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ke MENDOZA & RAMOS

Contadores Publicos Autorizados, C.S.P.

P.O. Box 35 » Guayvama, Puerto Rico 00783 + Telefax 787-864-9271

INDEPENDENT AUDITORS' REPORT

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

Naguabo, Puerto Rico

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Municipality of Naguabo, Puerto Rico
(Municipality), as of and for the year ended June 30, 2004, which collectively comprise the
Municipality’s basic financial statements as listed in the table of contents. These financial statements are

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Municipality, as of Juhe 30, 2004, and the respective changes in financial

position, where applicable, thereof for the fiscal year then ended in conformity with accounting principles
generally accepted in the United States of America.

The accompanying management’s discussion and analysis and budgetary comparison information on
pages 3 through 1 are not a required part of the basic financial statements but are supplementary
information required by the Governmental Accounting Standards Board. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of

measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.
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INDEPENDENT AUDITORS® REPORT
Page 2

As described in Notes 20 and 39, during the fiscal year 2002-2003, the Municipality has implemented a
new financial reporting model, as required by GASB Statement No. 34. Basic Financial Statementis-and
Management s Discussion and Analvsis-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 Statenent Note Disclosures, and

GASB Interpretation No. 6, Recognition and Measurement of Certain Liabilities and Expenditures in
Governmental Fund Financial Statements as of July 1, 2002.

In accordance with Government Auditing Standards, we have also issued a report dated November 24,
2004 on our consideration of the Municipality’s internal control structure over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grants, That report is an

integral part of an audit performed in accordance with Government Auditing Standards and should be
read in conjunction with this report in considering the results of our audit.

The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional
analysis as required by U.S, Office of Management and Budget Circular A-133, Adudits 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.

CERTIFIED PUBLIC ACCOUNTANTS, C.S.P.

Guayama, Puerto Rico
January 27, 2005 i

Stamp number 2026977 was
nffixed to the original of this
report




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY -OF NAGUABO
NAGUABO, PUERTO RICO

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

The management of Municipality of Naguabo, Puerto Rico (Municipality) offers this narrative overview
and analysis of the financial activities of the Municipality for the fiscal year ended June 30, 2004, The
new reporting model required by Governmental Accounting Standards Board Statement No. 34 was
implemented during fiscal 2003. The financial statements associated with it are described in the following
narrative as well as in the Notes to Financial Statements.

The Management’s Discussion and Analysis (MD&A) is designed to focus on the current year activities,
resulting changes and currently known facts, and much of the information is comparable to prior year. We

encourage readers to consider this information with the Municipality’s basic financial statements that
follow.

FINANCIAL HIGHLIGHTS
The following are key financial highlights for the fiscal year:

%+ The net assets of the Municipality exceeded its liabilities at June 30, 2004 by $15.6 million
and at June 30, 2003 by $8.3 million.

% The Municipality’s total net assets increased by S? .3 million during 2004 and $623 thousand
during 2003.

% As of June 30, 2004, the Municipality’s governmental funds reported combined ending
deficit fund balances of $1.1 million, a decrease of $40 thousand from the prior year.

% At June 30, 2004, unreserved (deficit) fund balance for the General Fund was $2.7 million.
The Municipality’s total bonded debt increased by; $729 thousand during the fiscal year by
new issuance of $865 thousand for operational purposes.

% The Municipality’s capital assets inventory was finished and net adjustment of $7.0 million

during this year’s operations including infrastructure capital assets mventory of $4.4 million.

Capital assets as of June 30 2004 are $21.5 million.

The investment in capital assets for this year is $19.0 million.

% Loans principal payments were $136 thousand and $350 thousand in 2004 and 2003,
respectively.

-

*
*

-

e

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

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



COMMONWEALTH OF PUER 'O RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

Government-wide Statements (Reporting the Municipality as Whole)

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

regardless of when cash is received or paid. The government-wide financial statements include two
statements:

The Statement of Net Assets (page 12) presents all the Municipality’s assets and liabilities, with the
difference between the two reported as “net assets”, Over time, increases and decreases in net assets
is an indicator of whether the Municipality’s financial position is improving or deteriorating.

The Statement of Activities (page 13) presents information showing how the Municipality’s net assets
change during the most recent fiscal year. All the changes in net assets are reported as soon as the
underlying events giving rise to the change occur, regardless of the timing of related cash flows.

Therefore, revenues and expenses are reported in this statement for some items that will only result in
cash flows in future fiscal periods.

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

Traditional users of governmental financial statements will find the Fund Financial Statements
presentation more familiar. The focus is on Major Funds, rather than (the previous financial reporting
model’s) fund types. The Major Fund presentation is presented on a sources and uses of liquid resources
basis. This is the manner in which the financial plan (the budget) is typically developed. The fund
financial statements begin on page 14 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.

L

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

demonstration of sources and uses and/or budgeting compliance associated therewith (beginning on page
14).



COMNVMONWEALTH OF PUEKI'O-RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO'RICO

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

Figure A-1
Required Component of
Municipality of Naguabo Annual Financial Report

e
Managemenl's Basic Required
Discussion Financial Supplementary
And Statements Information
Analysis
S PR T R AR RS e S R '
. :
/'_ ]
Notesto the
Government- Fund Basic
Wide Financial Financial
Financial Stalements Slalements
Stalemenls

Summary <——————>— Deal

The Municipality’s basic services are reported in the government fund financial statements. The government
funds are reported using an accounfing method called modified accrual accounting, which measures cash and
aii other financial assets that can readily be convérted into cash, Governmental funds are used to account for
essentially the same functions reported as governmental activities in the government-wide financial
statements. However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as on balances of
spendable resources available at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements. Because the focus of governmental funds is narower than
that of the government-wide financial statements, it is useful to compare the information presented for
governmental funds with similar information presented for governmental activities in the government-wide

financial statements. By doing so, readers may better understand the long-term impact of the government’s
near-term financing decisions.

Notes to the Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements,

Other Information

In addition to the basic financial statements and accompanying notes, this report also presents certain required
supplementary information containing budget to actual comparisons for the general

5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Governmental Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. In
the case of the Municipality, assets exceeded liabilities by $15.6 million as of June 30, 2004 versus $8.3

million as of June 30, 2003. Our analysis below focuses on the net assets (Table 1) and changes in net assets
of the Municipality’s governmental activities.

—
.

Stateme:la Ell'eNlet Assets The e lal:gest portion o  the
As of June:30, ' Municipality’s net assets reflects its
2004 2003 investment in capital assets (e.g. land,
Current and non-current assets $ 4,386,964 $ 4,037,357 buildings, machinery and equipment)
Capital 6S881S ..coxvnivmmasavissiniisnis 21,496,284 14,098,690 | less any related debt used to acquire
Tolal Assets cusmsiimnmimin 25,883,248 18,136,047 | those assets still outstanding. These
Current liabilities ......osvvrerivnnns 2,654,356 1,721,167 | capital assets are used to provide
Deferred revenues.........ccocoeniereenses 469,100 556,945 | services to citizens; consequently these
Long-term liabilities.......cccoervervannee 7,110,782 7,514,119 | assets are not available for future
Total Liabilities...ceeessseses 10,234,238 9,792,231 spending. It should also be noted that
Ner Aszele: the resources required to repay the
Investment in capital assets 19,064,284 11,940,690 | related debt must be provided from
RESHEACLE  ceoisissrsrnssssorsescanssrmsnrsns 4,260,856 3,391,055 | other sources, since the capital assets
Unrestricted (Deficit)....ccvvevinn (1.676,130) (6.987.929) | themselves cannot be used to liquidate
Total Net ASSets....ccrvvesesrannens $15,649,010 $ 8343816 | these liabilities.

An additional portion of the Municipality’s net assets represents resources that are subject to external
restrictions on how they may be used. The remaining balance of unrestricted net assets may be used to meet
the Municipality’s ongoing obligations to citizeus and creditors. '

Total Net Assets of the Municipality’s governmental activities were $15.6 million. Unrestricted (Deficit) Net
Assets, the part of net assets that can be used to finance day-to-day operations without constraints established
by debt covenants, enabling legislation or other legal requirements was approximately $7.7 million at June 30,

2004.
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MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

Governmental Activities

Governmental activities increased the Municipality’s net assets by $8.3 million. Key elements of this increase
are as follows: the Municipality’s governmental activities had net expenses of $10.8 million. However, these
services are intended to be primarily funded by taxes, as opposed to charges for services and grants, and those

[———==v]

s §

Tl
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taxes and other general
revenues did exceed net | Table2
expenses by $7.3 million, Changes in Net Assets
including donated capital For Fiscal Years Ending June 30,
assets of $6.6 million.
2004 2003
The cost of all governmental Revenues:
activities this year was $50.5 Rrogram Revepues;
iy ; Operating Grants and Contributions  § 3,351,381 $ 3,908,256
million. Table 2 presents the Capital Grants and Contributions.... 72,162 643,198
cost of each of the Geneen Tavenues:
Municipality’s largest Property TaXes ... 2,235,583 1,837,318
programs. A visual Volume of Business Taxes.............. 718,902 667,204
description are presented in Construction Taxes ......c...ccoveueeeene 411,000 387,432
Graphs 1 and 2) Intergovernmental ..........c.cocnviiiines 11,011,266 4,429,130
Other General Revenes ................ 358,723 238.084
Total revenues............cocivicriiinns 18,159.017 12,108,628
Expenses:
General Administration.........oveves 4,458,200 5,389,900
Public Safety.;. 449,393 411,172
PUblie WOrks.... s 981,744 845,910
Health and Sanitation ...........c.ccoceenns 1,428,620 980,605
Culture and Recreation............ceevees 164,893 184,623
Human Services and Welfare. ...... . 1,989,100 1,763,421
Urban Development .........ccvarnninns 997,084 1,751,070
Capital OULIY ......cccovrevirirmssinirrainns 173,359 -
IRterest Costs, i v wsmmstmsntonsrstiosssrivsis 211430 148,477
Total eXPenses.........ourcreiseerarnes 10,853,823 11,485,208
Changes in net assets .....cviisanesninn 7,305,194 623,420
Net assets — beginning, as Restated* .. 8343816 14,753,648
Net assets — ending......... R RN $15,649,010 §15.377,068
Prior Period Adjustment to capital assets is $7.1 million and $84 thousand for long-
term debts.



i

i

T

— ==

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

GRAPH 1

Municipallty of Naguabo, Puerto Rico
2004 Expenses By Functions
{In Milllon of $)

o

@ General Adminisirallen

B Public Safety

O Public Work

O Health and Sanllation

B Culture and Recraation

B Human Services and Welfare
H Urban Developmeant
D Caplial Qutley
B Interest cn Dabls

GRAPH 2

{In Million of §)

Municipality of Naguabo, Puerto Rico
..+ Revenues by Category

2004
m 2003
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS

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

Governmental Funds

The focus of the Municipality’s governmental funds is to provide information on near-term inflows, outflows,
and balances of spendable resources. Such information is useful in assessing the Municipality's financing
requirements. In particular, unreserved fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of its fiscal year. At June 30, 2004, the Municipality’s

governmental funds reported combined ending fund balances (deficit) of (§1.1) million, an increase of ($725)
thousand from the prior year.

