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CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

PO BOX 8364
CAGUAS. P R D0726-836Y

TEL (787) 746-0510
FAX (787) 746-0525

INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and
Member of the Municipal Legislature
Municipality of Orocovis, 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 Orocovis, Puerto Rico (Municipality), as of and for the fiscal 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 combined financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position
of the governmental activities, each major fund, and the aggregate remaining fund information of the Municipality, as of June
30, 2004, and the respective changes in financial position, for the fiscal year then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated January 4, 2005 on our consideration
of the Municipality’s intemal control over financial reporting on our test of its compliance with certain provisions of laws,
regulations, contracts and grant agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.

The Management's Discussion and Analysis and budgetary comparison information on pages 4 through 12, and 30 and 31, are
not a required part of the basic financial statements but are supplementary information required by accounting principles
generally accepted in the United States of America. 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.



el

—

E

=3

=

]

B ' e

» =T

Y]

C

B

INDEPENDENT AUDITORS’ REPORT
Page 2

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

v |
COh by WW@ ,05C
CPA DIAZ-MARTINEZ, PSC

Certified Public Accountants & Consultants
License Number 12, expires on December 1, 2007

Caguas, Puerto Rico
January 4, 2005
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

As management of the Municipality of Orocovis (the “Municipality”), we offer the reader of the Municipality’s financial statements
this narrative overview of the financial activities of the Municipality for the fiscal year ended June 30, 2004. We encourage
readers to consider the information presented here in conjunction with the Municipality’s financial statements (beginning on
page 13).

HIGHLIGHTS

ighlights
The assets of the Municipality exceeded its liabilities at the close of the current fiscal year by $16.6 million (net assets).

As of June 30, 2004, the Municipality's General Fund (the primary operating fund) reported a fund balance of $ 648,296, a
decrease of $ 140,771 in comparison with the prior year. More than 31% of this total amount, $204,302, is available for spending in
future years.

The Municipality’s activity expenses increased $1.2 millions (or 7.4%) in comparison with prior year and revenues behave basically

the same. This increase in expenses is primarily due to more public works ($887,095 or 74% of the total increase). The results of
activities for both fiscal years 2003-04 and 2002-03 produced an increase in net assets of $ 443,925 and $1.2 million, respectively.

The total cost of the Municipality's mayor programs (Head Start and SBGP) amounted to $8.1 millions and $7.9 millions during
fiscal year 2003-04 and 2002-03 respectively. This represented an increase of $0.2 millions (or 2.5%).

The investment in capital assets for this year is $2.3 millions representing an increase of $0.3 million (or 15%) in comparison with
prior year as restated.

Loans principal payments were $456,105, decreasing long-term debt from $3.7 millions in 2003, The balance due for
compensated absences increased by $215,535 during this fiscal year.

Resources available for appropriation were $ 189,991 less than budgeted for the General Fund.

The Municipality continued a two-year, $1.2 million Cultural Center (Juan Cartagena Martinez) permanent improvements initiative
which will significantly enhance existing cultural facilities for its citizens. Improvements are expected to be finish during next fiscal
year.

The Municipality continued the construction of a park at Bo. Saltos, in an effort to complete it in the next two fiscal years. These
facilities will provide sports and recreational activities to adults and children of all families.

The Municipality began the construction of a Child's City (Parque De! Nifio) and will continue building it in the next two to three
fiscal years. These facilities will provide educational and recreational activities to children of low-income families.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

USING THIS ANNUAL REPORT

The new financial statement's focus (implemented last year) is on both the Municipality as a whole (government-wide) and on the major
individual funds. Both perspectives (govemment-wide and major fund) allow the user to address relevant questions, broaden a basis for
comparison (year o year or govermnment to government) and enhance the Municipality's accountability. The basic financial statements
comprise three components:

1. Government-wide financial statements
2. Fund financial statements
3, Notes to the financial statements

Govemnment-wide Financial Statements

Our analysis of the Municipality as a whole begins on page 13. One of the most important questions asked about the Municipality's finances
is “Is the Municipality as a whole better off or worst off as a result of the year's activities?” The Statement of Net Assets and the Statement of
Activities report information about the Municipality as a whole and about its activities in a way that helps answer this question. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar to the accounting used by most private-
sector companies. Accrual of the current year's revenues and expenses are taken into account regardless of when cash is received or paid.

The Statement of Net Assets (see page 13), since last year, combines and consolidates governmental fund's current financial resources
(short-term expendable resources) with capital assets (note: infrastructure incurred before July 1, 2002 will be added later) and long-term
obligations. You can think of the Municipality's net assets as one way to measure the Municipality’s financial health, or financial position. In
future years, increases or decreases in the Municipality'’s net asset are one indicator of whether its financial health is improving or
deteriorating. You will need to consider other non-financial factors, however, such as changes in the Municipality's property tax and
municipal license tax bases and the condition of the roads and buildings, among others, to assess the overall health of the City.

The Statement of Activities (see page 14) is focused on both the gross and net cost of various activities which are supported by the
Municipality’s property tax, municipal license tax and other revenues. This is intended to summarize and simplify the user's analysis of cost
of various govemmental services.

The Governmental Activities reflects the Municipality's basic services, including the municipal police, public works, garbage disposal,
community services and general administration. Property tax, municipal license tax, state and federal contributions finance most of these
services.

Fund Financial Statements

Our analysis of the Municipality's major funds begins on page 15. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives.

The Governmental Major Fund (see page 15) presentation provides detailed information about the most significant funds, not the
Municipality as a whole. The Municipality uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

The Municipality's basic services are reported in governmental funds, which focus on how money flows into and out of those funds and the
balances left at year-end that are available for spending. These funds are reported using an accounting method called modified accrual
accounting, which measures cash and all other financial assets that can readily be converted to cash. The govemmental fund statements
provide a detailed short-term view of the Municipality's general government operations and the basic services it provides. Governmental fund
information helps you determine whether there are more or fewer financial resources that can be spent in the near future to finance the
Municipality's programs. We describe the relationship ( or differences ) between govemmental activities ( reported in the Statement of Net
Assets and the Statement of Activities ) and governmental funds in a reconciliation beside the fund financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

Notes to the 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 can be found on pages 19 through 29.

Infrastructure Assets

The Municipality implemented the major model portions of GASB Statement No. 34 during the last and current fiscal year. Historically a
government's largest group of assets (infrastructure-roads, bridges, drainage systems, underground pipes, etc.) have not been reported nor
depreciated in governmental financial statements. The new statement requires that these assets be valued and reported within the
Governmental column of the Government-wide Statements. Additionally, the government must elect to either (a) depreciate these assets
over their estimated useful life or (b) develop a system of asset management designed to maintain the service delivery potential to near
perpetuity. The Municipality elected to depreciate these assets, which are planned to be included for fiscal year 2005-2006.

GOVERNMENT-WIDE STATEMENT
Statement of Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a govemment’s financial position. In the case of the Municipality,
assets exceeded liabilities by $16.6 million at the close of the recent fiscal year. The following table reflects the condensed statement of Net

Assets compared to prior year as restated.

Table 1
Net Assets
(In millions)
Governmental
Aciviies
2004 2003
Current and other assets $ 90 $105
Capital assets 127 _109
Total assets 217 214
Current and other liabilities 1.7 1.6
Long-term debt outstanding 35 _37
Total liabilities b2 &3
Net assets:
Invested in capital assets, net of debt 10.8 9.0
Restricted 6.7 7.8
Unrestricted _(09) _(07
Total net assets $166 $164
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

Components of Net Assets
141 s i
1271 i 2 A
1077 = T
81k i ] 92004
611 3 o 2003
4 ) S : LN i
210 | j £ 1
04
Current and Capital Long-term Other
other assets assets debt llabliities
outstanding

For more detailed information see the Statement of Net Assets (page 13).

The largest portion of the Municipality’s net assets (65 percent) refiects its investment in capital assets (e.g., land, buildings, equipment), less
any related debt that is still outstanding used to acquire those assats. The Municipality uses these capital assets to provide services to
citizens; consequently, these assets are not available for future spending. Although the Municipality’s investment in its capital assets is
reported net of related debt, it should be noted that the resources needed to repay this debt must be provided from other sources, since the

capital assets themselves cannot be used to liquidate these liabilities.

An additional portion of the Municipality's net assets (40 percent) represents resources that are subject to extemal restrictions on how they
may be used. The remaining portion of the Municipality's net asssts (negative 5 percent) of unrestricted deficit is more related to the effect of
the new financial statements focus, than on the availability of resources that may be used to mest the Municipality’s ongoing obligations to
citizens and creditors, subject to certain law requirements. For example, the restricted balance for vested compensated absences
established is for the total vested amount as of 6/30/2004, rather than by the final amount that is going to be paid in the future that usually is
less than restricted due to vacation and sick leave taken over accumulated. Also the valuation of the capital assets under the new financial
statements focus and the method used to compute its accumulated depreciation are factors of consideration to understand the unrestricted

deficit.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

Statement of Activities

The following schedule compares the revenues and expenses for the current and previous fiscal year.

