENT PAYMENT
000, Serles 1999, for construction purposes, payabl
In semiannual installments ranging from $70,000 to $110,000, 2004 $ 871,000 § 244460  § 615460
excluding variable interest from 5.62% to 6.0%, through 2005 399,000 234,396 633,396
July 1, 2005 210,000 2006 320,000 214,530 534,530
: 2007 222,000 195,564 417,564
$514,000, Series 2000, for construction purposes, payable 2008 190,000 180,895 370,895
in semiannual installments ranging from $16,000 to $39,000, 2009-2013 882,000 711.740 1.593.740
(Water and Waste Disposal) 463,000 : ’ ! gl
2019-2023 653,000 230,815 883,815
$576,000, Series 2000, for construction purposes, payable 2024-2027 392000  __62330  __454330
in semiannual installments ranging from $14,000 to $39,000,
excluding interest at 4.5%, through July 1, 2023 TOTAL $£4243000  §2515185 $.6758,185
(Water and Waste Disposal) 517,000
$200,000, Series 2000, for construction purposes, payable . OTHER -TERM D
in semiannual installments ranging from $20,000 to $35,000, B THERLONG EBTS
excluding variable interest from 7.08% to 7.5%, through Following are the Other Long-Term Debts (See Table 8)):
July 1, 2007 100,000
$590,000, Sugjﬂies 2(:01. for construction purposes, payable TARES JuLy1 % New R AND BJSNE 30,
in semiannual installments ranging from $40,000 to $80,000, !
excluding interests at 8.0%, through July 1, 2010, 455,000 Orenmmon e e reeienn. 400
Property Tax Advance......... $ 227769 § - § 16824 § 210945
$239,000, Series 2000, payable in annual instaliments ranging Property Tax — Treasury..... 186,123 20,681 165,442
from $6,000 to $10,000, interests from 4.50%, until year 2014 Unemployment Fed Prog.... 53,005 5,889 47,116
(Water and Waste Disposal) 233,000 [ Unemployment....c..cccmue 141,909 99,486 176,129 65,266
Solid Waste Disposal.......... 400,000 - 180,000 220,000
$285,000, Series 2003, payable in annual installments ranging Water & Sewer Authority .... 215,120 - 66,240 148,880
from $5,000 to $25,000, variable interests from 5.00% to Social Securty ... 177,868 19,800 158,068
6.30%, until year 2006 280,000 | [Income Tax Withheld. 529,917 58,200 471,117
: Income Tax Withheld.......... 498,216 - 80,000 418,216
Toal General Obigations Bonds 2953000 | Giaims and Assessments... 390,121 - 3904121
P.R. Land Authority............. 94,085 - 10,000 84,085
Compensated Absances..... 1,135,157 159,440 975,717
L — £3650160 $ 480607 § 793208 $ 3355573

21



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE7 GENERAL LONG-TERM DEBTS (continuation)
C. CHANGES IN GENERAL LONG-TERM DEBTS

The following is a summary of changes in long-term debts for the year
ended June 30, 2003: (See Table 9)

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 has assessed valuation on residential
units occupied by their owners. However, the Municipality receives the
full amount levied, except for residential units

TABLE9 BALANCE RETIREMENTS ~ BALANCE AMOUNTS AMOUNTS
JuLy 1, New AND June30, DUEWmHIN DUEAFTER

DESCRIPTION 2002 ISSUES ADJUSTMENT 2003 ONEYEAR  NEXT YEAR
General . $ 3,004,000 $ 524000 § 575000 §$ 2953000 § 336000 $ 2,617,000
SPECIAl o 330,000 990,000 30,000 1,280,000 35,000 1,255,000

Others Debs.......... 3,650,169 __489607 __793203 _ 3365573 _16786% _ 1676837

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 propety taxes up lo an
assessment value of $50,000, to retailers with an

NOTE8 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 9).

These property taxes are accumulated by the Municipal Revenue
Collection Center in costs of the general obligations bonds issued by the
Municipality (See Note 7). Payments are made to the Govemment
Development Bank of the Commonwealth of Puerto Rico from such
accumulated funds by the Municipal Revenue Collection Center of Puerto
Rico.

NOTE9 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 7.85% for real property and 5.88% for personal
property of which 1.03% of both belong to the Commonwealth of Puerto
Rico and 6.82% and 4.85%, respectively, belongs to the Municipality.
From the portion belonging to the Municlpality, 5.72% and 3.75%,
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 1.50% 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 8). The Municlpality has reached the maximum statutory tax rate

annual net sales volume of less than $150,000. The Municipal Revenue
Collection Center advances to the Municipality, on monthly payments,
100% of the contribution assessed over property for each fiscal year. In
accordance to Law, these advances will be contributions by the Municipal
Revenue Collection Center from taxpayers. The Municipal Revenue
Collection Center periodically informs to the Municipality the amounts
collected from taxpayers and applied to outstanding advances.

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

Due to the fact that collections of property tax are applied to the advances
of property tax paid by the Municipality 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. As of June 30, 2003, the
Debt Service Fund presented a receivable of $6,970 for the collection of
additional property taxes during the next 60 days after end of year.

NOTE10 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. 150% for financial institutions and savings and loan
associations.
b.  0.50% for all other organizations.

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

continue
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE11  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 govemment.

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. Intergovemmental 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.

NOTE12 EMPLOYEE'S RETIREMENT PLAN

The Employee’s Retirement System of the Government of Puerto Rico
and its Instrumentalities (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 instrumentalities and of certain municipalities and components
units not covered by their own retirement systems.

Participation is mandatory except for members of the Legislature,
Govemment Secretaries, Head of Agencies and Public Instrumentalities,

two-year Constant Maturity Treasury Note or, (b) earn a rate equal to
75% of the retum of the System's investment portiolio (net of
management fees), or (c) eam 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%2% of their average compensation of
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 o determine the
standard measure of the pension benefit obligation and these
assumptions are summarized below:

a. The present value of the future pension paymenis 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

Assistants to the Govemor, the Comptroller of the Puerio Rico, of service are as follows (See Table 10)

Gubematorial Board and Committee appointees

and Experimental Service Station employees. YEARS PARTICIPANT'S TasLE10

ERS provides retirement, death and disabilty | OF SERvICE Ace PensioN BENEFITS

benefits. Disablity retirement benefits are | 39ormore  S5oriess  65% of the average of the three years of highest salary durin

available to members for occupational and non- the aﬂﬁo;@;s sa?vice peeriod. ! o ¥ y

occupational disabilities. Retirement benefits : :

depend upon age at retirement and number of 30 or more 58ormore  75% of the average of the three years of highest salary during

years of credited service. Benefits vest after ten the employee's service period.

years of plan participation. 30ormore  B50rmore  75% of the average of the three years of highest salary during
th ] ice employees started working aft

The Municipality adopted the requirements of ot i s L

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 $550 of monthly salary plus 8.275% for the excess of this
amount, or on the altemative, 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) eam a fixed rate based on the

The amount of the total pension benefit obligation is based on a
standardized measurement established by GASBS No. 27, Financial
Reporting for Defined Benefit Pension Plans and Notes Disclosure for
Defined Contributions Plans. The standardized measurement is the
acluarial 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-concem basis, assess progress made
in accumulating sufficient assets to pay benefits when due, and make
comparisons among other public retirement systems. The measure is
independent of the actuarial funding method used to determine
contributions to the plan.

continue
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

NOTE 12 EMPLOYEE'S RETIREMENT PLAN (continuation)

The membership of retirees and beneficiaries currently receiving benefits
and terminated employees entitled fo 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 2003 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, 2003 was approximately $297,128. Al
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, 2003. 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 13 CONTINGENCIES
A. CLAIMS AND JUDGMENTS

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

In addition, the Municipality is a defendant or co-defendant in several
legal proceedings, which are in discovery stage. Certain of these claims
are covered by insurance. Legal counsel with the information currently
avallable can not determine the final outcome of these claims, with the
exception of eight lawsuits related to suppliers, to which the legal counsel
has estimate a potential loss of $390,121. These lawsuits are in process
of negotiation.

B. FEDERAL GRANTS

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

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

NOTE 14 ACCOUNTING CHANGES, CHANGES IN REPORTING
ENTITY AND RESTATEMENTS

During fiscal year 2002-2003, the Municipality implemented several new
accounting standards and an interpretation issued by GASB.