Approximately ($3.1) million constitutes unreserved (deficit) fund balance. The remainder of the balance is
reserved to indicate that it is not available for new spending because it has already been committed (1) to

liquidate prior year obligations ($.3 million), (2) to pay debt service (§.6 million), or (3) for other restricted
purposes (§1.1 million).

The general fund is the chief operating fund of the Municipality. At June 30, 2004, unreserved (deficit) fund
balance of the general fund was ($2.8) million and total fund balance was (§1.1) million. As a measure of the

general fund’s liquidity, the total fund balance represents 32 percent of total general fund expenditures and
transfers out.

LT

BUDGETARY HIGHLIGHTS

Budget and actual comparison schedules are provided in the Basic Financial Statements for the General Fund.
The Budgetary Comparison Schedule of the Genera! Fund shows the original- adopted budgets, the final

revised budpget, actual results, and variance between the final budget and actual results for the general and
major special revenue funds (see Graph 3).

@
After the original budget is approved, it may be revised for a variety of reasons such as unforeseen

circumstances and other unanticipated revenues. Differences between the original 2004 budget and the final
amended budget for the General Fund were relatively minor and can be summarized as follows:

ol

v Revenues primarily decreased from collections of intergovernmental revenues, which resulted in a
deficiency of $220,000; and licenses and permits by $66,000; but other miscellaneous revenues

increase by $115,000. As a result, the Municipality culminated its year end operations with a
$165,000 deficit in Municipal collections during the year.

% Expenditures increase in some functions, principally for solid waste, resulting in an excess of
$597,000.

» The original budget was amended to increase and decrease appropriation for expenditures.
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State Government, for the construction of the | construction in PrOGIESS.....c.vcve 24

buildings, new vehicles and purchases of BUIIGINGS 1vvevvvesr e 6.8

machinery and equipment, necessary to provides | |nrastricture : 41

. services to our citizens. Table 3 present the major | potor Vehiles....................... [
classes of capital assets. Machinery and Equipment .............. 5

Total Capital ASSetS ........cc.cuuvees $215

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

GRAPH 3
Municipality of Naguabo, Puerto Rico '

Budget Comparison
(In Million of §)

10.0 @ ORIGINAL BUDGET
5.0 u FINAL BUDGET
0 ACTUAL REVENUES
e 0 EXPENDITURES
5.0 u DEFICIT
JUNE 2004  JUNE 2003
CAPITAL ASSET AND DEBT ISTRATION

Capital Assets

i
The Municipality’s investment in capital assets for its governmental type activities as of June 30, 2004
amounted to $21.5 million (net of accumulated depreciation). This investment in capital assets includes land,

buildings, improvements, machinery and equipment, parks, roads, and bridges. The total increase in the
Municipality’s investment in capital assets for the current fiscal year was §7.4 million.

Major capital asset events during the fiscal year
included the inventory of infrastjucture for the
amount of $4.2 miilion (fet of ‘depreciation) and
other capital assets for $17.3 million (net of
depreciation). Additions during the fiscal year wasg
principally for donation of capital assets from

1 - Tabled3 .
Municipality of Naguaho's Capltal Assets
(Net of depreciation, In Million)
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COMMONWEALTH OF PUERTORICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

Long-Term Debts

At June 30, 2004 the Municipality had total of $7.1 million in general obligations and others outstanding debts,

as shown in Table 4. Of this amount, $5.0 million comprises debt backed by the full faith and credit of the
government and $2.1 million is other obligations.

The Municipality is required to limit the amount of

general obligation debt to 10% of the total assessment

Table'4 of property located within the Municipality in order for

Municipality of Naguab? s Long-Term Debts the bonds to be repaid with the proceeds of property
(In Million) taxes restricted for debt services, Other obligations

: include accrued vacation and sick leave, and advance

Gene.ral Obligations .....vsvvssvvr $2.9 property taxes. More detailed information about the
Special NOteS....o..ccvvsuvsssimsine 2.4 Municipality’s long-term liabilities is presented in the
OIS .vvvscvsvssesssssrssnsssssnn —21 | notes to the financial statements. The Municipality
Total Capital ASSEtS .........ccceoen.es $7.1 | continues to meet its financial needs through prudent
use of its revenues and creative debt financing

programs,
ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

Local, national and international economic factors influence the Municipality’s revenues. Positive economic
growth is correlated with increased revenues from property taxes, volume of business taxes, charges for
services, as well as state and federal grants. Economic growth in the local economy may be measured by a

variety of indicators such as employment growth, unemployment, new construction, assessed valuation, and
other revenues.

Al of these factore vere-considered ir preparing the Municipality's budget for the 2005 fiscal year, Some cost
reductions helped fund improvements of existing facilities, public safety and works, economic development
initiatives and human service improvements.

»

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality’s finances for all those with
an interest in the government’s finances. Questions concerning any of the information provided in this report
or requests for additional information contact the Municipality’s Finance Department at (787) 874-3840.

- - i



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

STATEMENT OF NET ASSETS

JUNE 30, 2004

GOVERNMENTAL
ACTIVITIES
ASSETS:
Cash and IVESEMERES cianiumasmmunns i R $ 404,578
T 3T | R eI o SN AL o] Sy B, o TP R 975,585
Receivables (net):
PrODEItY T aReS i bt iR Ao is e s ISR AR SRR S e ASAR e SRR A EN SR T 46,223
[T TV R S W e P S v, L | T e w s | SRS B B e 2,360,019
OIS s e R B R s T T e e T b v i 600,559
Capital Assets (Note 6):
Land, Improvements, and Construction in PrOBress .......cocvuimeruecneissiesamsesessssessessessssssssisnns 9,494,846
Otlrer Caphtal Asiuts: INOLOE DIBPEBCIRUIONT | covcicoinurasassatsmsimssanissiissssersssbnasiramssnss fasavpiesns 12.001.438
U oo 0T 5 I T L e R o R SR DR SO P (Pl e VIRtV IOt e Au e o M 21,496,284
TOTAL ASSETS. ...... 25,883,248
LIABILITIES:
Accounts Payable and Accrued EXPenises .. ..isuismmsmsnmiasinisaissinmiis 2,468,955
ACEIEtl THLEIREE v i s s s s e R e A s T A G 40,806
15 ET T 1 SRR sty SIS N NN e e SRS G U SO L MO, o o TR 144,595
DR B RV EAIIC o it it s R s e S A R AP S T L S T A SR LR 469,100
Long-Term Liabilities (Note 7): 1 e R = >
Due within One Year........ccoucu.e.. ot o e s e e W 1,559,835
Duein Moré than QRS Y Bk o b i i e i s BT sy 5,550,947
Total Liabilities 10,234,238
NET ASSETS
Invested.in Capital Assets; Netof Related Debt....uinasiimisinsssissistneimsin 19,064,284
Restricted for:
Capital PROIRELS. ittt iviadats s risisserieins ol sl sttt i ooty 268,317
D SRV ICE asiinrsunssavsuinsid thma b nsvs s s oo Taa R s S e TR R T i e N B TR S S T SV S AN 857,587
Community DevelonniEnt PIOIBCIS,. ..ot mmibiiiierrbsissimasriionhrossssssmrisisdinnent ot atiosh 1,960,969
ORBEr PUDOSES cyucsassucsussviiannssensisniosessnsivassenns sossussiassviasiazio s eesissssieshposs soas IR CEAFHE GRS OIS 1,173,983
Llarestricted (DBICHY : aumsis ot it s i s i s s e s s e e 7.676,130)
TOTALNET ASBETS ussiiciticivioi i et st s st s e s uviaissy $15,649,010

See accompanying Noies to Basic Financial Statements.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

PROGRAM REVENUES
OPERATING CAPITAL NET [E)‘.PEHS‘E}
CHARGES FOR GRANTS AND GRANTS AND REVENUE
FUNCTIONS/PROGRAMS EXPENSES SERVICES CONTRIBUTIONS CONTRIBUTIONS  (SEE NEXT PAGE)
Governmental Activities:
Mayor and Municipal Legislature ....... $ 785,208 § -3 -3 -(§ 785,208)
General Government.......coceeiveiimrransies 3,672,992 - - 479,358 - (3,193,634)
POBHC BATEIN 5 reesiivareinmsssoniivieiinss 449,393 - 16,438 - (432,955)
PRI W O o smims s e 081,744 - 240,886 - (740,858)
Culture and Recreation .......ccocerersrnnnnes 164,893 - - - (164,893)
Health and Sanitation............ceevveninenn 1,428,620 - 3,457 - (1,425,163)
Human Services and Welfare............... 1,989,100 - 1,140,294 - (848,806)
Lisban DYV GRMBIt . cusmisuaasbmmiiis 097,084 - 1,470,948 72,162 546,026
Capital Ouflay.unussmnsnnmamsms 173,359 - - - (173,359)
Interest on Long-Term Debt................. 211,430 - - - (211.430)
Total Governmental Activities......., $10,853,823 % £ 3351381 § 72,162 _ (7,430,280)
General Revenues:
Taxes:
Property Taxes, lévied for General Purposes.............. 1,738,118
Property Taxes, levied for Debt Service............cooeun 497,465
Volume of Business TaXes ......cc.vevveverveerinnnsieesineessnanns 718,902
p . ConStruction TAX,, .. s Savress g sy . 411,000 .
= I CROVEIMEBRIR s i i s i s pssd 11,011,266
REAL ettt it vor e e oy s el i 99,012
Miscellageous..c.ciinanimmnssuaiimmminaims 259,711
Total General ReVenUeSs......ccovvveeisrinmmismresnisnisssieisnees 14,735,474
CHANGE IN NET ASSETS....ccoonnmninennnmemsassressans 7,305,194

See accompanying Noles to Basic Financial Statements.