Table 2
Changes in Net Assets
(in millions)
Governmental
REVENUES Activities
Program Revenues: 2004 2003
Charges for services $ 04 $ 05
Federal grants-operating 9.6 9.1
General Revenues:
Property taxes 1.3 1.0
Municipal license tax 0.3 0.3
Licenses and permits 0.1 0.1
Intergovernmental 56 6.1
Rent 0.1 0.1
Miscellaneous D7 05
Total Revenues 18.1 17.7
EXPENSES
Program Expenses:
General govemment $42 § 42
Public safety 03 0.2
Public works 24 1.5
Culture and Recreation 07 0.6
Sanitation 0.5 0.6
Human Services and welfare 1.1 0.9
Urban Development 1.7 1.7
Public Instruction 6.7 6.7
Interest on long-term debt 0.1 01
Total Expenses 17.7 16.5
Increase in Net Assets $04 $12

Revenues

The increase in property taxes can be aftributable to normal economic environment. The largest portion of the Municipality's revenue (53
percent) reflects its federal grants. Grants (federal and state) are considered recurring revenues, although minor changes from year to year
are considered normal. An additional portion of the Municipality's revenue (31 percent) represents intergovernmental revenue. Such
revenue consists primarily of funds received from de Commonwealth of Puerto Rico, “In lieu of tax” payments from the quasi-public
corporation, the Puerto Rico Electric Power Authority, and federal financial assistance received from federal government. The overall
increase of 1.7% without the portion attributable to taxes and grants approximates inflation.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

Revenues by Source - Governmental Activities 2003-04

Other Property taxes
Chargesfor % 7%
services
2%
Intergovernmental |
31%

Expenses

Total cost of all programs and services increased by $1.2 millions. For the most part, increases in expenses paralleled inflation and growth
in the demand for services. One significant variance however, was an increasa in public works. Table 3 compares the cost of each of the

K| Federal grants

53%

Municipality of Orocovis largest programs with prior year.

Property taxes

@ Federal grants

O Intergovernmental
C1Charges for services

B Other

Table 3
Governmental Activities
(in Millions)

Total cost
Of services
2004 2003
Public works $24 $15
Culture and Recreation 07 06
Sanitation 06 06
Human services and welfare 11 09
Urban development 17 Af
Public instruction 67 67
All others 45 45
Totals $17.7 $165




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

Expenses by Use - Governmental Activities
2003-04

Public

40% 17|
30%
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THE MUNICIPALITY'S FUNDS
Govemmental Funds

As of the end of the cument fiscal year, the Municipality's govemmental funds (as presented on the balance sheet on pages 15 and 16)
reported a combined fund balance of $2 million which is below last year's total of $3 million. Some of the govemmental funds are capital
expenditure oriented and, therefore, may reflect capital expenditures. The General Fund experienced a $140,771 decrease from a fund
balance of $789,067 in the previous year to $648,296 at the end of the cumrent year. The primary reason for the Govemment fund's deficit in
the current year was an excess of expenditures over revenuss from the non-major funds of $569,840, the deferred revenue for Head Start
allowing a negative change in fund balance of $287,996 and a contribution (transfer) of $173,167 to the Debt Service Fund.

Budaetary Highlights
During the cument year, the Municipal Legislature revised the Municipality's budget several times increasing the original budget by $ 1.6
million (see page 30 for budget to actual comparisons). The current year operations resulted in a $ 0.3 milfion net loss.

10




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

At June 30, 2004, the Municipality had $ 12.7 million invested in a variety of capital assets, as reflected in the following table, which
represents a net increase (additions less retirements and depreciation) of § 1.8 million or 16.5 % from the end of last year as restated.

Table 4
Capital Assets at Year-end
(Net of Depreciation, in millions)

Govemn al Activities

2004 2003
Land 11§10
Construction in progress 15 1.0
Building and improvements 6.4 64
Furniture and fixture 0.2 0.2
Equipment and vehicles 0.3 0.2
Heavy equipment 1.1 1.1
Infrastructure 2 O [t
Totals $127  $111
This year's major additions included (in millions):
Improvements to the Las Marianas Stadium $0.1
Land improvements to construction of a Child's City (Parque Del Nifio) 0.1
Improvements to the Cultural Center Building Juan Cartagena 0.6
Vehicles 0.2
Road improvements 0.9

Debt Outstanding

As of year-end, the Municipality had $3.4 million in debt (bonds and other long-term debts) outstanding compared to the $3.7 million last
year, an 8.8% net decrease (considering new issues and debt retirement).

Table 5
Outstanding Debt at Year-end
(In millions)
Governmental Activities
2004 2003
General obligation bonds and notes $16 §$19
Advances from CRIM 03 05
Sub-total 1.9 24
Compensated absences 15 13
Totals $34 §37

The Municipality made principal payments of $ 0.3 million during the current year.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

The Municipality levies an annual special tax of 1.20% of the assessed value of real property located within the Municipality, which is not
exempted by law. The proceeds of this tax are required to be credited to the Debt Service Fund for payment of general obligation bonds and
notes of the Municipality. The amount of general obligation debt that the Municipality can issue is limited by law to 10% of the total
assessment of the taxable property located within the boundaries of the Municipality. The outstanding general obligation debt of the
Municipality of $ 1.6 million is below the legal limitation, More detailed information about the Municipality's long-term debts is presented in
note 7 to the financial statement.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality is a political legal entity with full legislative and administrative powers in every area of municipal government, with perpetual
existence and legal personality, separate and independent from the central government of Puerto Rico. The Municipal Government
comprises the executive and legislative branches. The Mayor and the legislative exercise the executive power by the Municipal Assembly,
which has 14 members. The Mayor and the Municipal Assembly are elected every four years in general elections.

The Municipality provides a full range of services including health, public works, environmental control, education, public safety, public
housing and community development, culture and recreation as well as many other general and administrative services. The Municipality's
principal sources of revenue are property taxes, municipal license taxes, contributions by the state government and federal grants.

The Municipality's elected and appointed officials considered many factors when setting the fiscal year 2005 budget. One of the factors is the
economy, which is affected by the population, family income and unemployment growth of the Municipality.

The Municipality has maintained a higher than average population growth compared to that of Puerto Rico for the period from 1990 to 2000,
averaging annual gains of 12.7%. The average family income of families in the Municipality has been one of the lowest of any of the
municipalities of Puerto Rico, and during the period from 1990 to 2000 the growth rate for average family income in the Municipality was
comparable to that of Puerto Rico, averaging annual gains of 44.5%. The Municipality has one reasonable unemployment rate compared to
all municipalities in Puerto Rico. As of November 2004 the unemployment rate of the Municipality averaged 9.3% as compared to 9.9% in
Puerto Rico (Source Department of Labor and Human Resources of the Commonwealth of Puerto Rico).

The factors mentioned above, among others, were taken into account when adopting the Municipality’s budget for fiscal year 2004-05.
Amounts available for appropriations (revenues) in the General Fund Budget are § 7.5 million, an increase of 4.2% over the 2003-04 original
budget of $ 7.2 million. Property taxes and other local charges for services, licenses and permits are expected to lead this increase. The
Municipality will use the increase in revenues to finance programs we currently offer and to account for the effect that inflation will have on
program costs. Budgeted expenditures are expected to rise slightly below of revenue increases.

If these estimates are realized, the Municipality's budgetary General Fund balance is expected to increase modestly by the close of fiscal
year 2004-05.