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

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

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

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

Table 11 reconciles the June 30, 2002 Fund Balances, as previously
reported to Beginning Fund Balances, as restated, July 1, 2002.

Fund Balance, as Reported

June 30, 2002 $1077,977  § 962,007
Change in Accounting PrnCipleS.......cocvees _(308.451) 347,768
Beginning Fund Balance, as Restated,

July 1, 2002 § 771526 $1,300775

Table 11

OTHER
DesT (GOVERNMENTAL
SERVICE Funp

FUND BALANCE RESTATED

continue
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NOTE 15 FUTURE ADOPTION OF ACCOUNTING
PRONOUNCEMENT

The Govemmental Accounting Standards Board (GASB) issued GASBS
No. 39, Determining Whether Certain Organizations are Component
Units, which is effective for fiscal year beginning after June 15, 2003. The
Municipality has not adopted the requirement of this statement.

END OF NOTES
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MUNICIPALITY OF NAGUABO, PUERTO RICO
REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE ~ GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2003

BUDGETARY FUND BALANCE (DEFICIT),
JULY 1, 2003

Resources (Inflows):

Property Taxes
Volume of Business Taxes
Intergovernmental Revenues
License and Permits
Rent
Miscellaneous

Total Resources (Inflows)

Amounts Available for Appropriation ...........ueeiees
Charges to Appropriations (Outflows):

Mayor and Municipal LegiSIature ............uurvenerisssisees
General Government
Public Safety
Public Works
Health and Sanitation
Culture and Recreation
Solid Waste Disposal
Human Services and Welfare
Capital Outlays
Transfer to Other Funds

Total Charges to Approprations ............c.....eesssssseenes

BUDGETARY FUND BALANCE (DEFICIT),
JUNE 30, 2003

See accompanying Notes to Required Supplementary Information.

ACTUAL AMOUNTS

BUDGET AMOUNTS (BuDGETARY BAsIs)
ORIGINAL FiNAL (SEE NoTE A)

($ 1,830,285) ($ 1,830,285) ($ 1,830,285)
1,317,714 1,317,714 1,317,714
703,391 703,391 667,204
4,143,260 4,237,012 4177,725
965,818 965,818 387,432
136,000 136,000 86,996
— 164125 164125 — 149,098
7,430,308 1,524,060 6.786.169
—5.600,023 5693775 —4.955.884
883,269 832,039 829,461
2,863,358 3,717,150 4,102,495
512,203 417,207 417,296
957,894 793,170 778,957
465,026 117,411 116,978
281,172 187,699 187,586
456,665 662,380 867,153
913,421 698,871 699,852
56,900 56,733 54,779
— 41,400 — 41400 — 54750
—1.430.308 — 1,524,060 8,109,307
(8.1.830,285) (6.1,830,265) (£.3,153,423)

VARIANCE WITH
FINAL BubGET
Posimve (NEGATIVE)

$ *

(36,187)
(59,287)
(578,386)
(49,004)
(15,027)

737.891
—{737.891)

2,578

(385,345)

(89)
14,213

113
(204,773)
(981)
1,954
(13.350)



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE FISCAL YEAR ENDED JUNE 30, 2003

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

Sources/Inflows of Resources:

Actual Amounts (Budgetary Basis) “Available for Appropriation” from the
Budgetary Comparison Schedule (See Page 26)

Difference - Budget to GAAP:

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

Proceed from sales of capital assets is inflows of budgetary resources but are not revenues
101 RNANCIAL NEPOIING PURPOTOB. ....ouciiciniiiciiiisiissiiisirviisimissimisisansisr i b aitsbisslaias

Total Revenues as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 13) .

Uses/Outflows of Resources:

Actual Amounts (Budgetary Basis) “Total Charges to Appropriation” from the
Budgetary Comparison Schedule (S€€ PAgE 26) .........uurummsinsssismumsssssssmmmsssssssssssssssssssssassssssessessassrss

Difference — Budget to GAAP:

Encumbrances for supplies and equipment ordered but not received are reported
in the year the order is placed for budgetary reporting PUIPOSES. .....ererersrriserserssssessssssness

Prior-Year Expenditures is not outflows of budgetary resources but are expenditures
For financial reporting purposes

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

Transfers to other funds are outflows of budgetary resources but are not expenditures
for financial reporting purposes.

Total Expenditures as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 13)....

NOTEB  Explanation of Differences between Budgetary Fund Balance and GAAP Fund Balance
Budgetary Fund Balance (Deficit), June 30, 2003 (S€€ PAGE 26) ...............ceurreummmrrcssmssssssssnsnssssssssssssesessenes
Timing Differences:

Net Change in Encumbrances

Reserved Fund Balance

Non-budgetary Items

Other Differences - Proceed of Bonds

Unrestricted Fund Balance (Deficit), June 30, 2003 (See Page 11)
END OF THIS SECTION

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

27

$ 4,955,884

1,830,285

$ 8,109,307

(250,524)

85,750

(54,750)

$ 7.889.783

($ 3,153,423)

(234,397)
36,252
(595,000)

1,275,000
(£.2.671.568)
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO, PUERTO RICO
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCALYEAR ENDED JUNE 30, 2003

FEDERAL PAss-THROUGH
FEDERAL GRANTOR/ PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR/ PROGRAM OR CLUSTERTITLE NuMBER NuMBER EXPENDITURES
U.S. Department of Agriculture:
Direct Programs:
Water and Waste Disposal Loans and Grants.................ueseseeees 10.770 $ 638,989
Pass-Through Departiment of Education:
Indirect Programs:
Child and Adult Care Food Program 10.558 NAV — 8367
Total U.S. Depariment of Agriculture —647.356
U.S. Department of Commerce:
Economic Adjustment Assistance 11.307 304,837
U.S. Department of Housing and Urban Development:
Direct Programs (Cluster):
Section 8 Housing Choice Vouchers 14.871 RQ047V00014 544,656
Indirect Programs:
Pass-Through State ~ Office of the Commissioner
of Municipal Affairs
State Block Grant Program (SBGP) 14.228 02-AB-FC-47
01-FD-47
98-FD-47
97-FD-47 _ 673842
Total U.S. Department of Houslng and Urban Development ... 1218498
U.S. Health and Human Services:
Pass-Through Administration of Children and Families:
Child Care and Development Block Grant 93.575 467,808
TOTAL EXPENDITURES OF FEDERAL AWARDS................... $2.638.499

The accompanying Notes to Schedule of Expenditures of Federal Awards are an integral of this Schedule.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

NOTE 1

NOTE 2

NOTE 3

NOTE 4

NOTES

NOTE 6

GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activities of the Municipality of
Naguabo, Puerto Rico. 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 basic financial statements. The Municipality reporting
entity is defined in Note (1) (A) to the basic financial statements. Al federal financial awards received directly from federal
agency as well as federal financial awards passed through other govemment agencies are included on the Schedule.

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 govemment redistribution of federal awards fo the Municipality, treated as if they were received directly from the
federal govemment. 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/A are not
applicable and numbers identified as N/AV are not available.

LOAN OUTSTANDING

The Municipality of Naguabo, Puerto Rico had the following outstanding balance at June 30, 2003 for Water and Waste
Disposal Loans Programs. For these loans the grantor does not impose continuing compliance requirements, as described on
the OMB Circular A-133. Therefore, the prior year balances are not considered expenditures on the Schedule of Expenditures
of Federal Awards. The amount presented in the Schedule, represent federal expenditures according to modified accrual basis
of accounting (see Note 2). The loans outstanding balances were included in the Municipality's Long-Term Liabilities (see
Note 7 of the Notes to Basic Financial Statements).

FepERAL CFDA AMOUNT
PROGRAM TITLE NumeeR OUTSTANDING
Water and Waste Disposal Loans and Grants 10.770 $205,939
Water and Waste Disposal Loans and Grants 10.770 468,000

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




CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

PO BOX 8369 TEL (787) 746-0510
CAGUAS, P R 00726-8369 FAX (787) 746-0525

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Naguabo, Puerto Rico

We have audited the basic financial statements of Municipality of Naguabo, Puerto Rico (Municipality) as of and
for the fiscal year ended June 30, 2003, and have issued report thereon dated December 18, 2003. 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 Govermment 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 instance of noncompliance that is
required to be reported under Govemnment Auditing Standards and which is described in the accompanying Schedule
of Findings and Questioned Costs as item 03-11-02.