Net Assets — Beginning of Year, as Restate (Note 14)., _ 8343816

NET ASSETS - ENDING OF YEAR $15,649,010
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Accounts Payable ..o vinaaiimnaismiimatiagdiss s
Accrued Interest ........
» EETT O g g |1 el o Y OO RS = M e e
H Due to Governmental Unfts.......cccceiinvieniemisininsseionienesesssserans
Diuie to Other FOnS ...cviiisiiisinnieiiveiainmiin s

. Deferred Revenues:
1 Voltmne of BuSiness TAX . aimaisiiiairmisin G rsstsasist s
BT T T e T WG e NI TR
Federal Grants ........ccoovvereenssenrsssensisens

| Tt LiBbilIties ..comsrvsvsscssssrsrn
Fund Balances:
Reserve For: !
ENCUMBLANCES icinirmimmsiseimaiiaiests ittt ia s an sssms srsss idssins
| 8]1 LA N T SN S sy cotie e e b st WO A
L6111 DN oo™ P T R,
Unreserved ABeficit) isasmmminmsimebmaimmntiai i
= Total Fund Balances (DefiCit) ......cccoviviiminnensiiessisissnssesisasnns

| TOTAL LIABILITIES AND FUND BALANCES

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO
BALANCE SHEET - GOVERNMENTAL FUNDS
JUNE 30, 2004
| OTHER TorAL
DEBT SERVICE CDBG GOVERNMENTAL GOVERNMENTAL
-,l GENERAL Funp FUND Funps FUNDS
L ASSETS
Cash and Investments (Note 1)..ccccciivivcinnininnne. 3 120,991 5 - § 99374 8§ 184,213 § 404,578
Cash With FiScal ABBNL....coiesimsimnisassiisinditisoieit Fsssissnsid 1,839 899,530 - 74216 975,585
Receivables:
D5, g L S Sl S oo B i Lo 46,223 - - - 46,223
7 Federal Grants icimiiaiimmmmsmmnnisaiimimshms g ! - - 1,942,109 417910 2,360,019
Due from Other FUNAS.......ocviiiiinaneiinsimmisieasinaesnses s 255,579 - - 812,024 1,067,603
L s e D L ) Y SR U 469,393 - - 131,166 600,559
n AL LV Rt iy S 7e o H Py e P 894,025 899.530 _ 2.041.483 1.619.529 5,454,567
- LIABILITIES AND FUND BALANCES
?-‘ Liabilities:

295.000 50,700 134,312
40,806 - -

1,778,227
40,806
144,595

- 085,728
224,628 1,067,603

1,298,215
(S .
144,595
985,728
812,024

1,137 29,814

382,494 - - - 382,494
46,223 - - - 46,223
- 1,885,972 241,574 2.127.546

3,669,279 336,943 1,966,486 600,514 _6,573.222

315,930

- -

- 315,930
562,587 - - 562,587

1,839 - 74,997 1,019,015 1,095,851
(3.093.023) = - - _(3,093,023)

(2.775.254) 562,587 74,997 (1.118,655)

1,019,015

See accompanying Notes to Basic Financial Statements.

§ 894025 § 899530 $2.041483 § 1619529 § 5454.567
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

JUNE 30, 2004
Total Fund Balances — Governmental Funds (Page 14)...ccumeseismmmrmmssssierassasans ($ 1,118,655)
Amounts reported for Governmental Activities in the Statement of Net Assets (Page 12)
are different because:
Capital Assets used in governmental activities are not financial resources and therefore are
not reported in the funds. In the current period, these amounts are:
Non Depreciable Capital ASSELS.......uoussuererisnsessrnrasssssssonsrasnronsasssass $ 9,494,846
Depreciable Capital ASSEUs......nusmisnsiisssssismiiossnsiaionios 13,523,157
Accumulated DepreCiglion.....umeissmisssimmsmurmsisssion. o {19 21.719)
IO ROl ARIR 1. i stbontiomsnstfirpsmehobetes ashnimtorasiuh iins 21,496,284
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 expenditurts and therefore are deferred in
the funds:
CRIMECENS G ciirainstinossmsmis i o iais el niaviressibinisssiasiassisss 154,968
BBOIP. i iiiniisssnisvmmsimsronsitis s s gresssss 1,885,972
Municipal Revenue Collection Center ........cuvivmmminviminisesesennns 46,223
Total Deferrec! R BV RIS s ccnvuesn sss st Ees oA P ap BT SR PR SRS 2,087,163
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 ... (4,677,000)
Compensated ADSENCES:......ccivwusasiinsssisssisesrsnssisivssin (1,061,975)
g [T T T T T N et e SO NS et Sl S (49,000)
Othee Long-Term Debts .....cusinammmsammasnisssasasiainmiins L0080 1)
Taal Long-Term Liabilities ..o (6.815,782)
Total Net Assets of Governmental Activities (Page 12) $15,649,010

See accompanying Notes to Basic Financinl Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO

NAGUABO, PUERTO RICO

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

GOVERNMENTAL FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

REVENUES

Property Taxes...
Volume of Bus:ness Taxes

Federal AsSiSIBNCES .....cveevverrirererins
It er OV ErEENA. .o ieinorssemimmsiiisns b s beessirran s iiaseanss
Licenses and Permits.........ccceuvrinnes

VBB ANGOMS s iicusinissmiosaivbimiissivenssens Hevsisimsivens davision isbiavsacs

LRl R CVRIUCE:. /oo i necasmmsiin st T it e e R s

EXPENDITURES

Currenl:

Mayor and Municipal LegiSIature.........cccovmnmmmmsinisisinreeniiens
Genera! GOVEMMENE .o il

Public Safety....
Public Works........
Culture and Recrcanon

Health and Sanitation ...cuiiseaiiimisi i misisnisassi
Solid- Weste DISposal s mumsmmtaiimm e b
Human Services and Welfare ...
LT 07T 0 B ST Vo [ A S = S et g S
Capial OUNBY: i, ottt s it i vsisms gl soed it b e S

Deb! Service:
Principal .
Interest and Other Charges

RolA] ERDenIIrES ., el s B
OTHER FINANCING SOURCES (USES)
PrOCEEI O NOTEL . ruiiinsisinstzmives it st rma s pradriver sany sl et

G111 ] b O O SR s S SN Sy oo ¥
Transters =M s e s R i

Total Other Financing Sources and USes.........oareimmmn

Nel Change in Fund Balances...........ccoocovvriniceniieienenssnssinnennes

GENERAL

DEBT SERVICE CDBG

‘FunD FunD

OTHER TotAL

(GOVERNMENTAL  GOVERNMENTAL

Funps FunDs

3 1,738,118 § 497465 § -

718,902

4,395.868
411,000
99,012
259,711

8,122,611

784,029
4,088,299
424,636
776,254
176,091
1,403,907

702,588

39,047

- 675,527

5

- § 2,235,583
- 718,902
1,260,788 1,936,315
1,047,396 5943264
- 411,000
- 99,012
259,711

497,465 675,527

2.308,184 1,603,787

610,477

431,060 -
211,430 -

L}

784,029
322,345 4,410,644
7,635 432,271
384,961 1,161,215
- 176,091
25,311 1,429,218

1,277,070 1,979,628
716,360 1,326,837
134,312 173,359

431,000 -
211.430

865,000

(206,565)

642,430 610,477

2,867.994 12,515,722

170,313 -

865,000
57,052 227365
(20.800) __ (227.363)

658,435

170313 -

36,252 865,000

386,225

25348 65,050

(523,558) (46,935)

Fund Balance (Deficit) — Beginning, as Restated (Note 14)......... (3,161.479) 537.239 9947 1,542,573 _ (1.071,720)

FUND BALANCES (DEFICIT) - ENDING ..... (82.775254) §__S62,587 §___74.997 § 1.019.015 (3 _L11R.655)

- il

See accompanying Notes to Basic Financial Statements.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
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, 2004

Net Change in Fund Balances — Total Governmental Funds (Page 16) vo.viveen

Amounts reported for Governmental Activities in the Statement of Activities (Page 13)
are different because:

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

Urban Development and Capital Outlay .........cccococricinerniccnariinens $ 1,134,215

Denreciation Beponss: ..o aamsaaoni (357.362)
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 correspond to prior year resources are recorded as
rovenue in the Statement O ACHVALIES. c.qusiwivieriniisausisisivesorssd s imarsiss

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,
proceeds received Was.........coevrniiniarininnns P TRRs Wors I GO M St o=

Repayment of long-term principal s expenditure in the governmental funds, but the repayment

reduces Long-Term Liabilities in the Statement of Net Assets. In the current year the
B DA TR I WP . oo T S o i R s S TR RN i

(]

?
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

Compensated Absences

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

Donation of capital assets from outside parties do not provide current financial resources in

Governmental Funds are recognized based on the fair value of the donated property in the
Government-Wide Financial Statement

46,935)

776,853

486,055

(551,566)

(865,000)

971,304

(86.258)

................................................................ 6,620,741

Change in Net Assets of Governmental Activities (Page 13).....cccnnnirinirsiiusnins

—

See accompanying Notes to Basic Financial Statements.

$ 7,305,194



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Naguabo, Puerto Rico (Municipality) was founded in the year 1775, and operates as a
governmental unit of the Commonwealth of Puerto Rico, under the Law Number 81 of August 30, 1991, known as
“Autonomy Municipalities Law of the Commonwealth of Puerto Rico”. The governmental system of the
Municipality is composed of the executive and legislative bodies. The ‘Mayor is the Chief Executive Officer and is
elected every four years in the general elections of the Commonwealth of Puerto Rico. The legislative body consists
of 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 governmental 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
Governmental Accounting Standards Board (GASB). The GASB is the standard-setting body for governmental
accounting and financial reporting. The GASB periodically updates its codification of the existing Governmental
Accounting and Financial Reporting Standards which, along with subsequent GASB pronouncements (Statements
and Interpretations) constitutes GAAP for governmental units.

In June 1999, the GASB issued Statement Number 34, Basic Fmanc:al Statements-and Management’s Discussion

and Analysis-for State and Local Governments. This statement establishes new financial reporting requirements for
state and local governments. The Municipality adopted the provisions of GASBS No. 34 as well as other statements
referred to below as of July |, 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 infformation titled Management's Discussion and Analysis,
which precedes the basic financial statements,

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

No. 6, Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial
Statements.

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

NOTES TO THE FINANCIAL STATEMENTS

A. Financial Reporting Entity

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

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

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 fiscal 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 Activifies) are '
reported using the economic resources measurement focus and the accrual basis of accounting. Revenue is recorded
when earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.
Grant and similar items are recognized as revenue as sobn as all eligibility requirements have been met.

Governmental Fund Financial Statements

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

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

In applying the “susceptible to accrual” concept to intergovernmental revenues (federal grants) pursuant to GASBS
No. 33, Accounting and Financial Reporting for Non Exchange 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 themrecipient.
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COVMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

NOTES TO THE FINANCIAL STATEMENTS

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 available. For the other revenue, moneys are virtually
unrestricted and are generally revocable only for failure to comply with prescribed compliance requirements. These
resources are reflected as revenue at the time of receipt or earlier if the susceptible to accrual criteria is met.

Expenditures are generally recorded when a liability is incurred, as under accrual accounting. Modifications to the
accrual basis of accounting include the following:

* Employee’s vested annual vacation and sick leave is recorded as expenditure when utilized. The amount of

accumulated annual vacation and sick leave unpaid at June 30, 2003, has been reported only in the
government-wide financial statements.

C. Financial Statement Presentation

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

Government-wide Financial Statements

The government-wide financial statements (the Statement of Net Assets and the Statement of Activities) report
information of all the activities of the Municipality. For most part, the effect of interfund activity has been removed
from these government-wide financial statements. Governmental activities, which normally are supported by taxes

and intergovernmental revenues, are reported separately fro business-type activities, which rely to a significant
extent on fees and charges for support. | .
The focus of the Statement of Net Assets is designed to be similar to bottom line results for the Municipality and its
governmental activities. This statement, for the first time, combines and consolidates governmental fund’s current

financial resources (short-term spend able resources) with capital assets and long-term obligations,

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

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

* 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
enabifig legislation.

e 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.

mn
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
. NAGUABO, PUERTO RICO

NOTES TO THE FINANCIAL STATEMENTS

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

The Statement of Activities is focused on both the gross and net costs per functional category, The statement
reduces gross expenses (including depreciation) by related program revenues, operating and capital grants. This is
intended to summarize and simplify the user’s analysis of cost of various governmental services.