CONTACTING THE MUNICIPALITY’S FINANCIAL MANAGEMENT
The Municipality’s financial statements are designed to present users (citizens, taxpayers, customers, investors and creditors) with a general
overview of the Municipality’s finances and to demonstrate the Municipality’s accountability for the money it receives. If you have questions

about the report or need additional financial information, contact the Municipality's Director of Finance Office on the 2™ floor of the City Hall,
State Road #156, P.0. Box 2108, Orocovis, Puerto Rico 00720.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

STATEMENT OF NET ASSETS
JUNE 30, 2004
(GOVERNMENTAL
ACTIVITIES
ASSETS:
Cash 2nd Cash EQUIVRIBNE.. ....c.uasissseoscisissimssistiasissiiissmiioissmaissisnbis b imbismsiisasiviion $ 376,374
BTN v S R A R R e s 1,419,759
Receivables (net):
Federal Grants..... 6,619,656
RIIBHS v iiyisiisin s maarpa s B R T TG P ST NI e s 612,064
Capital Assets (Note 1 & 6):
Land, Improvements, and CONStrUCtON iN PrOGrESS .........ccccummemsmmeimmesensssessessansesesserssssonses 2,585,420
Other Capital Assets, [Net of DEPreCIAtION].........ccueuruereiecmersrreessressssseisssasssssssssesssssssessssssssesssssssessssss 10,108,398
Total Capital ASSELS ........c.eereerersemereasianssessessisessessens 12,693,818
TOTAL ASSETS 21,721,671
LIABILITIES:
Accounts Payable and Accrued Expenses ........................................................................................... 1,119,437
Accrued Interest.... . T e e 5,185
Deferred Revenue................... 544,023
Long-Term Liabilities (Note 7):
DUB WY QNG YOI .. iciciiiisiiiimiinisimivissionviisismsioiismisnmisss ettt 1,184,627
Due in More than One Year... 2,261,604
Total Liabilities 5,114,876
NET ASSETS
Invested in Capital Assets, Net 0f Related DEbt ..........cccirciscimmmmsesssssmmmssisesmmssssssissssmssmissssnes 10,779,818
Restricted for:
Head Start... 5,028,769
Debt Sennce Ak R R R 379,966
Community Development Propects B e LR L S P e SRR e L 673,877
Other Pumposes.... - 9 628,300
Unrestricted (Deﬁcﬂ) ....... 883,935
TOTAL NET ASSETS $16,606,795

See accompanying Notes fo Basic Financial Statements.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
PROGRAM REVENUES
OPERATING CAPITAL NET (EXPENSE)
CHARGES FOR GRANTS AND GRANTS AND REVENUE
FUNCTIONS/PROGRAMS EXPENSES SERVICES CONTRIBUTIONS __ CONTRIBUTIONS _ (SEE NEXT PAGE)
Governmental Activities:
Mayor and Municipal Assembly ................... $ 1147341 § - § - $ - ($1,147,341)
General Government.............cccucrverureenensnnes 3,127,229 426,495 1,244,206 - (1,456,528)
Public Safety ........ 262,096 - - - (262,096)
Public WOrkS ......cc.ceccerienvrennens £ 2,381,324 - - - (2,381,324)
Culture and RECrBatON .........ccvsssessesssseseseese 710,062 - - 2 (710,062)
Health and Sanitation 519,654 - - - (519,654)
Human Services and Welfare. ...................... 1,066,705 - 808,674 - (258,031)
Urban Development..............ccmreesesessmernnns 1,689,967 - 1,149,500 - (540,467)
Public InStruction........ccemcmsrimenssonians 6,682,551 - 6,388,418 - (294,133)
Loss on Retirement of Capital Asset............ 28,464 - - - (28,464)
Interest on Long-Term Debt...........ccuerereene. 93,486 - - - (93,486)
Total Governmental Activities .......oveene.  $17,708879 §_ 426495 § 9590798 § - (7.691,586)
General Revenues:
Taxes:
Property Taxes, levied for General PUTPOSES ......coimnmmmsissaenens 1,037,125
Property Taxes, levied for Debt Service 205,616
Volume of Business Taxes 329,322
NSO THNES: . v rrosoivs isssibosssadinsbesnteissomememssrasabs ospssensarts 97,659
IHRTGOVEITINIONEEL ..icuiosassiimemissssmmsssinsssstommmsscsisnsispsrssossrssomsistensisn 5,451,818
37 e e R (N S 82,980
Miscellaneous .........co.ueen. 648,133
Special Items:
Legal Case Settlement — PREPA (Note 11).....cccccrmmenmecnnirccancnns __ 282,858
Total General Revenues and Special ltems _ 8135511
CHANGE IN NET ASSETS 443,925
Net Assets — Beginning of Year, As Restated (Note 14)........cc....... 16,162,870
NET ASSETS - ENDING OF YEAR $16,606,795

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

MUNICIPALITY OF OROCOVIS, PUERTO RICO
BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30, 2004
OTHER ToTAL
HEeAD START SBGP Dest GOVERNMENTAL GOVERNMENTAL
GENERAL Funp Funp SERVICE FUND Funps FuNDS
ASSETS
Cash and Investments (Note 1)..........oeeeecuemmseemsnsuense $ 253064 $ 34681 § 1023 § - § 87606 $ 376374
Cash with Fiscal Agent - - - 545,839 873,920 1,419,759
Receivables:
Federal Grant - 4,983,307 802,448 - 833,901 6,619,656
Due from Other Funds 1,178,177 25,499 - - - 1,203,676
Others 48,727 - - - 563,337 612,064
Total Assets $1479968 $5043487 § 803471 § 545830 §$2358764 $10231.520
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable $ 508738 §$ 14718 § 114449 § - § 258717 § 896,622
Bonds and Notes Payable - - - 160,000 - 160,000
Accrued Interest - - - 5,185 5,185
Due to Govemnmental Units 62,815 - - - - 62,815
Due to Other Funds 25,499 - 15,145 688 1,162,344 1,203,676
Deferred Revenues:
Volume of Business Tax 234,620 - - - - 234,620
Federal Grants - 4675327 667,872 309403 _ 5,652,602
Total Liabilitles 831,672 4.690.045 797,466 165,873 1,730,464 8,215 520
Fund Balances:
Reserve For:
Encumbrances 443,994 - - - 443,994
Debt Service.... - - 379,966 379,966
Other Purposes - 353,442 6,005 - 628,300 987,747
Unreserved ___ 204,302 - - - - 204,302
Total Fund Balances 648,296 353,442 6,005 379,966 628,300 _ 2,016,009
TOTAL LIABILITIES AND FUND BALANCES........... $1470068 §$5043487 § 803471 § 545839 §$2358764 §10231.520

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

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

JUNE 30, 2004

Total Fund Balances ~ Governmental Funds (Page 15)

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

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

Non Depreciable Capital Assets

Depreciable Capital Assets

--------

INFrASITUCIUIE ASSELS .....ceeesesrvsrsressssissrssemmaserssssasmassrsssssenssssssssssmmsnsssrssssranes

Accumulated Depreciation.

Total CapPital ASSBES ....cusesmsrsmmssmssssrsssssmsnsssssssussessssesssssranssssssrssasssrass

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

Head Start

........

SBGP

Total D;ai.‘érred Revenues

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

Special Bond

Compensated Absences

Property Tax Advances

Total Long-Term Liabilities

Total Net Assets of Governmental Activities (Page 13)

See accompanying Notes to Basic Financial Statements.
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$ 2,585,420

11,103,900
2,179,911
(3.175,413)

4,675,327
872

432,000
1,185,000
1,496,610

332621

$ 2,016,009

12,693,818

5,343,199



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF OROCOVIS, 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 Business Taxes

Federal Assistances

Intergovernmental

Licenses and Permits

Rent

Miscellaneous

Total Revenues

EXPENDITURES

Current;

Mayor and Municipal Legislature.................cissees

General Government

Public Safety
Public Works

Health and Sanitation

Culture and Recreation

Human Services and Welfare

Urban Development

Education

Capital Qutlay
Debt Service:
Principal

Interest and Other Charges

Total Expenditures

OTHER FINANCING SOURCES (USES)

Transters - In

Transfers — Out

Total Other Financing Sources and Uses.............cc.....

Special ltem:

Legal Case Settlement ~ PREPA...........ccccrnrrrvninns

Net Change in Fund Balances.............cuummmmne:

Fund Balance - Beginning

FUND BALANCES - ENDING

See accompanying Notes to Basic Financial Statements.

OTHER TotaL
HEAD START SBGP DEBT  GOVERNMENTAL GOVERNMENTAL

GENERAL Funp Funp SeRviCE FUND __Funps Funpbs
$ 1,037,125 § + 8 - § 205616 § - § 1242741
329,322 - - - - 329,322
- 6,383,883 1,434,560 1,334,494 9,152,937
5,451,818 - - - 718,386 6,170,204
97,659 - - - - 97,659
82,980 - - - - 82,980
1,322,739 - - . 1,322.739
8321 6383883 1,434,560 205,616 2,052,880 _18,398,582
1,142,016 - - 5,325 1,147,341
3,332,187 - - - 1,271,555 4,603,742
233,719 - - - - 233,719
2,147,310 - 55,215 - 45,479 2,248,004
519,654 - - - - 519,654
559,434 - - 569,434
209,882 - - 854,438 1,064,320
324,259 - 1,381,284 - 285,556 1,991,099
- 6,671,879 - - 6,671,879
103,644 - - - 160,367 264,011
- - 297,000 < 297,000
- - - 93,486 - 93,486
572,105 6,671,879 1,436,499 390.486 26227 19,693,689
- - - 173,167 173,167
(173.167) . - = (173,167)

(173.167) - - 173167 -

—282.858 - - : 282,858
(140,771) (287,996) (1,939) (11,703) (569,840)  (1,012,249)
789,067 641,438 7944 __ 391669 1,198,140 3,028,258
§ 648206 § 353442 § 6005 § 379966 $ 628300 §2.01600

17
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, 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 17)

Amounts reported for Governmental Activities in the Statement of Activities (Page 14)
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:

Capital Asset ; $ 2,301,385
DEpPrECiatioN EXDEIGO uaivuisiusimmusmississisipssssansossisissivsongesspunsissesi i s unsasssssndenss (528.681)
Excess of Capital Outlay over Depreciation EXPENSE..........ccuvemeusimscesserens

In the Statement of Activities, only the loss on the retirement of capital assets is reported,
whereas in the governmental funds, the loss is not recognized because not constitute

use of funds:
Cost of Assets ..... Ol e e e Lo (85,955)
Accumulated Depreciation......... 57.491
L'OBS ON PRIYBIABIIN ... iciissinsiisisinisnsnsninsseisi ivsians sakisinsss susivasmioden seorbikreanisuinsss

Revenues in the Statement of Activities that do not provide current financial resources are not
reported as revenues in the funds. ... S RO A s ey

(6] e e e e e PR L e OO X e Sy (285,060)
T ) R e A M Nes Ol R ) 11| 4,535
Municipal Revenue Collection CENET .........vvremererserrssessmssasesmsssersssssssissssssssssssnis (248,111)

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

Increase in Compensated Absences (215,535)
Decrease in Claims and Judgments.........c.cuonnuees T e 159,105
Decrease in CHNer DEDE: .. cmdemommnsasnsssmassssirismson s psnsssmsssansrrissippensebossipes __ 297,000

Change in Net Assets of Governmental Activities (Page 14)

See accompanying Notes to Baslc Financial Statements.
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($ 1,012,249)

1,772,704

(28,464)

(528,636)

240,570

$_ 443,925
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Orocovis, Puerto Rico (Municipality) was founded
in the year 1775, and operales as a govemmental unit of the
Commonwealth of Puerto Rico, under the Law Number 81 of August 30,
1991, known as “Autonomy Municipalities Law of the Commonwealth of
Puerto Rico”, The govemmental system of the 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 eldery 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 gevemmental 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
Govemmental Accounting and Financial Reporting Standards which,
along with subsequent GASB pronouncements (Statements and
Interpretations) constitutes GAAP for govemmental units.

In June 1998, the GASB Issued Statement Number 34, Basic Financial
Slatements-and Management's Discussion and Analysis-for State and
Local Govemments. This statement establishes new financial reporting
requirements for state and local govemments. The Municipality adopted
the provisions of GASBS No. 34 as well as other statements referred to
below as of July 1, 2002. They require new information and restructure
much of the information that governments have presented in the past.

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

As previously mentioned, other GASB Statements and Interpretations
were required to be implemented in conjunction with GASBS No. 34,
Therefore, the Municipality has implemented the following GASB
Statements in the fiscal year 2002-2003: GASBS No. 37, Basic Financial
Statements-and Management's Discussion and Analysis-for State and
Local Govemments: Omnibus, GASBS No. 38, Cerain Financial
Statement Note Disclosures, GASBS No. 39, Determining Whether
Certain Organizations Are Component Units, GASBS No. 41, Budgefary
Comparison Schedules — Perspective Differences, and GASBS
Interpretation No, 6, Recognition and Measurement of Cenain Liabilities
and Expenditures in Govemnmental Fund Financial Statements.

18

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 tunds. 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 descibed below and, where appropriate, subsequent
pronouncements will be referenced,

A. Financial Reporting Entity

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

The basic criteria for including a potential component unit within the
reporting entity is if potential compenent 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 criterion must be evaluated in light of
specific circumstances in order to determine which components units are
to be included as part of the reporting entity. Our specific evaluations of
the criteria applicable to the Municipality indicate no organizations meet
the criteria to be included as component units. Accordingly, theses basic
financial statements present only the Municipality as the reporting entity.

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

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

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

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOQVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{continuation)

B. Measurement Focus and Basis of Accounting (continuation)
Governmental Fund Financial Statements

The govemmental fund financial statements are reported using the
current financial resources measurement focus and the modified accrual
basis of accounting. Revenues are recorded when susceptible to accrual;
as soon as it is both measurable and available. “Available” means
collectible within the current period or soon enough thereafter, normally
within sixty (60) days, to be used to pay liabilties 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 fo accrual" concept to intergovemmental
revenues (federal grants) pursuant to GASBS No. 33, Accounting and
Financial Reporting for Nonexchange Transactions (the Municipality
may act as eilher 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 Iransmitted before the eligibility
requirements are met should, under most circumstances, be reported as
advances by the provider and deferred revenue by the recipient.

There are essentially two types of revenue. For some grants, moneys
must be expended by the Municipality on the specific purpose or project
before any amounts are reimbursed. Revenue is, therefore, recognized
as expenditures when incurred to the extent avallable. 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 lime of receipt or earier if the
susceptible to accrual criteria is met. Expenditures are generally recorded
when a liability is incurred, as under accrual accounting. Modifications 1o
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, 2004, has been
reported only in the government-wide financial statements.

C. Financial Statement Presentation

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

Government-wide Financial Statements

The govemment-wide financial statements (the Statement of Net Assets
and the Statement of Activities) raport information of all the activities of
the Municipality. For most part, the effect of interfund activity has been
removed from these govemment-wide financial statements.
Governmental activities, which nomally are supported by faxes and
intergovemmental revenues, are reporied 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 govemmental activities.
This statement, for the first time, combines and consolidates
govemmental fund's current financial resources (shori-term spendable
resources) with capital assets and long-term obligations.

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

« [nvested in Capital Assets, Net of Related Debt — These consists
of capital assels, net of accumulated depreciation and amortization
and reduced by outstanding balances for bonds, notes, and ather
debt that are atiributed to the acquisition, construction, or
improvement of those assets.

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

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

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

The Statement of Activities is focused on both the gross and net costs
per funclional calegory. 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
slatements presented in the previous financial reporting model. Emphasis
here is on the major funds in the govemmental category. Non-major
funds are summarized into a single column,

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE FI ENDED JUN
NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

C. Financial Statement Presentation (continuation)

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

This is the manner in which these funds are nommally budgeted. This
presentation deemed most appropriate to (a) demonsirate legal and
covenant compliance, (b) demonsirate 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 govemment-wide
statements, reconciliation is presented and separate explanation for each
differences.

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

The new model as defined in GASBS No. 34 esiablished criteria
(percentage of the assels, liabilities, revenues, or expenditures/expenses
of either fund category in the govemmental fund) for the determination of
major funds. The non-major funds are combined in a single column in the
fund financial statements. The Municipality reporis the following major
funds:

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

~ This is the fund used to account for all
transactions of the Head Start Program. The objectives to this
program are to provide comprehensive health, educational,
nutritional, social and other developmental services primarily
to economically-disadvantaged pre-school children and infants
and toddlers so that the children will attain school readiness.

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

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

21

GASBS No. 34 eliminates the presentation of Account Groups, bul
provides for these records o be maintained and incorporates the
information Info the Govemmental column in the govemment-wide
Statement of Net Assets.

D. Budgetary Data

The Municipality's annually adopts the Budget Resolution for all
operating funds of the Municipality except for certain restricted accounts
of Proprietary Funds and Special Revenue Funds. 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 depariments and funds, as long as
the total budget of the Municipality (net of interfund transfers) is nol
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 years budge!, 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 1o the budget, including transfers, require the approval of
the Municipal Legislature. Unencumbered appropriations lapse at the end
of the next fiscal year. The Municipality follows these procedures, in
accordance with law, in order to establish the budgetary data reflected in
the basic financial statements:

1. Prior of May 15 of each fiscal year, the Mayor submits fo the

Municipal Legislature a proposed budget for the fiscal year
commencing the following July 1 in addition of a budget
message.

2. The budget document is available for public inspection prior o
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.

conlinue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

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

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

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

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

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

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 10).

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. Cerlain revenues susceptible to accrual, i.e., both measurable
and avallable, are not included in the budgetary data.

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

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

E. Cash, Cash Equivalent and Investment

The Director of Finance of the Municipality is responsible for investing
the available resources in cerificates of deposit and other short-term
investments. Investments are made from the available combined funds of
the Municipality and, accordingly, it is not praclical to disclose
cerificates of deposit and other short-term investments individually by
fund in the combined financial statements. Interest earmed on cerificates
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 and is not collateralized.

Cash balance recognized In the Debt Service Fund is restricted for the
payment of the Municipality's obligations, and others are restricted for
specific projects, such as the acquisition or construction of permanent
Improvements. This sinking fund is maintained by the Govemmental
Development Bank of Puerto Rico, agency which acts as the insurer and
payer of the Municipality's bonds and notes issued in accerdance with
law.

F. Receivable

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

G. Inventories

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

H. Capital Assets

Property, plant and equipment purchased or acquired is carried at
historical cost or estimated historical cost. Contributed assets are
recorded at fair market value as of the date received. The Municipality's
capitalization levels are $500 on personal property. Fer improvements
other than buildings, the capital outlay must be greater than $10,000,
extend the estimated useful fife 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.