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 intemal control over financial reporting and its operation that we consider being reportable
conditions. Reportable conditions involve matters coming to our consideration relating to significant deficiencies in
the design or operation of the internal control over financial reporting that, in our judgment, could adversely affect the
Municipality’s ability to record, process, summarize and report financial statements. Reportable conditions are
described in the accompanying Schedule of Findings and Questioned Costs as items 03-1I-01 and 03-11-02.

A material weakness is a condition in which the design or operation of ane 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. Qur consideration of the internal control over financial
reporting would not necessarily disclose all matters in the intenal control that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be material
weaknesses. However, of the reportable conditions described above, we consider item 03-11-01 to be material
weakness. We also noted other matters involving the internal control over financial reporting, which we have reported
to management of the Municipality in a separate letter dated December 18, 2003.

K]



INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Page 2

This report is intended solely for the information and use of the management, Office of the Commissioner of
Municipal Affairs, and federal awarding agencies and pass-through entities and is not intended to be and should not
be used by anyone other than these specified parties. However, this report is a matter of public record and its
distribution is not limited.

CPA gz FSC
CPA DIAZ-MARTINEZ, PSC

Certified Public Accountants & Consultants
License Number 12, expires on December 1, 2004

Caguas, Puerto Rico
December 18, 2003




CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

PO BOX 8369 TEL (787) 746-0510
CAGUAS, P R 00726-8369 FAX (787) 746-0525

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Naguabo, Puerto Rico

Compliance

We have audited the compliance of the Municipality of Naguabo, Puerto Rico (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,
2003. 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. Qur 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 Govemment Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Govemments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above
that could have a direct and material effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about the Municipality's compliance with those requirements and performing such others
procedures, as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion. Our audit does not provide a legal determination on the Municipality’s compliance with those
requirements.

In our opinion, the Municipality complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended June 30, 2003. 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 as items 03-11l-01 through 03-111-9.

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 intemal 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 intermal control over compliance in
accordance with OMB Circular A-133.



REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Page 2

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 intemal control over compliance that, in our judgment, could adversely affect the
Municipality’s ability to administer a major federal program in accordance with applicable requirements of laws,
regulations, contracts and grants. Reportable conditions are described in the accompanying Schedule of Findings
and Questioned Costs as items 03-111-01 through 03-111-08.

A material weakness is a condition in which the design or operation of one or more of the intemal 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 that none of the reportable

conditions described above is a material weakness.

This report is intended solely for the information and use of the management, Office of the Commissioner of
Municipal Affairs, and federal awarding agencies and pass-through entities and is not intended to be and should not
be used by anyone other than these specified parties. However, this report is a matter of public record and its
distribution is not limited.
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FINDINGS AND QUESTIONED COSTS



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SECTION | - SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of auditors’ report issued:

Internal control over financial reporting:
® Reportable condition(s) identified?
® Material weakness(es) identified?

Noncompliance material to financial statements noted?

Federal Awards

Internal control over major programs:
® Reportable condition(s) identified?
® Material weakness (es) identified?

Type of auditors’ report issued on compliance for
Major Programs:

Any audit finding disclosed that are required to be reported

Unqualified Opinion
Adverse Opinion

B Yes
B Yes
O Yes

Bd Yes
O Yes

B Unqualified Opinion
[0 Adverse Opinion

O Qualified Opinion
[ Disclaimer Opinion

[0 None Reported
O No
® No

O None Reported
& No

O Qualified Opinion
O Disclaimer Opinion

in accordance with Section 510 (a) of Circular A-1337 B Yes O No
Identification of Major Programs:
CFDANuMBER NAME OF FEDERAL PROGRAM OR CLUSTER

10.760 Water and Waste Disposal System for Rural Communities

11.307 Economic Adjustment Assistance

14.228 State Block Grant Program (SBGP)

14.871 Section 8 Housing Choice Vouchers

95.575 Child Care and Development Block Grant Program
Dollar threshold used to distinguish between
Type A and Type B Programs: $300,000
Auditee qualified as low-risk auditee? O Yes X No

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SECTION Il - FINANCIAL STATEMENT FINDINGS

FINDING
REQUIREMENT
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

MANAGEMENT RESPONSE

NUMBER 03-1i-01
REPORTABLE CONDITION OVER CAPITAL ASSETS

During our examination of Municipality’s Capital Assets record and reports we noted the
following deficiencies: (1) Incomplete information over properties; (2) Construction in
Progress are not accounted for; (3) there is no adequate internal control procedure to
assure the proper valuation, ownership and timeliness of recognition of real estate

inventory. (This is a prior period finding.)
Also, depreciation expense for depreciable Capital Assets was not recorded.

Article 9.002 of State Act Number 81 of August 30, 1991 stated that Municipality should
maintain updated Capital Assets accounting records. Also, accounting principles
generally accepted in the United States of America require that Capital Assets should be
recorded and depreciated, which would increase the assets and expenses of the
govemmental activities.

Evidence that system fails to provide a complete and accurate output consistent with the
entity’s control objectives because of the misapplication of controls and accounting

principles.

Municipality did not maintain an adequate control of the accountability regarding Capital
Assets transactions and records that constituted a departure of accounting principles
generally accepted in the United States of America which affect the assets and expenses
of the governmental activities.

Municipality should implement intemal control procedures in order to comply with this
requirement.

Pending the Corrective Action Plan,

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003
SECTION Il = FINANCIAL STATEMENT FINDINGS

FINDING NUMBER 03-11-02 (SEE FINDING NUMBER 03-11-01)

REQUIREMENT REPORTABLE CONDITION AND NONCOMPLIANCE OVER BANK ACCOUNTS

CONDITION During our examination of Municipality's bank accounts we noted the following
deficiency: the EDA and Rural Development (Sanitary Sewer Grant) were in a same
bank account.

CRITERIA Subpart B, 7 CFR Section 3015.11 (b) (6), stated that Water and Waste Disposal for

Rural Communities funds should have a separate bank account.

continue
38



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SECTION |Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAMS

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE
EFFECT
RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-!-01 (SEE FINDING NUMBER 03-11-02)

ECONOMIC ADJUSTMENT ASSISTANCE (NO. 11.307)
U.S. DEPARTMENT OF COMMERCE

WATER AND WASTE DISPOSAL SYSTEMS FOR RURAL COMMUNITIES

(CFDA NO. 10.760)

U.S. DEPARTMENT OF AGRICULTURE
COMPLIANCE AND INTERNAL CONTROL
CASH MANAGEMENT - BANK ACCOUNTS
During our examination of Municipality's bank accounts we noted the following
deficiency: the EDA and Rural Development (Sanitary Sewer Grant) were in a same
bank account.

Subpart B, 7 CFR Section 3015.11 (b) (6), stated that Water and Waste Disposal for
Rural Communities funds should have a separate bank account.

Evidence that system fails to provide a complete and accurate control of cash.
Municipality did not maintain an adequate control of cash.

Municipality should open a separate bank account to maintain control over the grant's
funds.

None
Pending the Corrective Action Plan.

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SEecTION |Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAMS

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-1lI-02

STATE BLOCK GRANT PROGRAM (CFDA NO. 14.228)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
PASS-THROUGH STATE-OFFICE OF COMMISIONER OF MUNICIPAL AFFAIRS

ECONOMIC ADJUSTMENT ASSISTANCE (NO. 11.307)
U.S. DEPARTMENT OF COMMERCE

WATER AND WASTE DISPOSAL SYSTEMS FOR RURAL COMMUNITIES
(CFDA NO. 10.760)
U.S. DEPARTMENT OF AGRICULTURE

COMPLIANCE AND INTERNAL CONTROL
CASH MANAGEMENT ~ EXCESS CASH BALANCES

Municipality held high cash balances according to the bank statements. This means
that federal financial assistance is sometimes requested and not used to cover
immediate expenditures incurred.

Code of Federal Regulations, Subpart |, 24 CFR Section 570.489 (c)(1), Subpart C, 13
CFR Section 143.20 and OMB Common Rules, Subpart C, Section 3019.22 (b), stated
that units of general local governments shall use procedures to minimize the time
elapsing between the transfer of funds by the state and disbursement for activities,
according with Treasury Circular 1075.

The Federal Program Department did no maintain appropriate cash management
procedures in order to keep low cash balances.

It could be understood that Federal Program and Finance Departments are requesting
funds in excess of the immediate expenditures incurred.

We recommend to management to revise their bank account balances in order to
minimize the amounts held on the accounts.