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 governmental category. Non-major
funds are summarized into a single column.

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

This is the manner in which these funds are normally budgeted. This presentation deemed most appropriate to (a)
demonstrate legal and covenant compliance, (b) demonstrate the source and use of liquid resources, and (c)
demonstrate how the Municipality’s actual experience conforms to the budgeted fiscal plan.

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

The Municipality reports its financial position (Balance Sheet) and results of operations (Statement of Revenues,
Expenditures and Changes in Fund Balance) in funds, which are considered separate accounting entities. The
aperations of each fund are aceounted for within a-set of self- balancing aceounts. Fund accounting segregates funds
according to their intended purpose and is used to aid management in demonstrating compliance with legal,
financial, and contractual provisions. :

?
The new model as defined in GASBS No. 34 established criteria (percentage of the assets, liabilities, revenues, or
expenditures/expenses of either fund category in the governmental fund) for the determination of major funds. The

non-major funds are combined in a single column in the fund financial statements. The Municipality reports the
following major fund:

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

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

CDBG Fund — This is the fund used to account for all the tramsactions of the State Community
Development Block Grant Program. The primarily objectives of this program is to development of viable
communities by providing decent housing, a suitable living environment and expanded economic
opportunities, principally for persons of low and moderate income.

GASBS No. 34 eliminates the presentation of Account Groups, but provides for these records to be maintained and
incorporates the information into the Governmental column in the government-wide Statement of Net Assets.
21
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
. NAGUABO, PUERTO RICO

NOTES TO THE FINANCIAL STATEMENTS

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

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

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

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

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

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

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

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

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

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

on the budgetary basis to enhance comparability,

The principal differences between the budgetary and”GAAP bases are the following:
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. 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 debts are not included in the budgetary basis.

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

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

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

E. Cash, Cash Equivalent and Investment

J
The Director of Finance of the Municipality is responsible for investing the available resources in certificates of
deposit and other short-term investments. Investments are made from the available combined funds of the
Municipality and, accordingly, it is not practical to disclose certificates of deposit and other short-term investments

. individually by fund in the combined. financial statements. Interest éarned on cértificates of deposit and other short-

term investments are recognized as revenue in the General Fund. Cash in the Special Revenue, Debt Service and
Capital Project Funds are restricted; accordingly, resources available were not used for pool investments.
?

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

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 Governmental Development Bank of Puerto Rico, agency which acts as the
insurer and payer of the Municipality’s bonds and notes issued in accordance with law.

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

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

-
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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 3500 on personal property. For improvements other than buildings, the capital outlay must be greater than
$10,000, extend the estimated useful life for ten years, and be greater than 10% of the original cost of the asset.
Other costs incurred for repairs and maintenance is expensed as incurred.

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

Capital Assets Years
Buildings 50
Improvement Other Than Buildings 50
Infrastructure ¢ 10-50
Vehicles 5
Machinery and Equipment 5-10

I. Compensated Absences ]
The Municipality accrues accumulated unpaid vacation and sick leave and associated employee-related costs when
carned (or estimated to be earned) by the employee, The Municipality’s employees are granted 30 days of vacations
and 18 days of sick leave apnually. Vachtions may be.zccumulated up to a maximum of sixty (60) days and sick
leave up to a maximum of ninety (90) days. In the event of employee resignation, the employee is paid for
accumulated vacation days up to the maximum allowed.

?
Separation from employment prior to use of all or part of the sick leave terminates all rights for compensation,
except for employees with ten years of service who are entitled to sick leave pay up to the maximum allowed. The
Municipality accrued a liability for compensated absences, which meet the following criteria:

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

2. The obligation relates to rights that vest or accumulate,

3. Payment of the compensation is probable.

4. Theamount can be reasonably estimated.
In accordance with the above criteria and requirements as established by GASBS No. 16; the Municipality has
accrued a liability for compensated absences, which has been earned but not taken by Municipality’s employees.

For the government-wide statements, the current portion is the amount estimated to be used in the following year.
For the governmental funds statements, all of the compensated absences are considered long-term and therefore, are

24



—- PRE. —=1]

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
. NAGUABO, PUERTO RICO

NOTES TO THE FINANCIAL STATEMENTS

not a fund liability and represents a reconciling item between the fund level and government-wide presentations
(see Note 7 on page X).

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

BALANCE RETIREMENTS  BALANCE
JuLy 1, NEW AND CURRENT  JUNE 30, CURRENT LONG-TERM
2003 ISSUES MATURATES 2004 PORTION PORTION

§ 975717 % 86258 § -  §$1.061975 § 818042  § 243.933

J. Insurance

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

K. Interfund Transactions

Interfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables and
payables as appropriate and are subject to elimination upon consolidation. Reimbursements occur when one fund
incurs a cost, charges the appropriate benefiting fund and reduces its related cost as a reimbursement. All other
interfund transactions are treated as transfers. Transfers between governmental or proprietary funds are netted as

part of the reconciliation to the government-wide columnar presentat:on The Municipality has the following types
of transactions among funds:

Interfund Transfers — Legally required transfers.that are reported when incurred as-transfers-in by thie -
recipient fund and as transfers-out by the disbursing fund, with receivables and payables presented as
amounts due to and due from other funds. Advances between funds are also presented as amounts due to
and due from other funds. However, these transfers and related amounts receivables and payables are

considered internal balances and activities that have been eliminated in the government-wide financial
statements.

L. Reservations of Fund Balance — Governmental Funds

The governmental fund financial statements present fund balance reserves for those portions of fund balance (1) not
vailable 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, cofrtracts and other commitments
issued for goods and services not received at year-end. 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 schedule.

Debt Service — Represents net assets available to finance future debt service payments.
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Fund Deficit in the General Fund is primarily attributable to decrease in revenues. The deficit is expected to
decrease in the 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 amount

estimated as a contingent liability or liabilities with a fixed or expected due date, which will require future available
financial resources for its payment.

N. Use of Estimates

The preparation of the basic financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the basic financial

statements and the reported revenue and expenses during the reporting period. Actual result could differ from those
estimates.

NOTE 2: CASH, 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 Department of the
Treasury pursuant the applicable laws and regulations. Cash with fiscal agent is maintained in interest bearing
accounts in the Government Development Bank of Puerto Rico and is not collateralized.

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

?

NOTE 3: OTHERS RECEIVABLES

As of June 30, 2004, the amount of $469,393 corresponds to Puerto Rico Electric Power Authority legal case
settlement.
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NOTE 4: INTERFUND TRANSFER AND BALANCES

A. INTERFUND TRANSFERS

Transfers are indicative of funding for capital projects or debt service, and subsidies of various operations.
INTERFUND TRANSFERS WITHIN THE GOVERNMENTAL FUNDS

Sources Transfer To Amount

Purpose
General Fund Debt Services Fund ¥ 170313 Debt payment.
General Fund Other Govern Funds 36,252 Capital projects
Other Gov. Funds- Other Govern Funds-
Special Rev. Capital 20,800 Capital projects
Total 3 227363

B. INTERFUND RECEIVABLE AND PAYABLE BALANCES

Interfund receivables and payables at are summarized as follows:

Interfund Interfund
Receivable Payable Amount
Other Govern Fund General Fund 3 § 812,024
General Fund Other Govern Fund 224,628
General Fund SBGP 29,814
General Fund o - s DebtServies Rundas ot o o G137 0 e Eoaemar
TOTAL $1,067,603

1
?

NOTE 5: DUE TO OTHER GOVERNMENTAL UNITS

As of June 30, 2004 , balance due to other governmental units of the General Fund for services rendered to the
Municipality, consists of the following:

Amount
W BLEE CORIPBEDY osismaniiansnsrasismisstamisssisaisisssnasirnsamaisatsisdondsnsn 5165918
Municipality of Fajardo. ... iisiniiiissitionas husssssnrsissessosass 100,000
Deoartmant Of LRSI .. oot enstlea e 515,637
General Setvice AdMiniStration, . v isiiasagmnssssayis 9,592
Retirement System AdminiStrAtION .....cecessersessosasasseroonisisesssssiviviasisses 177,759
ABEL A ciriimsmisosvanssminssoniss i Gricbesbsisiss sivssssdoromms S __16.822

Total Due to Governmental Units .....ccovomecusversremsssrssasassnsrsarsessassrssnsensas $985,728

27
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NOTE 6: CAPITAL ASSETS

Capital Assets activities for the fiscal year ended is as follows:

DESCRIPTION

Non-Depreciablr. Capital Assets:
Land...
Constructsou in Progr:ss

Total Non-Depreciable Capital Assets......

Depreciable Capital Assets:
Bulldmgs
Infrastructure...

Motor Vchlci:s e
Machinery and Equ:pmcnt

Total Depreciable Capital Assets..............
Less Accumulated Depreciation:

Bu:ldmgs

Infrastructure..,

Motor Veh:cl:s bR A

Machinery and Eqmpmcnl

Total Accumulated Depreciation ..............

Total Depreciable Capital Assets (Net)....

CAPITAL ASSETS, NET ......cooeumnen.

BALANCE BALANCE
JuLy t, 1 JUNE 30,
2003 ADJUSTMENTS  ADDITIONS RETIREMENTS 2004

b3 - § 504467 § 6,620,741 b - $ 7,125,208
- 2.039.955 329,683 - 2,369.638
- 2,544 422 6,950,424 - 9.494 846
21,059,000  (14,187,955) 232,315 - 7,103,360
- 4,406,073 - - 4,406,073
- 967,131 352,039 - 1,319,170
157,396 116,980 220,178 - 694,554
21,216,396 (8.497.771) 804,532 - 13,523,157
- (213,868) (132,929) . (346,797)
- (176,243) (66,091) - (242,334)
- (605,385) (95,419) - (700,804)
- (168.861) ____(62,923) - (231,784)
- (1.164.357) (357,362) - (1,521.719)
J

21,216,396 (9,662,128 _ 447170 ___ - 12,001,438

$21,216,396 (8 7,117,706) § 7.397,5%4 Ly

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

Mayor and Municipal Legislature

General Government
Public Safety
Public Works

AL

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

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

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

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

---------------------------------------------------

1]

AMOUNT

2,389
187,029

= $21.496.284

TR My .
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NOTE 7: GENERAL LONG-TERM DEBTS

A. GENERAL AND SPECIAL OBLIGATIONS

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 Municipality’s
obligations long-term debt retirements are appropriated and paid from resources accumulated in the Debt Service
Fund (See Note 8). The special obligations long-term 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.

General obligations bonds and notes payable as of, are comprised of the following individual issues:

DESCRIPTION AMOUNT

General Obligations Bonds.

$100,000, Series 2002, for construction purposes, payable

in semiannual installments ranging from $15,000 to $25,000,
excluding variable interests from 5.0% to 8.0%, through

July [, 2006 .