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

H. Capital Assets (continuation)

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

TABLE1

CAPITAL ASSETS YEARS
Buildings 50-60
Improvement Other Than Buildings 45
Infrastructure 10-20
Vehicles and Fumilure 510
Machinery and Equipment 10-15

.  Compensated Absences

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

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

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

In accordance with the above criteria and requirements as established by
GASBS No. 16; the Municipality has accrued a liabifity for compensated
absences, which has been eamed 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
govemmental funds statements, all of the compensated absences are
considered long-term and therefore, are not a fund liability and represent
a reconciling item between the fund level and govemment-wide
presentations (see Note 7).

J. Insurance

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

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
fransactions are treated as transfers. Transfers between govemmental or
proprietary funds are netted as part of the reconciliation to the
govemment-wide columnar presentation. The Municipality has the
following types of transactions among funds:

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

L. Reservations of Fund Balance - Governmental Funds

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

M. Claims and Judgments

The estimated amount of the liability for claims and judgments, if any,
which is due on demand, such as from adjudicated or settled claims, is
recorded in the General Fund, The Long-Term Debt Account 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.

The following is a summary of changes in the balance of | Table2
Compensated Absences for the fiscal year ended June 30, 2004, | BALANCE

(See Table 2)

RETIREMENTS  BALANCE
NEw  ANDCURRENT  JUNE 30, CURRENT  LONG-TERM
ISSUES  MATURATES 2004 PORTION PORTION

§1281075 §£.215535 § - §1496610 § BE6S22 S 63008R
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

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
assels and liabilities at the date of the basic financial statements and the
reported revenue and expenses during the reporting period. Aclual result
could differ from those estimates.

NOTE2 CASH, CASH EQUIVALENTS AND INVESTMENTS

Investments consist of cerificates of deposit. The Municipality’s cash,
cash equivalent and investments at year-end were entirely covered by the
Federal Deposit Insurance Comoration (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 Govemment Development
Bank of Puerto Rico, which is unsecured and uncollateralized.

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

During the year, the Municipality invested its funds in interest bearing
bank accounts and shori-term certificates of deposit. As June 30, 2004,
no investment is outstanding.

NOTE3 OTHERS RECEIVABLES

As of June 30, 2004, in the General Fund the amount of $48,727
corresponds to $45,100 for transportation services for the Department of
Education and $3,627 to interests. For the Other Funds the other
receivables account is comprised $115,329 from Law 52, $213,467 from
the Department of Education, and $234,541 are from the Rural
Development Corporation.

NOTE4 INTERFUND TRANSFER AND BALANCES
A. INTERFUND TRANSFERS

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

B. INTERFUND RECEIVABLE AND PAYABLE BALANCES

Interfund receivables and payables at June 30, 2004 are summarized as
follows: (See Table 4)

INTERFUND INTERFUND TaBLES

RECEIVABLE PAYABLE AMOUNT
General Fund SBGP § 5145
General Fund Debt Service Fund 688
General Fund Other Fund 1,162,344
Other Fund Head Start Fund 25499
TOTAL $1203676

NOTES DUETO OTHER GOVERNMENTAL UNITS

As of June 30, 2004, balance due to other governmental units of the
General Fund for services rendered 1o the Municipality, consists of the
following: (See Table 5)

TaBLES AMOUNT

Water Company $ 25,133
Municipal Revenue Collection Center.............cun. 36,757
Others Agencies 925

Total Due to Governmental Units..........ev..ne

INTERFUND TRANSFERS WITHIN THE GOVERNMENTAL FUNDS TABLE3

SOURCES TRANSFER TO AMOUNT
General Fund Debt Service Fund $173.167
Total §173,167

PURPOSE
Debt payments

24
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE6 CAPITAL ASSETS

Capital Assets activities for the fiscal year ended June 30, 2004 was as
follows (See Table 6)

CAPITAL ASSETS, NET .......oovvvvernrisnne

TABLEG BALANCE BALANCE
JuLy 1, JUNE 30,
DESCRIPTION 2003 ADJUSTMENTS  ADDMIONS  RETIREMENTS 2004
Non-Depreciable Capital Assets;
Lﬂ.ﬂd LT $ 923.300 $ 131‘1 78 $ 20,000 s = $ 1 .074,478
Construction in Progress.........essersee: 931,006 (131.178) 711,114 - 1,510,942
Total Non-Depreciable Capital Assets..... _ 1,854,306 - 731,114 - 2585420
Depreciable Capital Assets:
Buildings and Buildings Impromments 7,952,705 134,720 - 8,087,425
Equipment and Vehicles ... =S 567,836 147,770 (5,598) 710,008
Fumiture and Fixtures... 312,226 19,509 (1,742) 329,993
Heavy Equipment 1,928,299 126,790 (78,615) 1,976,474
Infrastructure 1,161,929 _ (123,500) 1,141,482 2179911
Total Depreciable Capital Assets............. _11.922.995 (123500) _ 1.570.271 (85.955) _13.283.811
Less Accumulated Depreciation:
Buildings and Buildings Improvements.... (1,494,918) (167,859) - (1,662,777)
Equipment and Vehicles ..........oecuvresns (290,645) (122,579) 5530 (407,694)
Fumiture and FiXtUres .........ooeemeeiensnnns (134,320) (26,848) 1,505 (159,663)
Heavy Equipment (784,340) (132,780) 50,456 (866,664)
Infrastructure - - (78,615) - (78.615)
Total Accumulated Depreciation..............  _(2.704.223) - __(528681) 57,491 (3.175.413)
Total Depreciable Capital Assets (Net).... 9.218.772 (123,500) 1,041,590 (28.464) 10,108,398

§11.073078 § (123500) $ 1772704 (§__26.464) §12.693818

Depreciation  expenses were charged to  govemmental

functions/programs as follows: (See Table 7)
TABLE 7 AMOUNT
General Government $124,684
Infrastructure 78,615
Public Safety 28,377
Publlc Works and Transportation 133,320
Health and Welfare 2,385
Culture and Recreation 150,628
Education 10.672

Total Depreciation EXpenses.........courms 5028681

NOTE7 GENERAL LONG-TERM DEBTS

A. GENERAL OBLIGATIONS BONDS AND SPECIAL NOTES
PAYABLE

The principal long-term obligations of the Municipality are general
obligations bonds and special notes Issued to finance the construction
and improvemenis 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 properly tax and subsidy sent to the
Municipality.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE7 GENERAL LONG-TERM DEBTS (continuation)

General obligations bonds and notes payable as of June 30, 2004, are
comprised of the following individual issues:

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: (See Table 10)

AMOUNT TasLE10 BALANCE RETIREMENTS BALANCE  AMOUNTS  AMOUNTS
DEIEN JuLy 1, NEW AND JuNE30, DueWmHIN DUE AFTER
General Obligations Bonds: DESCRIPTION 2003 IsSUES  ADJUSTMENT 2004 ONEYEAR  NEXT YEAR
construction General ... $ 624000 § - § 192,000 § 432000 § 49,000 §$ 383,000
m’?gnﬁ?m“ﬁﬁ,‘%ﬁm ranging m‘"m”mmm" Special......... 1,290,000 - 105000 1,185000 110,000 1,075,000
to $30,000, excluding inerests at5.00% OthersDebts... _1772801 _ 215535 _ 150105 _1820231 _1.025627 _ 803,604
through July 1, 2015 267,000 TOTAL......... $3686R01 § 215535 § 456105 $3446231 §1.184697 $2.261.604
$215,000, Series 2003, , for purchase of equipment,
payable In semlannual installments ranging from
$25,000 to $40,000, axcludhg variable interests up NOTE8 DEBT RETIREMENT
fo 4.10% through July 1, 2008... 5 165,000
Total General Obligations BondS ... oo Revenues of the debt service fund consists of the ad-valorem property
e o it taxes which are recognized as revenue when collected from taxpayers
Special Obligations Notes: and reported by the Municipal Revenue Collection Center of the
able in semiannual instaliments f
% 000 to $140,000, excluding m?},“é';?m’f,’;' up These property taxes are accumulated by the Municipal Revenue
10 8.00% through July 1, 2016.., ; 110,000 Collection Center in costs of the general obligations bonds issued by the
Municipality (See Note 7). Paymenls are made lo the Govemment
:;;L?,“,;?Q,:m?f,;;ﬁmmmﬁ,m Development Bark of the Commonwealth of Puerto Rico from such
$35,000 to $55,000, excluding variable interests up accumulated funds by the Municipal Revenue Collection Center of Puerto
to B.50%, through July 1, 2006... crsremsennnene 1,075,000 Rico.
Total Special Obligations NOIES..........ccwerwnee 1,185,000
Total General and Speclal Obligations............. . 31,617,000 NOTES PROPERTY TAXES

The annual requirements to amortize the general and special obligations
outstanding as of June 30, 2004 are as follows (See Table 8)):