None

Pending the Corrective Action Plan.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAMS

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-1ii-03

STATE BLOCK GRANT PROGRAM (CFDA NO. 14.228)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
PASS-THROUGH STATE-OFFICE OF COMMISIONER OF MUNICIPAL AFFAIRS

CHILD CARE AND DEVELOPMENT BLOCK GRANT PROGRAM (CFDA NO. 95.575)
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH ADMINISTRATION FOR CHILDREN AND FAMILIES

COMPLIANCE AND INTERNAL CONTROL
EQUIPMENT AND REAL PROPERTY MANAGEMENT

The Federal Program Department has a property register that exclude information as
acquisition date.

Code of Federal Regulation, Subpart C, 24 CFR 85.32 (d) (1) and Subpart C, 45 CFR
82.32 (d) (1) (2), stated that property records must be maintained that includes a
description of the property, serial number or other identification number, the source of
property, percentage of Federal participation in the property, the location, use and
condition of the property, any ultimate disposition data including the date of disposal, sale
price of property, a physical inventory of the property must be taken and the result
reconciled with the property records at least on every to years, respectively.

There is no intemal control procedure implemented to assure that properly register
includes all necessary information, as required by Subpart C, 24 CFR 85.32 (d) (1) and
Subpart C, 45 CFR 92.32 (d) (1) (2) of Common Rules.

Municipality is not in compliance with Subpart C, 24 CFR 85.32 (d) (1) and Subpart C,
45 CFR 92.32 (d) (1) (2).

We recommend to management to implement internal control procedures to assure that
a property register of federal program is maintained.

None

Pending to Corrective Action Plan.

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SECTION lil — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-1ll-04

SECTION 8 HOUSING CHOICE VOUCHERS (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
ELIGIBILITY TEST

During our Participant Files Test we noted that one (1) participant file did not have
evidence of the HUD-approved release and consent forms submitted by the family as
required by federal regulation.

Code of Federal Regulations, 24 CFR, Subpart F, Section 5.617 (b) stated that as a
condition of admission to, or continued occupancy of, any assisted unit, the Municipality
shall require the family head and other such family members as is designated, on 24
CFR, Subpart B, Section 5.230 (a), to execute a HUD-approved release and consent
form authorizing any depository or private source of income, or any federal, state or local
agency, to fumish or release to the Municipality and to HUD such information as the
Municipality and HUD determines to be necessary.

Municipality does not have consent forms that authorize the collection of income
information from State Wages Information Collection Agencies (SWICA), and wages, net
earnings from self-employment, payments of retirement income, and uneamed income
as referenced at 26 U.S.C. 6103. In addition consent form may authorize the collection of
other information from applicants and participant to determine eligibility or level of
benefits.

Municipality is not in compliance with 24 CFR, Subpart F, Section 5.617 (b) and Section
5.230 (a).

We recommend management to require each member of the family of an assistance
applicant or participant who is at least 18 years of age, and each family head and spouse
regardless of age, to sign a release form.

None

Pending the Corrective Action Plan,

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SECTION II - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE
EFFECT
RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-111-05

SECTION 8 HOUSING CHOICE VOUCHERS (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
ELIGIBILITY TEST

During our Participant Files Test we noticed that three (3) participants’ files have
evidence of income that wasn't reported in HUD50058.

Code of Federal Regulations, 24 CFR, Subpart H, Section 887.357 stated that as a
condition of reexamination the program should verify a family’s income.

Municipality does not review the supporting evidence of income.
Municipality is not in compliance with 24 CFR, Subpart H, Section 887.357.

We recommend management to review all the supporting documents to issue a Form
HUD50058.

None
Pending the Corrective Action Plan.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SECTION [l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT
RECOMMENDATION
QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-1li-06
CHILD CARE AND DEVELOPMENT BLOCK GRANT PROGRAM (CFDA NO. 95.575)
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH ADMINISTRATION FOR CHILDREN AND FAMILIES
COMPLIANCE AND INTERNAL CONTROL
PERIOD OF AVAILABILITY

It was noted in our tests of Municipality’s intemal control over disbursement process
that three (3) disbursements was made out of period of availability.

Code of Federal Regulations, Subpart C, 45 CFR Section 92.23 (a), stated that a grantee
may charge fo the award only costs resulting from obligations of the funding period
unless carryover of unobligated balances is permitted, in which case the carryover
balances may be charged for costs resulting from obligations of the subsequent funding
period.

Municipality did not maintain an adequate control over the period of availability of funds.

Municipality is not in compliance with Subpart C, 45 CFR Section 92.23 (a).

We recommend to management to revise their availability of funds,

None

Pending the Corrective Action Plan.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SECTION |ll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-1i-07

ECONOMIC ADJUSTMENT ASSISTANCE (NO. 11.307)
U.S. DEPARTMENT OF COMMERCE

COMPLIANCE AND INTERNAL CONTROL
PROCUREMENT AND SUSPENSION AND DEBARMENT

The model for construction contracts over $10,000 used by the Municipality did not
contain the detailed clauses for compliance with the contractual legal remedies when
contractor violates contract term, provisions for termination by the grantee for default,
executive order 11246 Equal Employment Opportunity, Davis-Bacon, compliance with
the Clean Air Act and Clean Water Act, and compliance Energy Policy and Conservation
Act and, as required by the programs.

Code of Federal Regulations, Subpart C, 24 CFR Section 85.36 (b) (1-3) and Subpart C,
13 CFR Section 143.36 stated that subgrantee’s contract must contain provision in this
Section. Federal agencies are permitted to require changes, remedies, changed
conditions, access and records retention, suspension of work, and other clauses
approved by the Office of Procurement Policy.

Federal Program and Secretary Municipal Department did not maintain appropriate
procurement standard procedures, in order to assure that contractor complies with some
requirements.

Municipality is not in compliance with Subpart C, 24 CFR Section 85.36 (b) (1-3) and
Subpart C, 13 CFR Section 143.36 of OMB Common Rules.

We recommend management to update contract model according with the federal
requirement.

None

Pending the Corrective Action Plan.

continue
45



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SecTio Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT
RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-1i1-08
CHILD CARE AND DEVELOPMENT BLOCK GRANT PROGRAM (CFDA NO. 95.575)
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH ADMINISTRATION FOR CHILDREN AND FAMILIES
COMPLIANCE AND INTERNAL CONTROL
PROCUREMENT AND SUSPENSION AND DEBARMENT

During our Grant Disbursement Test, we did not found evidence that at least three (3)
qualified quotations were obtained for five (4) purchase order.

Subpart C, 45 CFR Secton 92.36 (d), states the requirements on procurement
procedures.

Municipality did not comply with Federal and State Laws regarding procurement
procedures established for the purchase of equipment.

Municipality is not in compliance with Subpart C, 45 CFR Section 92.36 (d).

We recommend management to follow procurement procedures established by Federal
and States Laws.

None

Pending the Corrective Action Plan.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

SEecTION |1l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT
RECOMMENDATION
QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 03-1il-9

SECTION 8 HOUSING CHOICE VOUCHERS (CFDA NO. 14.871)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

COMPLIANCE

SPECIAL TESTS AND PROVISIONS

During our verification of Housing Quality Standards Enforcement, we noticed that the
Municipality does not have a list of failed inspections to verify the corrections of
deficiencies within thirty (30) calendar days.

Code of Federal Regulations, 24 CFR, Sections 982.158 and 982.404 stated that, the
Municipality must prepare a list of units that fail to meet Housing Quality Standards.

Municipality has falled to develop a procedure to assure that all deficiencies are
corrected within the specific time frame, in order to comply with program regulations and
requirements.

Municipality does not comply with 24 CFR, Sections 982.158 and 982.404.

We recommend management to prepare a list of units that fail the inspection.

None

Pending the Corrective Action Plan.

END OF SCHEDULE
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF PRIOR AUDIT’S FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

(1) Audit Findings that have been Fully Corrected:

FISCAL YEAR 2002

Finding Number 02-11l-01 Allowable Cost/Cost Principles - Missing documents
CFDA Number 10.760

Questioned Cost $7,745

Auditee Comments System and procedures corrected.

Finding Number 0211-02 Davis-Bacon Act ~ Monitoring of contractor payroll
CFDA Number 10.760

Questioned Cost None

Auditee Comments System and procedures corrected.

Finding Number 02-111-05 Eligibility - Evidence of lessor ownership
CFDA Number 14.871

Questioned Cost None

Auditee Comments System and procedures corrected.