........................................................................................................................... § 65,000
$370,000, Series 2002, for construction purposes, payable

in semiannual installments ranging from $15,000 to $45,000,
excluding variable interest from 5.0% to 8.0%, through

T . e Loy o 340,000

$415,000, Series 1991, for construction purposes, payable

. in semiannual.installments ranging from:$15,000 te $50,000, -

excluding variable interest from 4.37% to 6.36%, through

Ty 1 oo 130,000

$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

117070 (L (AR Rt St A M PPN NGS5 AR el 25 s’ 1o e | AP ISR O D s o 160,000

$620,000, Series 1999, for construction purposes, payable

in semiannual installments ranging from $70,000 to $110,000,

excluding variable interest from 5.62% to 6.0%, through

TRIY 14 20D (rnlirsaiiissvssoadiss drneeborindins o ss AUR A oSy oo s Sar e el r B Rh i SR A T s 210,000

$514,000, Series 2000, for construction purposes, payable

in semiannual instaliments ranging from $16,000 to $39,000, e

excluding interest at 4.5%, through July 1, 2005

{Water 2nd, Waste DHSPOSEY).. i veiissmmmsiismis ot st sl e g pescipviies 444,000

$576.,000, Series 2000, for construction purposes, payable

in semiannual installments ranging from $14,000 to $39,000,
excluding interest at 4.5%, through July 1, 2023

an
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(Water and Waste Disposal)

.................................................................................................. 501.000
$200,000, Series 2000, for construction purposes, payable
in semiannual installments ranging from $20,000 to $35,000,
excluding variable interest from 7.08% to 7.5%, through
JO L 2007 oo s R R R R § 100,000
$590,000, Series 2001, for construction purposes, payable
in semiannual installments ranging from $40,000 to $80,000,
excluding interests at 8.0%, through July 1, 20010 ... 455,000
$239,000, Series 2000, payable in annual installments ranging
from 86,000 to $10,000, interests from 4.50%, until year 2014
(W ater-and Waste DISDOBR Y i i i i s aatsa i e e s s e hs s e s ks 227,000
$285,000, Series 2003, payable in annual installments ranging
from $5,000 to $25,000, variable interests from 5.00% to
Pt n BT W T N SO Tue NP 1 SR SO 3 T G R PO 280,000
Total General ObRBAtONR BOTS. . it ido st s masosvsarsi (o 912.000
L
Special Obligations Notes:
$400,000 Note from Lottery Fund, for operational purposes,
payable in annual instaliments ranging from $40,000 to
$80,000, excluding interests at 8.0%, through July I, 2010 .......cvciiniicimniiiiisniiinne, 300,000
$865,000, Special Obligation Bond, payable in annual
installments ranging from 260,000 tc $1 10,000, cxcluding y ' :
anatests at 6%, ol OV K 2013, . ciemsammmsssiainmmmasmsisn sty g i sl ims 805,000
$990,000, Special Obligation Bond, payable in annual ’
installments ranging from $15,000 to $75,000, variable
B ESEs TH o S DS A0 8 FOUE . s cuomviminemvi xhviavionstsmininess nta vy s AT IS P ERN O A Tn Fsa AT 955,000
Total Special Oblipations NOIES. i ki miiaros et s A G _2.060.000
Total 'General and Special ObHEANDAS ...qi.coiuinmismivissrrmiistossigiiobiimsems sasamidossoonsios soisms $4,972,000

The Municipality’s general obligations long-term note retirements are appropriated and paid form resources
accumulated in the debt service fund (see Note 8). The special obligations long-term notes retirements are paid

through retention made by the Municipal Revenue Collection Center from monthly advance of annual property tax
and subsidy sent to the Municipality.

e
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The annual requirements to amortize the general and special obligations outstanding as of are as follows:

YEAR ENDING PRINCIPAL INTEREST TOTAL

JUNE 30, PAYMENT PAYMENT PAYMENT
2005 § 439,000 § 259,500 § 698,500
2006 480,000 262,923 742,923
2007 + 402,000 238,634 640,634
2008 315,000 216,659 531,659
2009 282,000 197,345 479,345
2010-2014 1,325,000 706,412 2,031,412
2015-2019 809,000 388,163 1,197,163
2020-2024 608,000 190,830 798,830
2025-2029 312,000 30,668 342,668
TOTAL $4,972,000 $2,491,134 $7,463,134

B. OTHER LONG-TERM DEBTS

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

BALANCE RETIREMENTS BALANCE
JuLy 1, NEW AND JUNE 30,
DESCRIPTION 2003 ISSUES ADJUSTMENT 2004

Property Tax Advance .............. $ 210,945 h) - $ 17,399 $ 193,546
Property Tax-Treasury ............... 165,442 - 20,681 144,761
Unemployment.........c.cocvnnunmnnene 5 65,266 - 27,194 38,072
Unemployment-Federal Trog ... 47,116 - 23558 23558
Solid Waste Disposal ................. 220,000 - 220,000 -
Water and Sewer Authority........ 148,880 - 148,880 -
Social Security .....ccovvirivriiinncnns 158,068 - 19,800 138,268
Income Tax Withheld................. 471,717 - 58,200 413,517
Income Tax Withheld................. 418,216 - 418,216 -
Claims and Assessments............ 390,121 - 341,121 49,000
P.R. Land Authority....c...cccvuvunns 84,085 - 8,000 76,085
Compensated Absences.............. 975,717 86,258 - 1,061,975

TOTALcnmmnnnaminness:  “RALISEE7E ‘§.U86258. 1303040 $2.1389%82
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C. CHANGES IN GENERAL LONG-TERM DEBTS

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

BALANCE RETIREMENTS BALANCE  AMOUNTS  AMOUNTS

JuLy 1, NEW AND JUNE 30, DUE WITHIN DUE AFTER
DESCRIPTION 2003 ISSUES  ADIUSTMENT 2004 ONE YEAR NEXT YEAR
GENEral .« e-cmissivi $2,953,000 §$ - § 41,000 $2,912,000 $ 339,000 $2,573,000
BOCBIB cisvamaunanaiae 1,290,000 865,000 05,000 2,060,000 100,000 1,960,000
Other Debts.........oee 3,355,573 86,258 1,303,049 2,138,782 1,120.835 _ 1,017,947

TOTAL....... $7,508,573 § 951258 §$1439049 §7,667510 §1559.835 §5,550,947
NOTE 8: 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 Government Development
Bank of the Commonwealth of Puerto Rico from such accumulated funds by the Municipal Revenue Collection
Center of Puerto Rico.

b
NOTE 9: PROPERTY TAXES

The Municipal Revenue Collection Center of the Commonwealth of Puerto Rico is responsible for the assessment
of all real and perscual property tocated vithin thé Municipality and for the levy, admiifistration 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 Municipality, 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 Municipality has reached the maximum
statutory tax rate lirm#t 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 assessed at less than $3,500 on which a complete exemption is granted.
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The Municipal Revenue Collection Center, instead of the property taxpayer, becomes the source of payment in
these cases.

The Municipality grants a complete exemption from personal property taxes up to an assessment value of $50,000,
to retailers with an annual net sales volume of less than $150,000. The Municipal Revenue Collection Center
advances to the Municipality, on monthly payments, 100% of the contribution assessed over property for each
fiscal year. In accordance to Law, these advances will be contributions by the Municipal Revenue Collection Center

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

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

Due to the fact that collections of property tax are applied to the advances of property tax paid by the 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.

NOTE 10: VOLUME OF BUSINESS TAX

The volume of business tax is levied each year based on the prior year’s gross revenues for all commercial and
industrial organizations doing business in the Municipality and which are not totally or partially exempt from this

tax under the Industrial Incentives Laws of the Commonwealth of Puerto Rico. All taxpayers are required to file
their declarations by April 23 of each year, The tax rates are as follows:

a. 1.50% for financial institutions and savings and loan assgciations.
b. 0.50% for all other organizations.

Taxes are payable in two equal semi- am}ua! installments on July | and January 1 following the date of Ievy Ifthey

. are paid with declarativn, the taxpayer is gidnted a 5% of discouni. Collections of faxés during currént Tiscai' year,

applicable to the next fiscal year, are recorded as deferred revenues in the General Fund.

NOTE 11: INTERGOVERNMENTAL REVENUE§

Intergovernmental revenues consist primarily of funds received from the Commonwealth of Puerto Rico, “in lieu of

tax” payments from the quasi-public corporation, Puerto Rico Electric Power Authority, and federal financial
assistance received from federal government.

Grants and subsidies received from the Commonwealth of Puerto Rico and federal agencies include, among others,
a general subsidy for urban development and capital improvements. Intergovernmental revenues are accounted for
through the General Fund except for those directly related to urban development and capital improvements, which

are accounted for through the Special Revenue and the Capital Project Funds. Federal Financial Assistance is
recorded in the Special Revenue Fund,
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NOTE 12: 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, Government Secretaries, Head of Agencies and
Public Instrumentalities, Assistants to the Governor, the Comptroller of the Puerto Rico, Gubernatorial Board and
Committee appointees and Experimental Service Station employees. ERS provides retirement, death and disability
benefits. Disability retirement benefits are available to members for occupational and non-occupational disabilities.

Retirement benefits depend upon age at retirement and number of years of credited service. Benefits vest after ten
years of plan participation.

The Municipality adopted the requirements of GASBS No. 25 for all the career employees that are covered under

the Commonwealth of Puerto Rico Employee’s Retirement System, a multiple-employer public employee
retirement system, established by State Laws,

Under the plan, the employees and employer portions are contributed, for which, the employee amount is withheld
from salaries. Covered employees are required by Commonwealth statute to contribute 5.775% for the first $550 of
monthly salary plus 8.275% for the excess of this amount, or on the alternative, 8.275% of all salary. The
Municipality contributes to the system 9.275% of the participating employee’s salaries.

Law Number 305 of September 24, 1999, amendments the Act Number 447 that establish a savings program. All
employees active in the system as of December 31, 1999 may eléct 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: (2).eamn. a fixed rate Based .on the two-year Constant Maturity Treasury Mote o (b)-eatirasrate *

equal to 75% of the return of the System’s investment portfolio (net of management fees), or (c) earn a combination
of both alternatives.

i
]

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 |4% 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 to determine the standard measure of the pension benefit
obligation and these assumptions are summarized below:

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

All employees that do not elect (o transfer for the new program, and who at the time of employment are 55 years

old or less are eligible to participate in the System. Pension benefits for participants with 30 years of service are as
follows (See Table 10)

14
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YEARS PARTICIPANT'S
OF SERVICE AGE PENSION BENEFITS
30 or more 55 or less 65% of the average of the three years of highest salary during the employee’s
service period.
30 or more 58 or more 75% of the average of the three years of highest salary during the employee’s
service period.
30 or more 65 or more

75% of the average of the three years of highest salary during the employee’s
service period (employees started working after April 1, 1990).

The amount of the total pension benefit obligation is based on a standardized measurement established by GASBS
No. 27, Financial Reporting for Defined Benefit Pension Plans and Notes Disclosure for Defined Contributions
Plans. The standardized measurement is the actuarial present value of estimated defined pension benefits, adjusted
for the effects of projected salary increases and step-rate benefits, estimated to be payable in the future as a result of
employee services performed to date. The measure is intended to help users assess the System’s funding status on a
going-concern basis, assess progress made in accumulating sufficient assets to pay benefits when due, and make

comparisons among other public retirement systems. The measure is independent of the actuarial funding method
used to determine contributions to the plan.