The Municipal Revenue Collection Center of the Commonwealth of
Puerto Rico is responsible for the assessment of all real and personal

TABLE 8 property Io_cated within the I.'qulclpality and fqr the levy, administration
YeAr ENDING PRINCIPAL INTEREST ToraL and collection of the corresponding tax contribution.
JunE 30, PAYMENT PAYMENT PAYMENT o .
The properly tax contribution is levied each year over the appraised value
2005 $ 159,000 § 98540 $ 265540 | of the property at the beginning of the calendar year. The real property
2008 165,000 103,697 268,697 assessment is based on the current value existing in the year 1957 and
2007 116,000 92,260 208,260 the personal property at the current value at the date of the assessment.
2008 127,000 84,948 211,948
2009 138,000 75-390 214890 | The tax rale per annum is 8.53% for real property and 6.53% for personal
2010-2014 622,000 877,550 | property of which 1.03% of both belong to the Commonwealth of Puerto
2015-2016 —290,000 __33-599 —323500 | Rico and 7.50% and 5.50%, respectively, belongs to the Municipality.
TOTA From the portion belonging to the Municipality, 6.00% and 4.00%,
i ALELLLD 1A% 5260885 respectively, represents the Municipality's basic tax rate that is
B. OTHER LONG-TERM DEBTS ﬁaf;;;neartae;dm;ot; general purposes and therefore accounted for through
Following are the Other Long-Term Debts (See Table 9)):
The remaining portion belonging to the Municipality of 1.50%
TABLES BALANCE RETIREMENTS  BALANCE represents the ad-valorem property taxes withheld by the
= Jg;;;- B';IEEWS P ""2':,‘02“’ Municipal Revenue Collection Center of the Commonwealth of
N Puerto Rico and restricted for debt service, which is accounted for
Property Taxes - Treasury..... § 15405 § - § 1383 $ 14022 | through the debt service fund (See Note 8). The Municipality has
Property Taxes ~ MRCC... 476,321 Y 167,722 318,509 reached the maximum statutory tax rate limit for the basic tax
Compensated Absences....... 1281076 _215.535 : 14968610 | whilethere is no limitation for the ad-valorem tax rate.

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2004
NOTE9 PROPERTY TAXES (continuation)

The Commonwealth of Puerto Rice 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. 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 conltributions 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 exonerates impositions and payment of propery
contributions, for a 15-year term, to all natural or judicial persons that
comply with the following conditions: new creation and continuing
operation of an Industry, business or company of private investment that
has a payroll of 100 employees or more; within the geographic limits of
Orocovis and during the whole previous natural year of the payment date
of the property tax contributions. In addition, all industries, businesses or
companies that comply with the conditions mentioned above, would
receive a credit on the Volume of Business Tax equivalent to the salaries
paid. This credit will apply to the contributive year subsequent to the
creation or maintenance of a payroll in excess of 100 or more employees.
The remaining credit, if any, can not be carried forward to subsequent
contributive years and can not be reimbursed to the taxpayer.

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 fo 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 exteral auditors.

NOTE 10 VOLUME OF BUSINESS TAX

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

a. 1.50% for financial institutions and savings and loan
associations.
b,  0.40% for all other organizations.

Taxes are payable in two equal semi-annual installments on July 1 and
January 1 following the date of levy. If they are paid with declaration, the
taxpayer is granted a 5% of discount. Collections of taxes during current

27

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

NOTE11  INTERGOVERNMENTAL REVENUES

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

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

Recognized as a special item is the legal case seftlement from the Puerto
Rico Electric Power Authority, a component unit of the Commonweaith of
Puerto Rico.

NOTE 12 EMPLOYEE'S RETIREMENT PLAN

The Employee's Relirement 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, 1852,
ERS cavers all regular employees of the Commonwealth of Puerto Rico
and its instrumentalities and of certain municipalities and components
units not covered by their own retirement systems.

Participation is mandatory except for members of the Legislature,
Govemment Secrelaries, Head of Agencies and Public Instrumentalities,
Assistants to the Govemor, the Comptroller of the Puerto Rico,
Gubematorial Board and Committee appointees and Experimental
Service Station employees. ERS provides retirement, death and disability
benefits. Disability retirement benefits are available to members for
aoccupational and non-occupational disabilities. Retirement benefils
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 altemative, 8.275% of all salary. The Municipality
contributes to the system 9.275% of the participating employee's salanies,

confinue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE 12 EMPLOYEE'S RETIREMENT PLAN (continuation)

Law Number 305 of September 24, 1999, amendments the Act Number
447 that establish a savings program. All employees active in the system
as of December 31, 1999 may elect to transfer from define contribution
programs to the new savings program (a defined contribution plan),

Employees in the savings program may now contribute from a minimum
of 8.275% up to a maximum of 10% of their monthly salary, and will
invested in an account which will either: (a) eam a fixed rate based on the
two-year Constant Maturity Treasury Note or, (b) eam a rate equal to
75% of the return of the System's investment portiolio (net of
management fees), or (c) eam a combination of both altematives.

If at time of retirement accumulated benefits amount to $10,000 or less
may elect to recelve 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 rale of 1)2% of their average compensation of
each year of credit service for the remaining years. The System also
provides for death and disability benefits and the assets of the System
pertaining to the participant employees.

A variety of significant actuarial assumptions are used 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

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

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

The total pension expenditures recorded in the category of administration
for the Fiscal Year Ended June 30, 2004 was approximately $161,587. Al
employees who at the time of employment are 55 years old or less are
eligible to participate in the System. No benefit is payable if the
participant receives a refund of his accumulated contributions.

The historical trend information regarding the accumulation of assets and
pension benefit obligation in the ERS is not available. For the ten-year
irend 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

increase.

All employees that do not elect to transfer for the YEARS PARTICIPANT'S TABLE 11
new program and who at the time of employment Or ServicE AGE Pension BENEFITS
are 55 years old or less are eligible to participate
in the System. Pension benefits for participants | 30 or more 55orless  65% of the average of the three years of highest salary during
with 30 years of service are as lollows (See the employee's service period.
Table 11)

30 or more B8ormore  75% of the of the three years of hi salary duri
The amount of the tolal pension benefit mnpbyampm'. = TRIILA
obligation is based on a slandardized
measurement established by GASBS No. 27, | 39 or more B50rmore  75% of the average of the three years of highest salary during
Financlal Reporting for Defined Benefit Pension the employee's service period (employees started working after
Plans and Notes Disclosure for Defined April 1, 1990).
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-concem basis,
assess progress made in accumulating sufficient assets to pay benefits
when due, and make comparisons ameng other public retirement
systems. The measure is Independent of the actuarial funding method
used to determine contributions to the plan.

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE 13 CONTINGENCIES
A. CLAIMS AND JUDGMENTS

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

In addition, the Municipality is a defendant or co-defendant in several
legal proceedings, which are in discovery stage. Certain of these claims
are covered by insurance. Legal counsel with the information currently
available can not determine the final outcome of these claims,

B. FEDERAL GRANTS

In the normal course of operations, the Municipality receives grants from
various Federal and State agencies. The grant programs are subject o
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,

NOTE14 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.

Table 12 reconciles the June 30, 2003 Net Assets/Fund Balance, as
previously reported to Beginning Net Assets/Fund Balance as restated,
July 1, 2003.

Table 12
Govemmental-Wide NET ASSETS
Net Assats, as Previously Reported,
June 30, 2003 $16,286,370
Adjustment to Capital Assets (123,500
Beginning Net Assets, as Restated, July 1, 2003........... $16.162.870

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 and 44), but do not

apply to the Municipality

END OF NOTES
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF OROCOVIS, PUERTO RICO
REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

BUDGETARY FUND BALANCE, JULY 1, 2003.........

Resources (Inflows):

Property Taxes .
Volume of Business Taxes

Intergovernmental RevenUES .............ccceicurminissesenns

License and Permits..

Rent

Miscellaneous...

Total Resources (Inflows)

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

Charges to Appropriations (Outflows):
Mayor and Municipal Legislature

General Government

Public Safety
Public Works

Health and Sanitation
Culture and Recreation

Urban Development

Human Services and Welfare

Capital Outlays

Transfer to Other Funds

Total Charges to Appropriations.............uwn.

BUDGETARY FUND BALANCE, JUNE 30, 2004.......

See accompanying Notes to Required Supplementary Information.