Finding Number 02-111-06 Eligibility - Missing contract

CFDA Number 14.871

Questioned Cost Nane

Auditee Comments System and procedures corrected.

Finding Number 02-11-07 Reporting — Annual Report

CFDA Number 10.760

Questioned Cost None

Auditee Comments System and procedures corrected.

FISCAL YEAR 2001

Finding Number 01-111-05 Reporting ~ Annual Report

CFDA Number 10.760

Questioned Cost None

Auditee Comments System and procedures corrected.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF PRIOR AUDIT’S FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2003
(2) Audit Findings not Corrected or Partially Corrected:

FISCAL YEAR 2002

Finding Number 02-lIl-03 Eligibility - HUD-approved release and consent forms

CFDA Number 14.871

Questioned Cost None

Auditee Comments From 11 participants files, six (6) did have the forms in the files, which the auditor did not find.
The rest are already corrected. Al files will have a checklists to avoid of documents.

Finding Number 02-11-04 Eligibility - Evidence of income

CFDA Number 14.871

Questioned Cost None

Auditee Comments The participants were informed to bring documents. All files will be checked to avoid lack of
documents.

Finding Number 02-111-08 Special Tests and Provisions - Inspections

CFDA Number 14.871

Questioned Cost None

Auditee Comments The Inspector proceeded to prepare the list.

FISCAL YEAR 2001

Finding Number 01-11-02 Eligibility - HUD-approved release and consent forms

CFDA Number 14.871

Questioned Cost None

Auditee Comments See Finding Number 02-11-03 above.

Finding Number 01-l1-07 Special Tests and Provisions - Inspections

CFDA Number 14.871

Questioned Cost None

Auditee Comments See Finding Number 02-11l-08 above.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO, PUERTO RICO

SCHEDULE OF PRIOR AUDIT’S FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2003

(3) Corrective action taken is significantly different from corrective action previously reported:
NONE

(4) Auditfindings is no longer valid:
NONE

END OF SCHEDULE
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MUNICIPALITY OF __NAGUABO

CORRECTIVE ACTION PLAN FOR THE

- ‘SINGLE AUDIT REPORT OF YEAR ENDED JUNE 30, 2003

DEPT DE COMPRAS

05/06/04 10:40 FAX 787 874 4425

03-11-01 Finance
Department,
Clerk of Property

and Finance
Directar

The Single Audit reports that
municipality's Capital Assets
record and reports have the
following deficiencies:

a. Incomplete information over
propertics,

b. Construction in progress are
not accounted for;

c. There is no adequate internal
control procedures to assure
the proper valuation,
ownership and timeliness of
recognition of real estate
inventory,

d. Depreciation expense for

depreciable capital assets was

- notrecorded, il i

| Befors long, it to signacontiact |

with CPA firm 1o executed these
works and to carry out an order of
GASB 34.

03-11-02 Finsoce

Department

Municipality’s bank accounts have
the following deficiency: the EDA
and Rural Development were in
same bank account.

The EDA project has been
completed (see final acceptance
report enclosed). Therefore, the
bank account is only of Rural
Development.

Done

K ¥ fa‘f.ffxust

i R,
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MUNICIPALITY OF _NAGUABO

.~ CORRECTIVE ACTION PLAN FORTHE. -
SINGLE AUDIT REPORT OF YEAR ENDED JUNE 30, 2003

DEPT DE COMPRAS

05/06/04 10:40 FAX 787 874 4425

03-111-02 Federal Program | Municipality held high cash It was informed fo Official Payer Done
and Finance balances according {o the bank and Finance Director the
Department, statements. imporiance to minimize the time
Official Payer and elapsing between the transfer of
Finance Director funds by the state and
disbursement for activities. In the
case of CDBG funds, the
disburscment of the documents no
more than three (3) days once the
funds are deposited in the bank
account.
03-111-03 Federal Program | The Federal Program Department | It was informed to Clerk of Done
and Finance has a property register that exclude | Property to implement internal
Department, information as acquisition date. control procedures to assure that g
Clerk of Property property register of Federal
Program must be maintained.
Federal Programs, | One (1) participant file did not This participant file have now a Done
03-111-04 Section 8 have evidence of the HUD release and consent form, (see
Supervisor approved release and consent evidence enclosed). It was
forms submitted by the family as | informed to Section 8 Supervisor
required by federal regulation. to examine each participant file to

verify a release form.




DEPT DE COMPRAS

05/08/04 10:40 FAX 787 874 4425

' .1-"| 545 - :.um,l;u' 1‘. 12192 38 far 'lﬁ

- -. CORRECTIVE ACTION PLAN FOR THE
SIHE.EAUDIT REPORT OF YEAR ENDED JUNE 30, 2003

ek

03-111-05 Section 8 It was noticed that three (3) The three (3) participants files Done
Supervisor, participant’s file have evidence of | have fulfilled a form HUD 50058,
Federal Programs | income that wasn’t reported in (see evidence enclosed). It was
HUD 500-58 informed to Section 8 Supervisor
to examine al] the supporting
documents to issue this form.
03-111-06 Finance Municipality's mternal control It was informed to Accountant of Done
Department and | over disbursement process that Child Care Program and Finance
Child Care three (3) disbursement was made | Director to coordinate that
Administrator out of period of availability. disbursement it realize in the
‘ period of availability
03-111-07 Federal Program | The model for construction The EDA contract model was used Done
and Secretary contracts over $10,000 used by the | for the project already constructed,
Municipal muaicipality did not contain the which the agency provided (see
detailed clauses for compliance enclosure). Nevertheless, we witl
L — ! with the contractual legatl verify each similar contract for
remedies. compliance the detailed clauses.
03-111-08 Finance Did not found evidence that at The purchase equipment's are Done
Department, least three (3) qualified quotations | specialized for child, with
Official Purchase | were obtained for five (5) exclusive brand and dispatch by
and Child Care | purchase order, only one selker,
Administrator




DEPT DE COMPRAS

05/06/04 10:40 FAX 787 874 4425
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HUHICIF!UT‘F OF

- CORRECTIVE ACTION PLAN FORTHE -
SINGLE AUDIT REPORT OF YEAR ENDED JUNE 30, 2003

03-111-09 Section 8 Does not have a list inspections to | The Section 8 Inspector will make Pending
Inspector Federal | verify the comrections of list of failed mspections.
deficiencies within thirty (30)
calendar days.

The Information stated above has been determined to be accurate based upon information available as of ,_February 20, 2003.

Name: Position: __Mayor
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OME Conerol No. 1610-7096, Expires

]
|

DEVELOPMENT ADMINISTRATION

FINAL ACCEFPTANCE REPORT

. 01-19-57011

Contract# ____ of Con
Village Conmact Award Date: February 11, 1998
Tes Wazrd ] (EDA) |
Eng. Hernan Gonzélez '
1':-11:;111:? of ﬁagunbo — [
Cmtﬂr.dmmlechnulnzv L

. - Eoonomic lopment Representative: Eng. Philip J, - Sn:nnt.n |

wukpuﬁnmdmderﬂmmﬂnctwasmspecmde 3for the purpose of
: swcp‘ubmtyofmmtim_ The Dam of Acceptance i3 hereby established as

Definition of the term *“Date of Acceptance™ The “Date of Acceptange” is the dare which the
yner may oceupy and/or ummeﬁacﬂhyfmﬁmptmefnrwhhhittmd:dinmm
leted with the exception

. chnmpandmmmcmuve acunnasshawnmunmmmtfﬁzsineu’s list made during

sgploocs

Bprees of all warranties required
gocuments and that he/she,-the Contractor, has ;eleased all liens the project, including
AN hensorommﬂledbytthontram l‘heCommctnr complete the work on the

Jar - days of the Date of Acceptance.
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|
Real ar Business Property Tax Bage:

|
a Emes vahue of ing i tex base (prior 1o any sbatement) Hooo. =
h[;mmject} “aied i a Federal Ampowsment Zene or |
Enterprize Co

Y __ No X
ted in & Stacs enterprise 2one? Yes ___ No X|

atcipared and Agtua) Results: Weigh each objective based on anticipaled benefits  (toml should
= rate each ebjective on actwal performance (with 10 being the highest).