Ll
The membership of retirees and beneficiaries currently receiving benefits and terminated employees entitled to

benefits, but not yet receiving benefits, and active employees and the distribution of active employees between
vested and non-vested is not readily available.

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

Accordingly, the accounts by which the actual contributions differ from the required actuarial ¢contributions are not ,
known. e Ay i Tl -

The total pension expenditures recorded in the category of administration for the Fiscal Year Ended June 30, 2004
was approximately $184,228. All employees who at the time of employment are 55 years old or less are eligible to
participate in the System. No benefit is payable if the participant receives a refund of his accumulated contributions,

The historical trend information regarding the accumulation of assets and pension benefit obligation in the ERS is
not available. For the ten-year trend information, refer to the separately issued financial statements of the ERS as of
and for the fiscal year ended June 30, 2004, The P.R. Retirement Plan Administration provides additional
information of the ERS. They issue a publicly available financial report that includes financial statements and
required supplementary information for ERS, as a component unit of the Commonwealth of Puerto Rico. That
report may be obtained by writing to the Administration at PO Box 42003, Minillas Station, San Juan, PR 00940.
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NOTE 13: CONTINGENCIES

A. CLAIMS AND JUDGMENTS

The municipality is a defendant in various lawsuits alleging damages and losses from alleged improper application
of policies and negligence in the ordinary course of municipality’s activities. Management did not made provision
for these legal claims for the year ended in June 30, 2004.

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. As part of the implementation of the new standards, during the current fiscal year

2003-2004 the Municipality continued the documentation of capital assets not previously reported and the
inventory of infrastructure,

1A
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The following reconciles the June 30, 2003 Fund Balance/Net Assets, as previously reported to Beginning Fund

Balance/Net Assets, as restated July 1, 2003,

FUND BALANCE RESTATED
OTHER
GENERAL GOVERNMENTAL
FUND FUND

Fund Balance, as Reported

June 30, 2003............. PR o S TR ($2,308,649) $1,368,032
Adjustment to Due to/Due From......... (174,541) 174,54
Adjustment to Due to Other

Governmental Units........ccovenivreiniens (68,275)

Reclassification of Long-Term Debt... 610,016 -

Beginning Fund Balance, as Restated,

Joly k2003 oo mmmnisiimaresise (£3.161.479) ¢ $1.542.573
NET ASSETS RESTATED
NET
ASSETS
Net Assets, as previously reported P .

JO518: S0 FO0F i riviiinesin chvivsemiism G s Ty $15377,068
Adjustment to Long-Term Debt..........ccomeeimineeiinresinnes ’ 84,454
Adjustment to Capital ASSets..... ....ccvvivermieciinssniicnansns (7.117.706)
Beginning Net Assets, as Restated,

Jaly 12003 s cssnanisssaismmonnmssniomsimnidsras § 8343816

NOTE 15: FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENT

The Governmental Accounting Standards Board (GASB) issued GASBS No. 42, Accounting and Financial
Reporting for Impairment of Capital Assets and for Insurance Recoveries, which is effective for fiscal year
beginning after December 15, 2004. Early application is encouraged. The Municipality has not adopted the

requirement of this statement. Other two pronouncements are issued (GASBS Nos. 43 apé 44), but do not apply to
the Municipality.

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

REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

— 1}

[, ]

See accompanying Notes to Required Supplementary Information.

38

ACTUAL AMOUNTS VARIANCE WITH
BUDGET AMOUNTS (BUDGETARY BASIS) FINAL BUDGET
ORIGINAL FINAL (SEENOTEA)  POSITIVE (NEGATIVE)

BUDGETARY FUND BALANCE (DEFICIT),

JULY 1, 2003 ($_3,153.423) (8_3.153,423) ($_3,153.423) $ -
Resources (Inflows):

Property Taxes ... 1,368,753 | 1,738,118 1,738,118 -

Volume of Busmess Taxes e 715,600 715,600 718,902 3,302

Intergovernmental Revenucs.. T S 4,511,475 4,511,476 4,291,442 (220,034)

License and Permlts 476,875 476,875 411,000 (65,875)

RENL (... oisditinsicnisn 96,400 96,400 99,012 2,612

Misoellaneaus...iisainnnanavnsisiians 144,763 144,763 259711 114,948

Total Resources (InflOwS) .....covvirerrnneneniennss 731 6 7,683,232 7.518,18 (165.047)
Amounis Available for Appropriation ........... (4,160,443) (4,529,809) (4,364.762) 165,047
Charges to Appropriations (Outflows):
i

Mayor and Municipal Legislature...........cocceunren 866,391 848,730 855,577 (6,847)
General GOVEMMENL........ccovuimimicnirisierismereracsesanns 3,300,909 3,676,422 3,879,905 (203,483)
Public Safety ........cccun 475912 432,123 432,268 (145)
Public Works.......cocvinenes 778,022 812,849 812,264 585
Health and Sanitation... 823,353 3 809,075 1,405,709 (596,634)
Culture and Recrcat:on i 223,461 177,100 177,011 89
Human Services and Welfare 682,439 716,801 717,345 (544)
Capilal Outlay .... 39,804 39,819 39,047 772
Transter to OIhcr Funds 123,575 170,313 ) I?Q,} 13 -
Total Charges to Approprlanons 7.313.866 7,683,232 8,489,439 (806.207)

BUDGETARY FUND BALANCE (DEFICIT), ;

JUNE 30, 2004 (8£.3.153.423) (8.3,153.423) (8_4.124.677) (£_271254)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

NOTE REQUIRED SUPPLEMENTARY INFORMATION

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

Expenditures

Sources/Inflows of Resources:

Actual Amounts (Budgetary Basis) “Available for Appropriation” from the
Budgetary Comparison Schedule (See Page 18)

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

Difference — Budget to GAAP:

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

Proceed from Claim is not a current year inflow of budgetary resources but are revenues
for financial reporting purpose...

Revenues non-budget

Total Revenues as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 16)....4....ccccominminmenmmenmn

Uses/Outflows of Resources:

Actual Amounts (Budgetary Basis) “Total Charges to Appropriation” from the
Budgetary Comparison Schedule (See Page 18)........ccccreiicdursinnniinisiinsininisninsisesinns

Difference — Budget to GAAP:

Enenmbrances for supnlies and r*qullnmr'nf ordercd but not received are reponed
in the year the order is placed for budgetary reporting purposes. .

Prior-Year Expenditures are not outflows of budgetary resources but are expena'uures
for financial reporting purposes. . s

Transfers to other funds are outﬂows of budgctary resources but are not expend;tures
for financial reporting purposes. .
Expenditures non~budget

Total Expenditures as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See PAgE 16).......ccvriimiiinimnnimniiineisseieseinsissinns

39

GENERAL FUND

§ 4,364,762

3,153,423

469,393
135.033

8. 822,611

$ 8,489,439

(185,195)
135,711

(170,313)
125,179

§ 8304821



b

—

=

=

==

Uz 2

— L =——1 c— [~ — =] =) L

—

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

NOTE REQUIRED SUPPLEMENTARY INFORMATION

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

Budgetary Fund Balance (Deficit), June 30, 2004 (See Page |18)

Timing Differences:

Net Change in Encumbrances...............

Reserved -Find BalinBE . .conniviiniiseriovioniioo mssavsirvissssosaios ik it i
Non-budgetary HMEMS wu ciiiounivericisyuis oo it ssiysiasa s s eis o i siesiosis s issais

Proceed of Bonds quaianisimuoniiinmbes il aitssin

Fund Balance (Deficit) (S8 Page 14} .......cccoinuspensisssioassissionspssasssessiassssisssssssiesosasonssissssissnssisissints

END OF THIS SECTION
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..................................................

(% 4,124,677)

(314,432)
1,839 .

479,247

865,000

(£.3.093,023)



PART II

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



. COMMONWEALTH OF PUERTO RICO
] MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

. FOR THE FISCALYEAR ENDED JUNE 30, 2004

FEDERAL PASS-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
‘| | GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
3 U.S. Department of Agriculture:
Water and Waste Disposal Loans and Grants........... 10.770 $ 276,430
A Pass-Through Department of Education:
Child and Adult Care Food Program ........ccosuvaiine 10.558 N/AV 11.479
) Total U.S. Department of Agriculture............c.e..... 287,909
I
U.S. Department of Commerce:
Economic Adjustment AsSistance.........couuveirinnnees 11.307 1,731
U.S. Department of Housing and Urban
j Development: .
Section 8 Housing Choice Vouchers (Cluster)........ 14.871 RQ047V00014 606,602
Fﬁl Pass-Through State — Office of the Commissioner :
of Municipal Affairs 2
| Community Development Block Grant (CDBG)... 14.219 03-AB-FC-47
] | 02-AB-FC-47
e 01-FD-FC-47
98-FD-47
‘ ‘ 97-FD-47 610477
?
Total U.S. Department of Housing and Urban Development 217,079
I U.S. Health and Human Services:
l Pass-Through Administration of Children and Families:
Child Care and Development Block Grant.............. 93.575 N/A 448.126
Il U.S. Department of Transportation:
Pass-Through State — Highway Authority:
Non-Urbanized Area Formula Program,
Seetion 531 Luusrvaicasvnvisniassvssor ivissss sobsansasagesnsss 20.509 PR-18-X017-53(1)
PR-18-X017-53(2) 134,312
Subtotal Expenditures of Federal
Awards (Balance Carry Forward)............ccoeeenrenens 2,095,157
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCALYEAR ENDED JUNE 30, 2004

FEDERAL PASS-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
Subtotal of Expenditures of Federal Awards
(Balance Brought Forward) .......c.ccceveveeniieicnnensaninnns $ 2,095,157
U.S. Federal Emergency Management
Agency (FEMA):
Pass-Through State — Office of Governor
Authorized Representative (GAR):
Public AssSiStant Grants.........co.coeeeevuesrnrerssesenseraneees 83.544 N/A 202,761
TOTAL EXPENDITURES OF FEDERAL AWARDS $2,297,918

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

L
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COMMONWEALTH:OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCALYEAR ENDED JUNE 30, 2004

NOTE 1

NOTE 2

NOTE 3

NOTE 4

NOTE 5

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. All federal financial awards received directly from federal agency as

well as federal financial awards passed through other government 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.

FEDERAIL CFDA NUUMBER

The CFDA numbers included in this Schedule are determined based on the program name,

review of grant contract information and the Office of Management and Budget's Catalogue
of Federal Domestic Assistance.