ACTUAL AMOUNTS

BUDGET AMOUNTS (BUDGETARY BAsiS)
ORIGINAL FiNaL (SEENOTEA)
$ 698,417 $ 698417 $ 698417
654,367 1,037,125 1,037,125
291,000 305,330 329,322
5,492,231 5,539,293 5,451,818
50,500 96,763 97,659
60,000 100,800 82,980
632,150 1,670,081 1,560,497
1,180,248 8749392 _8.559.401
1,878,665 —9.447.809 9257818
1,070,399 1,320,668 1,320,199
2,664,572 2,904,552 3,045,516
338,761 234,346 234,342
1,555,754 2,242,832 2,229,943
642,788 603,538 603,537
437,531 563,979 565,696
40,000 353,467 353,364
183,443 226,117 226,073
37,975 126,726 125,007
209,025 173,167 — 173,167
7.180.248 8,749.392 _8.876,844
§_698417 § 698417 $_ 380,974

VARIANCE WITH
FiNAL BUDGET

Posmve (NEGATIVE)

£

23,992
(87,475)
896

(17,820)
(109,584)

(189.991)
—(189.991)

469
(140,964)
4

12,889

1
(1,717)

103

44
1,719

127,
(§_317.443)



T
J

=

==

==

et

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

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

Sources/inflows of Resources:

Actual Amounts (Budgetary Basis) “Available for Appropriation” from the

Budgetary Comparison Schedule (See PAge 30)..........ceuvuseremssieessssssismessmssissmsssssesssmssessisanssses

Difference — Budget to GAAP:

The Fund Balance at the Beginning of Year is a budgetary resource but is nota
Current-Year Revenue for financial reporting PUIDOSES. .......c.cemmmmrrsissmmssmesssssessssnissssssnes

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

The proceeds from the legal case settlement are budgetary resources but are regarded

as a special item, rather than revenue, for financial reporting purposes

Current-Year Collection are inflows for budgetary purposes and accrued in prior-year, but are
not revenues for financial reporting purposes

Total Revenues as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 17)..............

Uses/Qutflows of Resources:

Actual Amounts (Budgetary Basis) “Total Charges to Appropriation” from the
Budgetary Comparison Schedule (See Page 30).......ccummirnn

Difference — Budget to GAAP:
Encumbrances for supplies and equipment ordered but not received are reported

........

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

Current-Year Expenditures are outflows for budgetary purposes and accrued in prior-year but are
not expenditures for financial reporting PUIPOSES ... rrrirermismesmessisssissmmmssmssssssnsiessssassissssessenss

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

Total Expenditures as Reported on the Statement of Govemmental Funds Fievenu&s,
Expenditures and Changes in Fund Balance (See Page 17)

NOTEB Explanation of Differences between Budgetary Fund Balance and GAAP Fund Balance

Budgetary Fund Balance, June 30, 2004 (See Page 30)

Timing Differences:

Net Change in ENCUMDBIANCES........vieurimmiesimsssmsmsismsssnsssssssesssssssssasssesssesase

Non-budgetary Items.........o.uu O 3 R AN S AR Oaadi T

Unrestricted Fund Balance, June 30, 2004 (See Page 15)..
END OF THIS SECTION

kil

$ 9,257,818

(698,417)

(282,858)

45100

$ 8321643

$ 8,876,844

(11,762)

(119,810)

(173,167)

$.8.572,105

$ 380974

(11,762)
(164.910)
§ 204302



PART Il

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
AND REPORTS REQUIRED BY GOVERNMENT AUDITING
STANDARDS AND OMB CIRCULAR A-133




COMMONWEALTH OF PUERTO RICO

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

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

FEDERAL GRANTOR/ PASS THROUGH
GRANTOR/ PROGRAM OR CLUSTER TITLE

U.S. Department of Agriculture:
Pass-Through Administration of Families and Children:

Child and Adult Care Food Program

U.S. Department of Housing and Urban Development:

Direct Programs:

Section 8 Housing Choice Vouchers
Indirect Programs:

Pass Through State — Office of the Commissioner
of Municipal Affairs:

State Block Grant Program (SBGP).....

Total U.S. Department of Housing and Urban Development ...

U.S. Department of Justice:
Direct Program:

Public Safety Partnerships and Community
Policing Grant Program

U.S. Federal Emergency Management Agency (FEMA):

Pass-Through State - Office of Governor Authorized
Representative (GAR):

Public Assistant Grants

U.S. Department of Education:

Direct Program:

Twenty First Century Community Learning Center...........ccoo.ees

Subtotal Expenditures of Federal Awards

(Balance Carry Forward)

FEDERAL PASS-THROUGH
CFDA ENTITY IDENTIFYING FEDERAL
NUMBER NUMBER EXPENDITURES
10.558 CCC-007-0 $ 605,008
14.871 203,666
14,228 02-AB-49
02-FC-49
01-FD-49
00-FD-49
99-FD-49
98-FD-49
97-FD-49 1,436,499
1 165
16.710 97.016
83.544 1136-DR-PR-121 259,060
84.287 1824
2,783,

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

FEDERAL PAsS-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
Subtotal Expenditures of Federal Awards
(Balance Brought Forward) $2,783,726
U.S. Department of Health and Human Services:
Pass-Through Administration for the Childhood Care
and Integral Development:
Head Start Program 93.600 02-CH-0483 _6,652,894
TOTAL EXPENDITURES OF FEDERAL AWARDS...........cocesssisene $9,436,620

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

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

NOTE 1

NOTE 2

NOTE 3

NOTE 4

NOTES

GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activities of the Municipality of
Orocovis, Puerto Rico. The information in this Schedule is presented in accordance with the requirements of OMB Circular A-
133, Audits of States, Local Govemments, 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.

FEDERAL CFDA NUMBER

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

PASS-THROUGH GRANTOR'S NUMBER

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

MAJOR PROGRAMS

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

END OF NOTES

L'



CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

TEL (787) 746-0510

PO BOX 83649
CAGUAS., P R 0726-8309 FAX (787) 746-0525

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS REQUIRED BY GOVERNMENT AUDITING STANDARDS

To the Honorable Mayo} and
Members of the Municipal Legislature
Municipality of Orocovis, Puerto Rico

We have audited the financial statements of the govemmental activities, each major fund, and the aggregate
remaining fund information of Municipality of Orocovis, Puerto Rico (Municipality), as of and for the fiscal year
ended June 30, 2004, which collectively comprise the Municipality's basic financial statements and has issued our
report thereon dated January 4, 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Municipality’s intemal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinions on the financial statements
and not to provide an opinion on the intemal control over financial reporting. Our consideration of the internal control
would not necessarily disclose all matters in the intemal control over financial reporting that might be material
weakness. A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused by error or
fraud in amounts that would be material in relation to the 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. We noted
no matters involving the internal control over financial reporting and its operation that we consider to be material
weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality's basic financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts
and grant agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government Auditing Standards.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS REQUIRED BY GOVERNMENT AUDITING STANDARDS
Page 2

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

(0 ey e, (5C
CPA DIAZ-MARTINEZ, PS

Certified Public Accountants & Consuitants
License Number 12, expires on December 1, 2007

Caguas, Puerto Rico
January 4, 2005

37




CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

PO BOX 836Y
CAGUAS, P R (0N726-R836Y

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

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

Compliance

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

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

In our opinion, the Municipality complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the fiscal year ended June 30, 2004. However, the results of our
auditing procedures disclosed instances of noncompliance with those requirements, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying Schedule of Findings
and Questioned Costs as items 04-1il-01 through 04-11l-03.

Internal Control Over Compliance

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

TEL (787) 746-0510
FAX (787) 746-0325



INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133
Page 2

Our consideration of the intemal control over compliance would not necessarily disclose all matters in the internal
control that might be material weakness. A material weakness is a reportable 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 caused by error or fraud 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. We noted no matters involving the
intemnal control over compliance and its operation that we consider to be material weakness.

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

1 1
COA ey "Mu/uﬁdb gs¢
CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

License Number 12, expires on December 1, 2007

Caguas, Puerto Rico
January 4, 2005
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

SECTION | - SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditors' report issued: Unqualified Opinion
[ Adverse Opinion

Internal control over financial reporting:

@ Reportable condition(s) identified? [J Yes

® Material weakness(es) identified? [J Yes

Noncompliance material to financial statements noted? ] Yes

Federal Awards

Internal control over major programs:

® Reportable condition(s) identified? [ Yes

® Material weakness (es) identified? O Yes

Type of auditors’ report issued on compliance for
Major Programs: Unqualified Opinion
[ Adverse Opinion

Any audit finding disclosed that are required to be reported

O Qualified Opinion
[J Disclaimer Opinion

None Reported

X No
B No

I None Reported

Xl No

[J Qualified Opinion
[ Disclaimer Opinion

in accordance with Section 510 (a) of Circular A-133? Yes [ No
[dentification of Major Programs:
CFDA Number Name of Federal Program or Cluster

14.871 Section 8 Housing Choice Voucher

93.600 Head Start Program
Dollar threshold used to distinguish between
Type A and Type B Programs: $300,000
Auditee qualified as low-risk auditee? [J Yes No

H

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

SECTION Il - FINANCIAL STATEMENT FINDINGS

NO MATTER IS REPORTED.