Weight Actual Results
(0-100%) (Race of }-10)
& Crexipd inftas o support privats invesuyenc 5-2-— 10-
b. Crexted infrast re to sdimalara private invesunent: 10 B
& Subilized and maintained the locsl econornia bage: 20 - EL
4. Diversified the Ibcal econorny: 10 8
&. Other non-quantitarive benefits

10

...

to the nuruber of local businesseg that

realized significant inereases in!ulu or smpiloyment
fects (ie. increased conswmer/supplier demand):

8 EDA project aad/or firma assistes.

= Roport Submittsd: Sepl ., 25, 2003 '

WEWNM&TL : Telephone: _(787)874~3108 |

Mllnicipality of ||
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AUTORIZACION
Mo Jiniky Viaz Camareno ., autor
]
Naguabg y/o a sus Enipleados del Programa de Seccion 8, donde

sulicitud

it

proc

I'ondo

para Subsidio de Renta bajo el Programa de Seccion 8

‘Irans-Upion (Informe de Crédito), Administracion de Veteranos

‘Toda vez que esla informiacion es requisilo para que

solicitagla, que sumlhisire ésta y por este medio autorizo dicha divulgacion.

Estado Libre Asociado de Puerto R
Gobierno Municipal de Naguabo

‘Oficina de Programa Federdales

P

| Seguro del Estado, A.C.C.A., y Depaitamento del Trabajo,

a, agradeceré a la Agencia, Patrono u olra inslitucion a

ico

o al Municipio de
lengo sommetida una

solicilar y que se les

enlreguel informacion relacionada con mis ingresos, Cuentas de Bancos, Seguro Social,

, Bieneslar Pablico,

mi solicilud pueda ser

(IAién la misma le sea

DIR

|

[fit]:CION: PMB 30l 13¢7 PO Rex_ [N
i :

|

oy Diaz /ﬂa,) T 97-I¢
|
\IOMBRE JEFE FAMILIA SEGUROQ SOCIAL
ESPOSO (A) SEGURO-SOCIAL
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Oe71y

“HACIA UN NUEVO COMI ENZ O PARA NAGUABO”
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. ' l';l!ﬂ q’l ‘Iﬂmm 88N ____ Prggram Date Modilled
. [SANTARA LA~ 7) (884492473 ) fvousher T T ) | [ oti2soua |
) 4 ) I I
Agency | | : - ? —
18, Agency Namp [MUNICIPALITY OF NAGUABO X |
I
1b. PHA code D"ﬁﬁu_ﬁj
|
fe. Progra ' [Valicher | v
el Prajeet numibser (Public/indlan Housing Only) 1 . Bl B
' sume [T e
1e.Bullding Munjber (Public/indian Housing Onty) [ |
1Bullding Number (Fublia/indian Housing Only) e
{g.tinit Numiber|[Public/indisn Housing Only) ' I |
2. Action A 4
r—2a. Type of Action i 2
Naw Adm @ Annual Resxamination (O Interim!Reexaminatio () Portsibility Move-in
O Portabliiy . O EndPaticipation (O Other GhangeofUnt ) F Addendum Only
O Annuat lon Bearching () Isauance of Voucher () Explraton of Vouche (O Fist Rent Annuat Update
© Anual HaS | ony O Histerlcal Adjustment O Void
2h. Effective dais (mmiddlyyyy) of action '

. 62/04/2003)
20, Carrection s 11_ Yes [ No
[~ Famlly income comletion [ PHAncome correction

™ Famlly correction {j\on-lnmmej ™ PHAcoreciion (hon-income)

28, Dals [ ddi ) correction transmitted o B i e L

21. Repaymsnt egreement? [~ Yes X No

2p. Bonthly arpgunt of repayment _

2h. Data (rnunfd j) of admisaion to program [ oz2/0ii200

2, Projected ef date of next re-examination 02/01/2004
4 e r——

2|, Projected date (mm/dd/yyyy) of next flat rent reaxamination (public housing only)

o e ]

i programs: Nurmber 04 | B
programe: Number 02 . el
programs: Number 03 .
| programs: Number 04 L
programs: Number 08
' r——‘—‘
r ———
r
i

Page ]
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C Hi;adol Wl;qld 88N __Program iy Date Modifled

O TR o B e N
1. Agency . | = -
.y m,,é,,,,,l ' [MUNICIPALITY OF NAGUABD -
1b. PHA code

=
B
i

W‘:‘“‘ |Vuul;her :

™ i | o]
4d Projoet munibhr (Publicindian Housing Orly) [ Bl
Suffix F J_l

1e.Bullding N : tmdlm_ﬂmlnu Only) |

11.Bullding Number (Public/indlan Houaing Only) i |
| S—
U | ] |
1o.lini2 _ i (Publie/indlan Houslng Only) L N
2. Actioni |
) Naw @ Annual Resxemination () Intarim Reexaminatio () Pohabllity Move-dn

O Portablity o . O endPaticipaton (O Other Change of Unit () FEBAMIW Addendum Only
inslion Searching () lssuance of Voucher (O Expiration of Vouche (O Flat RentAnnusl Update
only O Historical Adjustment () Vold
2b. Effective dats (mm/ddiyyyy) of action 1210112003

] o
24 It J Y {ehack primaty reason) :

™ Femily income cormction [~ PHAIncoma comestion

I"' Famlly corestion (non-income) [ PHA gemectlon (nor-income)

S

[
ent?

[~ Yea [X No
| :

.
N
N
i

. buplq ) of admiselon to program - 10/30/2001
a Pro]ochd1 tive date of next.re-examination . 12/01/2004
#. Projectad {mmiddlyyyy) of hext fat rent reexamination (public tousing only) ’
!LFE!PEJ pant now or In the last year? {~ Yes W No
Zn. 8 rogram{s) .
[ [ Bnharjced Vaucher ™ Wellfare to Work Voucher _| |
2, Othar spadial programs: Numbsr 01 ; E ] | . J
2n. Other spedial programs: Number 02 | e e S =
2n. Other spegin! programe: Number 03 ! X A" NS g i
2n. Other spuglal programe: Number 04 N 2. 1. i —
2n. Other programs: Nurber 08 \
2. Use it d by HUD ) ‘ : e
2q. PHA |_‘__________‘
2r. PHA | T |
28, PHA \
2t PHA Use | r
2u. PHA Usé Oriy | |
) [ .n,
| |
‘ Pagw { . ."'1 !
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o ll-lj Household | 8SN Program Date Modified
[SANTANA] | [58441-2413 | Vouoher i [ oirzerz004 |
8. Ansete .
o, 6g. Colurgn T wm] s8]
#h. Passbook Rate (written as decimal) " 002

{wais, then =erd.

61, Imputed Income: 6f X h ({f 6f I $6000 ar r _;o_w]
£]. Finsi Anwet mu:i-qiﬂﬂfiﬁ or 61

]

7. meoma

-

n;. Family Member Name SANTANA, LILLIAM

7e. Incame sxcluslons 7¢. Intome
(includas income alter Eamed
7d. Dollars  disaliowancs and ISA- Incpme

7h. Source of income par year

Family Member No. (1

Public Housing only) Emiuainn
Centyal ' $672.00 £0.00 $672.00
7g. Coluin Totala | [ w00 | [ $§7200 |
i Talal Ar lig! Income: 0] + 7 | Tnou
| :
' |
|
i
, J
|
|
|
II
|_
|
: |
| |
! |
|
|
!
]
i
| |
|
i |
‘ |
f Page 4 |
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Progeam Dato Modifled
i st s
—] [Soooetion Mowher 7 T " ] [[Tamu008
[ sooo| [ sooo]
0.02
h Passhook Rate as decimal)
8. inputed Assst 8f X 8h (I 6f = $5000 or l__—__’“':'é]
m:ln‘ : Larger ol &g or 6l | $0.00 l
7. Income _
Ts. Family Member Name RIVERA, OMAYRA Family Member No, L
Intoma exclusions 71, Income
nunauduﬁmu " afier Earhed
7d. Dollgre  Wisellowancs and ISA- Mm;"
of Income perysgr  Publio Houalng only) Exclus
Child mpott $1.560.00 $0.00 sn.sﬁp.uo
Omr::;u $10,920.00 $0.00 $10,920.00
- ———r—— C——r———
Gotumn Tok [ so00 | [#i2,480.00 |
iy I 5 .00
71, Totl Amu-L : 8]+ 7g r_s1 2,480
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| MUNICIPIO DE NIGUABO OFICING DE PROGRAMAS FED
SECCIOL B '
NUGUABO, PUERTU IICO 0UTIB

|
e DI +ln‘luﬂ 21-22-Y0-0024
ENMIENDA CORTRITO DE ARRENDAMIENTO |

—*—T-—-I:I Nunicipio de Naguabo enmienda o CONTRATO DL SUDSIDIO enire:-
URSEL.YO- MARCANO . OMAYRA RIVERA |