PASS-THROUGH GRANTOR’S NUMBER

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

LOAN OUTSTANDING

The Munici;;;ility of Naguabo, Puerto Rico had the following outstanding balance at June 30,
2004 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



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY -OF NAGUABO
NAGUABO, PUERTO RICO

NOTES TO THE SCHEDULE OF EXPENDITURES OF-FEDERAL AWARDS

FOR THE FISCALYEAR ENDED JUNE 30, 2004

NOTE 6

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 balance were included in the Municipality’s Long-Term Liabilities
(see Note 7 of the Notes to Basic Financial Statements)

FEDERAL CFDA AMOUNT

PROGRAM TITLE NUMBER OUTSTANDING
Water and Waste Disposal Loans and Grants ............ 10.770 $227,000
Water and Waste Disposal Loans and Grants ............ 10.770 501,000
Water and Waste Disposal Loans and Grants ............ 10.770 444,000

MAJOR PROGRAMS

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

L

END OF NOTES
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“  Contadores Puiblicos Autorizados, C.S.P.

P.O. Box 33 * Guayama, Puerto Rico 00785 » Telefax 787-864-9271

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

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

Naguabo, Puerto Rico

We have audited the basic financial statements of Municipality of Naguabo, Puerto Rico (the
“Municipality”) as of and for the fiscal year ended June 30, 2004, and have issued report thereon dated
January 27, 2005. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government
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 instances of noncompliance that are required to be reported under
Government Auditing Standards, which are described in the accompanying Schedule of Findings and
Questioned Costs as items 04-01 to 04-06. '

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.
We did not note matters involving the internal 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.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reducato a relatively low level the risk that misstatements in amounts that would be
material in relation to the basic financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in



INDEPENDENT AUDITORS’ REPORT
Page 2

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.

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

CERTIFIED PUBLIC ACCOUNTANTS, C.S.P.

Guayama, Puerto Rico

2026978
January 27, 2005

Stamp number 2026978 was
afMixed to the original of this
report.
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“*" Contadores Publicos Autorizados, C.S5.P.

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

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

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

Naguabo, Puerto Rico

Compliance

We have audited the compliance of the Municipality of Naguabo, Puerto Rico (the “Municipality”) with
the types of compliance requirements described in the U. S. Office of Management and Budge! (OMB)
Circular A-133 Compliance Supplemen; that are applicable to each of its major federal programs for the
fiscal year ended June 30, 2004. The Municipality’s major federal programs are identified in the summary
of auditor’s results section of the accompanying Schedulg of Findings and Questioned Costs. Compliance
with the requirements of laws, regulations, contracts and grants, applicable to each of its major federal
programs is the responsibility of the Municipality’s management. Our responsibility is to express an
opinion on the Municipality’s compliance based on our audit.

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

opinion. Our audit does not provide a legal determination on the Municipality’s compliance with those
requirements.

As discussed in the accompanying Schedule of Findings and Questioned Costs listed in the Table of
Contents, the Municipality did not comply with the requirements regarding cash management;
procurement and suspension and debarment; and applicable special tests and provisions that are
applicable to its Section 8 Housing Choice Vouchers and Community Development Block Grants/Small
Cities Program. Compliance with such requirements is necessary, in our opinion, for the Municipality to
comply with requirements applicable to that program.
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In our opinion, except for the instances of non-compliance identified above, the Municipality complied, in
all material respects, with the requirements referred to above that are applicable to each of its major
federal programs for the year ended June 30, 2004. However, the results of our auditing procedures
disclosed an instance of noncompliance with those requirements, which are required to be reporied in
accordance with OMB Circular A-133 and which are described in the accompanying Schedule of
Findings and Questioned Costs.

Internal Control Over Compliance

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

We noted certain matters involving the internal control over compliance and its operation that we
consider to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance that,
in our judgment, could adversely affect the Municipality’s ability to administer a major federal program
in accordance with the applicable requirements of laws, regulations, contracts and grants. Reportable
conditions are described in the accompanying Schedule of Findings and Questioned Costs as item 04-01
and 04-06.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts and grants that would be material in relation to a major
federal program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. Our consideration of the internal control over
compliance would not necessarily; disclose all matters in the internal control that might be reportable
conditions and, accordingly, would not necessarily disciose all reportable conditions that are also
considered to be material weaknesses. However we believe none of the reportable conditions described
above to be material weakness, :
This report is intended solely for the information and use of the Municipal Legislature, management,
Office of the Commissioner of Municipal Affairs, federal awarding agencies, state funding agencies, and
pass-through entities and is not intended to be and should not be used by anyone other than these
specified parties,

Uondes &

CerTIFIED PuBLIC ACCOUNTANTS, C.S.P,

Guayama, Puerto Rico
January 27, 2003

- ol

Stamp number 2026979 was
affixed 10 the original of this
report
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO

NAGUABO, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2004

SECTION | = SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of auditors’ report issued:

Internal control over financial reporting;

® Unqualified Opinion [ Qualified Opinion
O Adverse Opinion O Disclaimer Opinion

® Reportable condition(s) identified? O Yes [ None Reported
® Malerial weakness(es) identified? ' O Yes B No
Noncompliance material 1o financial stalements noted? O Yes & No

Federal Awards

Internal control over major programs:

® Reportable condition(s) identified? B Yes O None Reported
®  Material weakness (es) identified? i O Yes & No

Type of auditors' report issued on compliance for

Major Programs: O Unqualified Opinion Qualified Opinion
0O Adverse Opinion O Disclaimer Opinion
Any audit finding disclosed that are required to be reported J

in accordance with OMB Circular A-1337

The Municipality’s major programs were: !

CFDA Number

B Yes O No

Name of Federal Program

14.219
14.871
93.575

Dollar threshold used to distinguish between
Type A and Type B Programs:

Auditee qualified as low-risk auditee?

Community Development Block Grants / Small Cities Program
Section 8 Housing Choice Vouchers
Child Care and Development Block Grant

$300,000

O Yes ® No
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

SECTION Il = FINDINGS ON COMPLIANCE AND ON INTERNAL CONTROL OVER COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO FEDERAL PROGRAMS

COMMUNITY DEVELOPMENTY BLOCK GRANT SMALL CITIES PROGRAM - CFDA 14,219

The primary objective of the Community Development Block Grant (CDBG) Small Cities Program is to
develop viable urban communities by providing decent housing, a suitable living environment and
expanding economic opportunities, principally for persons of low and moderate income.

The following findings and recommendations arise from our tests of compliance and internal control over
compliance with the requirements applicable to the CDBG federal financial assistance program.

L
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FINDING NUMBER
CATEGORY
NONCOMPLIANCE
TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

04-01

COMPLIANCE

SUSPENSION AND DEBARMENT

Lack of Controls Over Suspensions and Debarments Requirement

The Municipality does not have procedures in place to verify the status
of an entity as to suspensions and debarments when contracting services
or procuring goods with federal funds.

In testing procurement, suspension and debarments, we were not able to
find evidence indicating that the Municipality performs procedures to
assure that the individuals and entities that receive contracts are not
suspended or debarred from participation if federal programs.

As stated in 24 CFR 85.20 (a) and (b)(2) fiscal control and accounting As
stated in 24 CFR 85.35 grantee and subgrantee must not make any award
or permit any award (subgrant or contract) at any tier to any party which
is debarred or suspended or is otherwise excluded from or ineligible for

participation in Federal assistance programs under Executive Order
12549, Debartment and Suspension,

The Municipality has no policies and procedures for the use of the List of
Parties Excluded from federal procurement or non-procurement
programs to assure that they do not award assistance to listed parties.

As a result of this deficiency, the Municipality could have procured
goods or services from organizations and individuals that are suspended

or debarred which could result in cost disallowances by the federal
awarding agency.

] s A -
The Municipality should amend their procurement procedures and
include a step to verify whether or not the individual or entity is on the
list of parties exeluded from federal participation in procurement and
nonprocurement programs, The Municipality should also require the
entities or individuals to submit a certification stating that they are not
suspended or debarred.

None

We’ll amend our construction contract model in Secretarial Municipality
Office to incorporate the procurement, suspension and debarment clauses
for contracts regarding federal funds.

Contact Person: Mr. Héctor E. Machin, Finance Office Director
Mr. William Vazquez, Municipality Secretary

i

Tel, 787-874-3040



FINDING NUMBER
CATEGORY
NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

04-02
INTERNAL CONTROLS OVER COMPLIANCE
PROCUREMENT

Deficiencies in the procurement and contracting procedures (Prior Year
Finding Number 03-111-07)

In testing procurement procedures followed by the Municipality, we
examined annual auctions files regarding municipality streets pavement
and repavement and merchant plaza improvements, Our test revealed the
following:

- Contracts are not prepared for each of the pavement or repavement
works requested. Instead, at the beginning of the fiscal year, an annual
general contract for all pavement or repavement works is granted to the
contractor to which the auction was adjudged. Such contracts lack of
most of the federal required provisions and did not establish Municipality
and contractor’s responsibilities nor work description.

- Nine out of 18 (50%) auctions bidders were not included on the
Municipality’s bidders register ("Registro de Licitadores”) as required by
the Municipalities Law.,

As stated in 24 CFR 85.3 6(i) a grantee’s and subgrantee’s contracts must
contain, among others, a provision regarding (1) administrative,
contractual, or legal remedies in instances where contractors, violate or
breach contract terms, and provide for such sanctions and penalties as
may be appropriate; (3) Jcompliance with executive order 11246 of
September 24, 1965, entitled “Equal Employment Opportunity”; (5)
compliance with the Davis Bacon Act; (10) access by the grantee, the
subgrantee, the Federal grantor agency, the Comptroller General of the

“United States or any of their duly authorized representatives to any

books, documents, papers, and records of the contractor; (11) retention of
all required records for three years after grantees or subgrantees make
final payments and all other pending matters are closed; (13) compliance
with all applicable environment standards and policies.

24 CFR 85.36 (c)(4) grantee and subgrantees will ensure that all
prequalified lists of persons, firms, or products which are used in
acquiring goods and services are current and include enough qualified
sources to ensure maximum open and free competition. As per Chapter
VIII, Section 4, of the “Reglamento sobre Normas Basicas para los
Municipios de PR”, municipalities could maintain a classified bidder’s
register by goods or services.

The Municipality has not ensured that all contracts granted counts with
the reqgtrired provisions due to the lack of understanding of the applicable
Federal regulation. In addition, Municipality’s personnel understood that
by granting to the contractor an annual general contract for all pavement
and repavement works was sufficient to comply with all applicable
federal and local laws and regulations.
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EFFECT No preparing contracts for services required, or contracts failure to

contain all required federal provisions. could expose the Municipality to
contractors non compliance with works requested and being liable for

contractors non compliance with applicable federal laws and regulations
contained within the required provisions.

RECOMMENDATION The Municipality should prepare a contract for each of the works
requested to a contractor. In addition, should verify and amend their
contracts in order to include all required provisions as required by
Federal regulations.

QUESTIONED COSTS NONE

MANAGEMENT RESPONSE The Finance Office Director will ensure that contracts are repared for all

pavements or repayments works. Also, said official will supervise more
closely the Purchasing Qffice personnel to ensure that auction bidders are
included on the Municipality’s bidders register.