. de} Arrendador Nowbre del Inguiline . |
: 583L 3-2848 580-04-1101 |
Seguro| Sociz) del Arreudador Seguro Social del Inguiline
URB, MANSIONES DE BAIROA CALLE 2  CALLE GELIS 43 (BAJOS)
CAGUAS, PR NAGUABO PR 00718 |
D del Arrendador _ Direcclén del laguiline

were-atmeia ENHIENUR covmiste ep:

“xx_Etensitn af ooniato de Arvendamients desde o 1K DICIEMBRE DE 2003
imta 1DE DICIEMERE DE 2004 |

A=

Cambio en Composivitn [amiliar al

Translerencia a oira unidad ol

Camblo.en ingresos al

e —————

Tenta Fegaliva al . ] )

] Otros____ i
| r
RENTA TOTAL- : $_400,00
PAETICIPACION TAMILIAR— 196.00
ACIOR AGINCIR MUNICTPAL—— 204,00 |
NTA NESATIVA— $ 0= .

"‘Z”:f oA el g £ -1-‘

OMAYKA RIVERA ESCUDERO

Tnyniline

Nerandador | NO APLICA
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AGREEMENT

the Municipallty of Naguabo, hereinafter called "CWNER"

.and Modern Téchnology Construction doir ¢ business as (an
individual,) of [a partnership,) or (a corporation) hereinafter called
"CONTRACTOR". S :

THIS AGREE.TENTJ made this3rdday of August, 2001 by and between

WITNESSETH: That for and in consideration of the payments and agreements
hereinafter mentioned:

1. | The CONTRACTOR will commence and. complete the construction
of the Reconstruction Fishing Village Naguabo, Puerto Rico.

2| fthe CONTRACTOR will furnish all of the material, supplies, tools,
?%i : Iaquipment. labor and other services r.ecessary for the construction
a

nd complétion of the PROJECT described herein.

3. | [The CONTRACTOR will commence tna work required by the

| |cONTRAGT DOCUMENTS within__ten_(10)¢alendar days after

| the date of the NOTICE TO PROCEED and will complete the same
P within 142 calendar days of the issuance of the NOTICETO
| | PROCEED, unless the period for completion is extended otherwise
|| by the CONTRAGT DOCUMENTS.

4. | | The CONTRACTOR agrees to perform all of the WORK described
in the CONTRACT DOCUMENTS and comply with the terms
thereln for the sum of $.614,000  or as shown in the BID
schedule.

5. |1 The term "CONTRACT DOCUMENTS* means and includes the
' followlng:

i (A) ' Advertisement For BIDS
| (B) Information For BIDDERS
(C) BID

(D) BID BOND

0z @ ' SVIdR0D Hd Id3d STV VL8 L8L XVd OF:0T Vv0/80/S0



(E} Agreement

—~—

(F)  Payment BOND 2

" (@) Performance BOND

(H} NOTICE OF AWARD

(1) NOTICE TO PROGEED

() CHANGE ORDER

(f() General Condltions

%\.) SUPPLEMENTAL GENERAL CONDITIONS

)  DRAWINGS prepared by Herndn Gonzalez Gonzélez
Engineer and dated June, 2001,

(N) SPECIFICATIONS prepared or i3sued by Herndn Gonzalez
Gonzalez, Engineer dated

June, 2001
(@) ADDENDA: - /A

No. - dated __,200
No. dated - 200
No. dated , 200
No. dated : , 200
No. , dated "~ , 200
NoO. dated , 200

'he OWNER will pay to the CONTRACTOR in the manner and at
spch times as set forth in the General Conditions such amounts as
quired by the CONTRACT DOCUMENTS.

Sy S ECEGE STt W T YIS
D

is Agreement shall be binding upon all parties hereto and their
spective heirs, executors, adminlstrators, successors, and
signs.

IN WITNESS HEREOF, the partles hereto have executed, or caused to be -
oxecuted by their duly authorized officials, this Agrel=rnent in C 5 )

Number of Copies
each ofwhich hell be deemed an original on the date first above written.
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/\191 Name Mardh Eupenia Cardona

i (Please type)

nic!’ 1S

(Please Type)

Fe ¢ral Programs Directox
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Robert Baez Gonzalez

Name

Tile  Mayor

CONTRACTOR:

Name tfsé Rafael Herndndez Coldn
(Please Type)

Address P. 0. .Box 7453
San Juan, PR 00916-7453

‘i
a / I
Name ﬂzmv : /
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TO: Mr. Jdsé R. Herndndez

ﬁndaln Technology Consgstruction
P. Q. Box 7453

San Juan, PR 00916-7453

NOTICE TO PROCEED

DATE: pygust 23, 2001
PROJECT: Reconstruction of

Fighing Village (EDA_ funds)

You a:ua hiu_by notified to commence WORK in accordance with the Agreement
doted August 23 , 2001 on ox before seprember & » 2001 »

nndynua}#ti 1o complefe the WORK within
days theredfter. The date of completion of all WORK is ther¢fore january 30 »

2002 .

AccEpTANCE

OF NOTICE

i the above NOTICE TO PROCEED

A
- pr+ By José R. Hernlndes

£z

Title P

ident .

ex
Esployeer

Tdentification

| p60-51-8337
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GOBIERNO MUNICIPAL DE NAGUABO
NAGUABO, PUERTO RICO
CONTRATO:

CONTRATO DE CONSTRUCCION

En Naguabo, Puerto Ricoa 23 de agosto de 200] .

‘I;‘ | COMPARECEN

.J. i —DE LA PRIMERA PARTE: El MUNICIPIO DE NAGUARQ, PUERTO RICO, Seguro
f, i Social Patronal Numero 660-43-3490 represeniando en este acto por su Alcalde, Hon, Robert
A f Baez Gonzilez, quien es mayor de edad, casado y vecino de Naguabo, Puerto Rico. En lo
El | sucesivo denominado como EL MUNICIPLO.

3 |

: —DE LA SEGUNDA PARTE: Modern Technology Construclion, cs representado en este
- acto, por su carécter Presidents, José Rafael Herpandez Colén, una corporacitn con fines de
: lucro, organizada de acuerdo con las leyes d Puerlo Rico e inscrita en el Departaments de
Estado, con el niimero de Registros 89,164 con segurd social patronal mimero 660-51-8337 y
quien es mayor de edad, en lo sucesivo llamado EL CONTRATISTA.

=-~-Manifiestan las partes tener la capacidad legal necesaria para esie otorgamiento y en tal
virtud, libre y voluntaria.

EXPONEN

= =

i ~—=PRIMERO: Que de acuerdo con la facultad que le confiere al MUNICIPIO la Ley
Nimere 8l del 30 de agosto de 1991, conocida como Ley de Municipios Auténomos del Estado
Libre Asociedo de Puetto Rico, ha convenido con EL CONTRATISTA cn formalizar un
Contrato para la construceidn de: Villu Pesquera Segunda Fase a conslruirse en el Bo. Playa
Hyicares de Naguabo..

: :

==-SEGUNDQ: Que la Junta de Subasias en su reunion celebrada el dia 2 de agosto de 2001,
ecordd adjudicerle la Subasta formal Numero 2001-05 s Modern Technology
Construction.

RKE =5 i~

“

~—~=TERCERO: Que para llevar a efeclo la obra, EL MUNICIPIO Y EL CONTRATISTA
formalizan este contralo sujeto a lus siguicnies:

-

CLAUSULAS ¥ CONDICIONES

—UNA: EL CONTRATISTA se compromete a realizar la obra contratada de acuetdo con
los términos, condiciones y especificaciones técnicas y planos de la Subasta formal Numero
2001-05, los cuales se bacen formar parte de este contrato como si tuvieran en éste
reproducidos.

——DOS: EL CONTRATISTA suministraré toda la mano de obra, equipo, malctiales y
servicios para el proyecto antes indicado.

ST . RSwrmassTre

ELe

~==TRES: Por los-trabajos a realizarse EL MUNICIPIO papgard 8]l CONTRATISTA la suma
de seiscientos catorce mil dolarcs ($614,000.00), abonando aquellas sumas de dinero que
lueran cettificadas, las cuales en ningin caso serdn mayor al noveata (90%) del importe lotal &
[pagar por cada factura certificada,

Bl o et &1

~==-CUATRO: EL MUNICIPIO pagard a EL CONTRATISTA la cantidad acordada del
Programa EDA.

b
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——CINCO: EL MUNICIPIO retendrfi un diez por ciento (10%) del importe total indicado en
ls cléusula mimero TRES de este contraio para garantizat e fiel cumplimiento del mismo.
Eoa cantidad retenida se devolverd después quc EL MUNICIPIO compruebe fueta de toda
duda y razonabilidad que los trabajos se efectuaron de acuerdo cont los términos, condiciones
y especificaciones técnices y planos estableeidos en la Subasta formal Namero 2001-05 y EL
CONTRATISTA oftezea evidencia de quc ho tiene pendiente ningupa obligacién legal
derivada de 1a ejecucion de la obra. El Inpeniero certificado contratado pot EL MUNICIPTO
serd responsable de certificar la buena condicidn de la obra coostruida y aceptar finalmenle el
proyceto, sipuiendo las mejores normas y procedimientos dc consiruccion para le cveniual
devolucion del importe retenido.

|
—8EIS: Un vez se firme este Conlrato, se pondré fecha pam una reunion pre-constuceion
yen la misma se detcrminard la fecha de comienzo dc la obra.-

—SIETE: Una vez EL CONTRATISTA oltczca evidencia de que ha cumplido con todas
las obligaciones a las que se compromcele relacionadas con la gjecucién de la obm y el
Ingeniero del Proycclo acepie a nombre de EL MUNICIPIO lu misma, se Je pagard a aquecl ¢l
dinero retenido en un término ne mayur de treinta (30) dias laborubles.

—-OCHO: EL CONTRATISTA daré comienzo a los trabajos aqui contralados en la fecha
que EL MUNICIPIO dé la orden de comienzo de las labores y debera terminar y entregar [a
obra en un perfodo de ciento cincuenta (150) éias CALENDARIOS.

—NUEVE: Del CONTRATISTA no terminat y entregar los trabajos aqui contratados en el
térming antes convenido, dsle serd responsable y pagard 8 EL MUNICIFIO [a suma de
quinienios délares ($500) por cada dla de retraso en la terminacion y entregu del proyecto que
le certifiquen a menos que el Alcaldc apruebe por escrito dicho retraso justificado o haya un
“Bubstantial Completion™ del proyecto.

——DIEZ: BEL CONTRATISTA se obliga a obsetvar y cumplir con todas las Leyes y
Reglamenios vigentes con le jurisdiceién Fecderal, Estatal 0 Munieipal que sean aplicables a
este Contrato; incluyendo todo tipo de scgwro, tanto de responsabilidad civil por cualquier
dafio que pudieran ocasionar €l o sus emplendos y cualguier otru seguso o fanza que sc lc
requiera o sea necesario conforme a Ley o Reglamento aplicable.

~=~0ONCE: EL CONTRATISTA se compromete a instalar sefiales o avisos necesarios que
indiquen la obra en construccion y a todss las medidas necesarias para evitar cualquier tipo de
accidente. Asimismo, EL. CONTRATISTA protegera las tuberias, cables y otras utilidades
existentes de posibles dafios y en caso de rotum repararé los mismos sin cosio adicional para
EL MUNICIPIO. Bajo ningln conceplo EL CONTRATISTA cerrara calle alguna. Si fuere
Departamento de Obras Publicas y con la Pelicla Municipal, con tiempo suficicnte anles de
comenzar |a obra para tomar las medidas necesarias.

~=[JOCE: EL CONTRATISTA seré responsable de dejar el drea de trabajo limpia y de
restituir las condiciones generales del 4rea a sy estado 6piimo.

—-TRECE: EL CONTRATISTA se obliga a no asignar, transferir, contratar o subcontratar
la presente obra de cste Contrato sin el previo consentimiento esctito de EL MUNICIPIO.—-—

Deberd proveer los siguientes docuraentos para validar este Contrato:

I) Cestificacién negativa del CRIM

2) Péliza del Fondo del Seguro del Estado

3) Responsabilidad Miblica

4) Certificacidn de Hacienda

5) Bid Bond

6) Performance Bond

7) Certificacion del Fondo del Seguro del Estado
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——CATORCE: EL CONTRATISTA accplard drdencs de cambio ya sean éstas aditivas o
deductivas, tanto cn 1as parlidas a licitar y/u cira partida sdicional necesaria pata completar cl
alcance del proyecto, de ser requerido por cl Municipio.

~—QUINCE: EL CONTRATISTA serd responsable de obtener, todo permiso, livencia,
autorizacion que sea tecesatio para la realizacion de la obra.

~---DIECISEIS;: BL CONTRATISTA cerlifica y garanliza que ha radicado sus Planillas de
Contribuci6n sobre Ingresos pata los cinco (5) afios contributivos previos al afio en que se
formaliza este Conlralo, Certifica, ademis, (ue al presentc ho liene deudas por concepto dc
Conlribucién Sobre Ingresos ni por ningin otro tipo de conlribucién, conforme se define
dicho concepto en el Boletin Adminisirativo Numero OE-1991-24, emitido por el Gobernador
de Puerto Rico el I8 de junio del 1991. También, se rcconoce que esta certificacion es una
condicién esencial para el Contrato y dc ¢sta no ser correcla en todo o en patte serd causa
suficiente para quc EL. MUNICIPIO pueda dejar sin efecto el mismo y EL CONTRATISTA
tendré que reintegrar EL MUNICIPIO toda suma dc dinero recibida bajo este Contrato.-———

~-~DIECISIETE: Manifiesta EJ. CONTRATISTA que no ticne litigios en proccso conta
alguna instrumentalidad gubernamental o0 municipal.

~=-DIECIOCHO: EL CONTRATISTA cettifica que ningiin [uncionario o empleado de este
Municipio o algin miembro de su unidad familiar tiene, directa o indireclamente, interés
econdmico relacionado con este Contralo. Igualmente certifica que ningiin funcionario o
empleado tiene algiin interés en la ganancias » beneficios producto de este Contrato, conforme
a lo dispuesto en el Articulo 3.3. D y 2 de la Ley de Etica Gubemnarmental.

~—DIECINUEVE: Certifica EL CONTRATISTA que no tiene olro contraio vigenle con
alguna agencia de Gobicmo u otro Municipio quec conflija con este Conlralo.—=semrve——

~--VEINTE: EL CONTRATISTA certificu que no recibe pago adicional o compensacién
extreordineria de otto organismo gubernamental que esté en conflicto con este Contrato.

-—VEINTIUNO: EL CONTRATISTA releva a EL MUNICIPIO dc todo tipo de
responsabilidad por accidentes como consecucncia de cualquict accién de EL
CONTRATISTA o sus emplcados en la cjecuciéon de la obra aqul
contratads,

—~—VEINTIDOS: EL CONTRATISTA se compromcle y fesponsabiliza & conservar
informes, facluras u, otros documentos relacionados con el servicio contralado para ser
examinados o copiados por la Oficina del Contralor de Pucrio Rico en sus intervenciones.
Dichos documentos lo conservari por un perlodo no menor de seis (6) afios o hasta que se
efectiie una intervencién por la Oficina del Contralor de Puerto Rico, lo que ocurra
primeyo.

~—-VEINTITRES:” EL MUNICIPIO podré resolver o dar por lerminado el presente contrato
en cualquier momento antes de su {erminacion previa notificacién escriia al efecto con quince
(I5) dias de anticipacién a la fccha en que se prelende resolver, disponiéndose que EL
MUNICIPIO podrd ejercitar dicho derecho a su entera voluntad siempre que medie
incumplimiento de Contrato alguno por parte de EL CONTRATISTA, y serd por justa causa.
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——TAL ES EL CONTRATO qur:. por el presente documento [urmalizan las paries
suscribientes que asl lo hacen conslar por medio de sus firmas en la Gitima pdgina de esic
Contrato y sus iniciales en cada una de Ins paginas del mismo.

Ddumﬂuuabo.hoy,gﬁwa‘;m dfwﬁf .

CL CON’[T@LMZ
)pw fus Hemindez Coldn
-51- 833 7
Muaicipio de Naguaho 0 Box 7453
Naguabo, Puerio Rico 00718 Sean Juan, Puerto Rico 00916-7453
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