Contact Person: Mr. Héctor E. Machin, Finance Office Director
Tel. 787-874-3040
b]
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

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

SECTION 8 HOUSING CHOICE VYOUCHERS - CFDA 14.871

The Housing choice Voucher Program (HCVP) provides rental assistance to help very low income
families afford decent, safe, and sanitary rental housing. The HCVP is administered by local public
housing agencies (PHA’s) authorized under State law to operate housing programs within an area or
jurisdiction. The PHA accepts the application for rental assistance, selects the applicant for admission,
and issues the selected family a voucher confirming the family’s eligibility for assistance. The family
must then find and lease a dwelling unit suitable to the family’s needs and desires in the private rental

market. The PHA pays the owner a portion of the rent (a housing assistance payment (HAP)) on behalf of
the family.

The following findings and recommendations arise from our tests of compliance and internal control over

compliance with the requirements applicable to the Section 8 Housing Choice Vouchers federal financial
assistance program.

L



FINDING NUMBER
CATEGORY
NONCOMPLIANCE
TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

04-03

COMPLIANCE

CASH MANAGEMENT

Non-Compliance with cash management requirement

Section 8 Housing Choice Voucher Program does not have adequate
controls over the timing of disbursements once the federal funds are
received.

During the fiscal year 2003-2004, the Municipality received $528,158
from Section 8 Housing Choice Vouchers grant funds. In order to
determine compliance with cash management requirement, we selected
for testing one of the ten remittances received during the fiscal year
amounting $52,217 (10%). The time elapsed between the receipt and the
disbursement of such funds was for more than three months.

We also noted that during the fiscal year 2003-2004, monthly bank
account balance maintained by the Program was between $36,000 and
$164,000, before next monthly receipt.

As stated in 24 CFR 85.21 and 31 CFR 205.33, Subpart B, grantees must
minimize the time elapsing between the drawdown of Federal funds from
the Federal government and their disbursements for Federal program
purposes.

Monthly deposits transferred by HUD are supported by an annual
contribution contract basetl on an estimated number of occupied units
and annual payments to owners. Due to the non identification of
available dwelling units within the Naguabo territory, the Program

~ colints with a number of vouchers much higher than the amount of

dwelling units available for rent. Such situation causes that, even when
the Program counts with the necessary funds to provide housing
assistance, these,could not be expended due to the lack of units to be
rented.

If the recipient fails to expend those Federal assistance funds within a
reasonable period or fails to establish procedures to minimize the time
elapsing between cash advances and the disbursements, the Municipality
could be adversely affected in the benefits they are entitled to receive in
the future.

The Program should implement adequate internal control procedures
which allow the promptly use of federal funds received.

None

The disbursements criticized by the external auditors represents
reimbursements made to the Municipality of Naguabo. The practice is
that the Municipality incurs the disbursements on behalf of the Federal
Programs Office and afterwards, the latter Office reimburses the
Municipality when the federal funds are received. To correct the
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situation criticized. we’'ll invoiced on a monthly basis the Federal
Programs Office when the Municipality incurs the expenditures and
afterwards the Municipality will be reimburse when the federal funds are

received. In the past, the invoice process was not done on a timely basis
to the Federal Programs Office.

Also, we‘ll implement a direct deposit system for Section 8 participants.
We expect to implement said system effective February, 2005.

Finally, the Finance Office Director will monitor more closely cash
management to ensure federal requirements are complied with.

Contact Person: Mr. Héctor E. Machin, Finance Office Director

Tel. 787-874-3040
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FINDING NUMBER
CATEGORY
NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

04-04
COMPLIANCE
SPECIAL TESTS AND PROVISIONS

PHA amounts were incorrectly calculated (Prior Year Finding Number
03-I11-05)

In testing special test and provisions regarding housing assistance
payments (HAP), we selected 20 out of 115 Program’s participant’s files
(17%) to corroborate participant income eligibility, total tenant payment
(TTP) and housing assistance payment (PHA) amounts. Our test
revealed the following:

- In three out of 20 cases (15%), payment standard amounts (PSA)
considered as part of HAP determination (HUD Form 50058) were
incorrect and not in accordance with what it was established in the
Program’s administrative plan.

- In one out of 20 cases (5%), family dependents were not considered for
purpose of determining TTP and final HAP amount.

- In one out of 20 cases {5%), a member of a family which was over 18
year old was considered as a dependent for purposes of determining HAP
amount.

- In two out of 20 files examined (10%), we found income evidence
which was not considered for purpose of determining HAP amount,

The foregoing conditions are not in accordance with 24 CFR 982.54(c)
and (d)(14) which establishes that the PHA must administer the program
in accordance with the PHA administrative plan. The administrative
plan must cover PHA policies regarding the process for establishing and
revising payment standards, including affordability adjustment.

24 CFR 5.603(d) defined a dependent as a member of the family, other
than the family head or spouse, who is under 18 years of age, a person
with disability, or is a full-time student.

The first condition was due to the Program’s personnel use of a non
effective HUD fair market rent schedule at the moment of determining
payment standard amounts. Income evidence not considered for purpose
of determining TTP, HAP and participant’s eligibility was due to
participant’s works instability. Other conditions were due to Program’s
personnel non intentional misstatements.

Selection process from the waiting list could be questioned by legating
preference among applicants. Such lack of control, also, could cause that
ineligible participants could be admitted into the Program cause costs
disallowance,
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RECOMMENDATION At the moment of determining HAP and TTP amounts, Program

personnel should adhere to the policies and procedures established by
HUD approved Program’s Administrative Plan.

QUESTIONED COSTS None

MANAGEMENT RESPONSE The Federal Programs Director will supervise more closely the Section 8
Program to ensure the participants accomplish with eligibility

procedures.
Contact Person: Mrs. Elizabeth Lopez, Federal Office Director
Tel. 787-874-3040



FINDING NUMBER
CATEGORY
NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

04-05
COMPLIANCE
SPECIAL TESTS AND PROVISIONS

Rent amounts paid were not in accordance with the Program’s
administrative plan

Rent amounts paid to owners of Section 8 Housing Choice Voucher
Program’s dwelling units, were not in accordance with Public Housing
Authority administrative plan. According to the PHA administrative
plan, the amount of rent to be paid to owners should be 90% of the fair
market rent based on HUD effective tables.

In order to test compliance with such policy, we selected for testing 20
participants/landlords files. In 17 out of 20 (85%) participant files
examined, we found that the amounts of rent paid to the owners of the
dwelling units were below HUD 90% fair market rent amount.

The foregoing condition is not in accordance with 24 CFR 982.54(c) and
(d)(15) which establishes that the PHA must administer the program in
accordance with the PHA administrative plan. The administrative plan
must cover PHA policies regarding the method of determining that rent
to owner is a reasonable rent (initially and during the term of a HAP
contract). In addition, 24 CFR 982.153(b)(13) establishes that in
administering the program, the PHA must determine the maximum rent
to the owner, and whether the rent is reasonable.

b]
The Program decided not to pay to the owners of the dwelling units an
amount of rent higher to the amount expected or requested by them.

| i -
The Municipality might be making payrenis in excess or below the
established fair market rent amounts. Also, it could adversely affect the
Municipality’s ability to be awarded with future grants.
?

The Program should adhere to the methods established in the
administrative plan regarding reasonable rent determination and rent
amounts to be paid to owners. If a different practice is follow, PHA
administrative plan should be amended and informed to HUD.

None
Because of the Municipality’s current limited financial position we have
been unable to comply with this federal requirements. We’ll strive to

establish a reasonable rent amount based on our available funds.

Contact Person: Mrs, Elizabeth Lopez, Federal Office Director
Mr. Héctor E. Machin, Finance Office Director

Tel. 787-874-3040
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FINDING NUMBER
CATEGORY
NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

04-06
INTERNAL CONTROLS OVER COMPLIANCE
ELIGIBILITY

Lack of adequate controls over participants’ eligibility evaluation (Prior
Year Finding Num. 03-111-04)

In testing internal controls over compliance, we selected 20 participants’
files from a total of 115 Program participants (17%). Among those
implemented procedures, applicants are requested to provide various
documents before they are admitted into the Program.

Our test revealed that five out of 20 (40%) participant’s files selected for
testing does not contain at least one of the following documents:

Documents Quantity
Negative certification from the PR Unemployment Department 1
Affidavit regarding family composition and income 3

Negative certification from “ASUME" |

The above condition is not in compliance with 24 CFR 85.20(3);
982.201(e) and 982.516 which establishes that effective controls must be
maintained for all grant financed activities. The PHA must receive
information verifying that an applicant is eligible within the period of 60
days before the PHA issues a voucher to the applicant,

This condition arises becayse during participant’s admission and renewal
process, applicants are not‘providing to the Program with all the required
documents. Thereafter, Program personnel are being experiencing
difficulties in obtaining those documents which were not provided by the
patticipants before they were admitted or re-evaluated into the Program.

Failure to obtain all required documentation as part of participant’s
eligibility determination may result in the possibility of not preventing,
detecting and correcting, on a timely basis, significant instances of
noncompliance that may expose the Municipality to cost disallowances.

The Program should obtain all required documents before a participant is
admitted or re-evaluated into the Program. They should also conduct
periodic monitoring and follow up procedures that allow them to ensure
that all required documents are obtained during the admission process
and throughout the year.

None
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MANAGEMENT RESPONSE The Federal Programs Director will supervise more closely the Section 8

Program to ensure participants file are complete with their required
documentation.

Contact Person: Mrs. Elizabeth Lopez, Federal Office Director
Mr. Héctor E. Machin, Finance Office Director
Tel. 787-874-3040
END OF SCHEDULE
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO

SUMMARY SCHEDULE OF PRIOR AUDIT "INDINGS
FOR THE YEAR ENDED JUNE 30, 2004
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The following schedule contains the finding number, title, questioned costs and status of each of the findings included in the schedule of findings

and questioned costs relative to federal awards for the year ended June 30, 2003 as required by OMB Circular A-133.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NAGUABO
NAGUABO, PUERTO RICO
SUMMARY SCHEDULE OF PRIOR AUDIT FINDING
FOR THE YEAR ENDED JUNE 30, 2004
FiscaL FINDING CFDA QUESTIONED
YEAR NUMBER NUMBER Cost COMMENTS
2003 03-11-01 Reportable Condition Over Capital Ass_l-_:ts NONE Situation was corrected.
03-11-02 Reportable Condition Over Bank Account NONE Situation was corrected.
03-111-01 Cash Management — Bank Accounts 11.307 / 10.760 NONE Situation was corrected.
03-111-02 Cash Management — Excess Cash Balances 11.307/14.228/10.760 NONE Situation was corrected.
03-111-03 Equipment & Real Property-Management 14.228 /1 95.575 NONE Situation was corrected.
03-111-04 Eligibility Test — Lack of Documentation 14.871 NONE Situation prevails during this fiscal year.
3t i Refer to finding number 04-06.
03-111-05 Eligibility Test - Evidence of Income 14.871 NONE Situation prevails during this fiscal year.
Refer to finding number 04-04.
03-111-06 Period of Availability 95.575 NONE Situation was corrected.
03-111-07 Procurement and Suspension 11.307 NONE Situation prevails during this fiscal year
Refer to finding number 04-03.
03-111-08 Procurement and Suspension and Debartment 95.575 NONE Situation was corrected.
03-111-09 Special Test and Provisions 14.871 NONE Situation was corrected.

END OF SCHEDULE
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