42

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

SECTION Il — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENTS
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 04-1il-01

HEAD START PROGRAM (CFDA NO. 93.600)
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
PASS-THROUGH STATE - ADMINISTRATION FOR CHILDHOOD CARE AND
INTEGRAL DEVELOPMENT

COMPLIANCE
SPECIAL TESTS AND PROVISIONS

The Head Start Program did not obtain for various Centers, the required licenses issued
by the Puerto Rico Fire Department, Health Department, and the Administration of
Children and Families (ADFAN) of the Puerto Rico Department of Family.

The Head Start regulations at 45 CFR Section 1306.30 (c) and OMB Circular A-133 -
Compliance Supplement, states that the facilities used by Head Start grantees must
comply with applicable state and local requirements conceming licenses. The State
requirement for the operation of Head Start Centers include a license granted by the
Puerto Rico Fire Department, Health Department and Administration of Children and
Families of the Puerto Rico Department of the Family.

Head Start Centers failed to obtain or renew the required licenses issued by the Puerto
Rico Fire Department, Health Department and the Administration of Children and
Families of the Puerto Rico Department of Family.

Municipality did not comply with the applicable state licensing requirements of the Head
Starts Centers.

We recommend management to perform the required improvements and obtain the
required licenses from the local agencies.

None

Pending the Corrective Action Plan.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

SECTION |1l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 04-1-02

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

COMPLIANCE
SPECIAL TESTS AND PROVISIONS

During our Housing Quality Standard Inspections test, we noticed that the Municipality
did not perform supervisory quality control HQS inspections as required by federal
regulation.

Code of Federal Regulations, 24 CFR, Subpart |, Section 982.405 (b) states that the
Municipality must conduct supervisory quality control HQS inspections. Also, 24 CFR,
Subpart A, Section 985.2 (b) states that in order to conduct the supervisory quality
control HQS inspection the Municipality must select an annual sample of files or records
drawn in an unbiased manner and have them reviewed by a Municipality’s supervisor
(or by another qualified person other than the one who performed the original work) to
determine if the work documented conforms to program requirements.

Municipality did not perform supervisory quality control HQS inspections as required by
federal regulation.

Municipality does not comply with 24 CFR, Subpart I, Section 982.405 (b), and Subpart
A, Section 985.2 (b).

We recommend management to implement the necessary procedures in order to make
sure that inspections are performed in accordance to, and in compliance with federal
regulation.

None

Pending the Corrective Action Plan.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

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

SEecTION |Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 04-11I-03

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

COMPLIANCE
SPECIAL TESTS AND PROVISIONS

During our examination of the inspections made by the Municipality, we noticed that all
units were documented as if they passed the inspections, even though, deficiencies were
disclosed in the inspection report. One unit was documented as if it passed the
inspection, but a comment was placed in the inspection report stating that the unit was in
complete abandonment by the family; no corrective action period was established.

Code of Federal Regulations, 24 CFR Subpart I, Section 982.404(b) states that the
family is responsible for a breach of the HQS that is caused by them. If an HQS breach
caused by the family is life threatening, the family must correct the defect within no more

than 24 hours. For other family ~ caused defects, the family must correct the defect
within no more than 30 calendar days.

Federal Programs Department did not implement the necessary procedures to assure
compliance with all requirements and regulations.

Federal Programs Department is not enforcing the families obligations and applying the
sanctions established by the regulations.

We recommend management to take all necessary measures in order to comply with
said requirements and regulations.

None

Pending the Corrective Action Plan.

END OF SCHEDULE




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

SCHEDULE OF PRIOR AUDIT’S FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(1) Audit Findings that have been Fully Corrected:

FISCAL YEAR 2003

Finding Number 03-11-01 Equipment and Real Property
CFDA Number 93.600

Questioned Cost None

Auditee Comments System and procedures corrected.

(2) Audit Findings not Corrected or Partially Corrected:
FISCAL YEAR 2003

Finding Number 03-11l-02 Special Tests and Provisions
Required licenses for Centers.

CFDA Number 93.600
Questioned Cost None

Auditee Comments Pending of ADFAN licensing.

FISCAL YEAR 2002

Finding Number 02-11-03 Special Tests and Provisions
Required licenses for Centers.

CFDA Number 93.600
Questioned Cost None
Auditee Comments See Finding Number 03-1{I-02 above.

FISCAL YEAR 2001

Finding Number 01-il-02 Special Tests and Provisions
Required licenses for Centers.

CFDA Number 93.600

Questioned Cost None
Auditee Comments See Finding Number 03-111-02 above.

continue
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OROCOVIS, PUERTO RICO

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

(3) Corrective action taken is significantly different from corrective action previously reported:
NONE
(4) Audit findings is no longer valid:
FISCAL YEAR 2000

Finding Number 00-111-07 Special Tests and Provisions
Required licenses for Centers.

CFDA Number 93.600

Questioned Cost None
Auditee Comments See Finding Number 03-111-02 above.

END OF SCHEDULE
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MUNICIPALITY OF OROCOVIS

CORRECTIVE ACTION PLAN FOR THE

SINGLE AUDIT REPORT OF YEAR ENDED JUNE 30, 2004

FINDING
NUMBER

RESPONSIBLE
INDIVIDUAL

MANAGEMENT VIEWS

CORRECTIVE ACTION PLAN

ANTICIPATED
COMPLETION
DATE

04-111-01

Mr. Jesus M. Torres

The Head Start Program
required the licenses issued by
the Puerto Rico Agencies, Fire
Department, Health Department
and the Administration of
Children and Families
(ADFAN), two month before
expired them.

Visit the different State Agencies to
communicate the importance of these
licenses in all the centers.

Maintain a record with the evidence
of all letters sent to all State
Agencies.

Give instructions to center’s
personnel about the importance of
these licenses, to call on time when
these needed to be renovate.

April 2005

04-111-02

Mrs. Karina Rivera

The housing inspector will take
in consideration the spaces
provided in the inspection sheet
to qualify the inspected
dwelling unit if it pass, fail or is
inconclusive in order to comply
with the Code of Federal
Regulations, 24 CFR Subpart I,
Section 982.40 (b).

Management will be implemented to
take all necessary measures in order
to comply with said requirements and

regulations.

April 2005

The information Auld;bove has been determined to be accurate based upon information available as of

&

Position; Mdyor

l6n Berlingeri




MUNICIPALITY OF OROCOVIS

CORRECTIVE ACTION PLAN FOR THE
SINGLE AUDIT REPORT OF YEAR ENDED JUNE 30, 2004

FINDING RESPONSIBLE MANAGEMENT VIEWS | CORRECTIVE ACTION PLAN ANTICIPATED
NUMBER INDIVIDUAL COMPLETION
DATE
04-I11-03 Mrs. Karina Rivera The inspector will conduct a | A supervisory control test will be | June 2005

required by federal regulation, | Subpart A, Section 985.2 (b).

The information stated to: has been determined to be accurate based upon information available as of




+ INTERNET REPORT ID: 154225 . 1/28/2005 OMB No. 0348-0057
i U.S. DEPT. OF COMM.- Econ. and Siat. Admin,- U.S. CENSUS BUREAU
/{3;;0& JSF SAC ACTING AS COLLECTING AGENT FOR

Data Collection Form for Reporting on
AUDITS OF STATES, LOCAL GOVERNMENTS, AND NOH%HOFIT ORGANIZATIONS
for Fiscal Year Ending Dates in 2004, 2005, or 2006

COFFICE OF MANAGEMENT AND BUDGET

1.

Complete this form, as required by OMB Circular A-133, "Audits
of States, Local Governments, and Non-Profit Organizations,"

Federal Audit Clearinghouse
1201 E. 10th Street
Jeffersonville, IN 47132

I

By
¥,

I GENERAL INFORMATION (To be completed by auditee, except for Items 4 and 7)

Fiscal period ending date for this submission
Month Day Year

2. Type of Circular A-133 audit

Fiscal Period End Dates Must 1(X] Single audit  2[] Program-specific audit
06 / 30 /2004 |ggin 2004, 2005, or 2006 1b Rl o S
3. Audit period covered 4. FEDERAL Date received b
GOVERNMENT  Federal clearinghouse
1 X Annual * 2[]J Biennial  3[] Other — Months USE ONLY
5. Auditee Identification Numbers
a. Primary Employer Identification Number (EIN) b. Are multiple EINs covered in this report? 1[JYes 2[XINo
= c. If Part |, ltem 5b = "Yes," complete Part |, ltem 5¢
6|6 0j4j3[3[4]91 on the continuation sheet on Page 4.
d. Data Universal Numbering System (DUNS) Number e. Are multiple DUNS covered in this report? 1] Yes 2[XINo
— 2 f. If Part |, ltem 5e = “Yes," complete Part |, item 5f
on the continuation sheet on Page 4.
6. AUDITEE INFORMATION 7. AUDITOR INFORMATION (To be completed by auditor)
a. Auditee name a. Auditor name
MUNICIPALITY OF OROCOVIS CPA DIAZ-MARTINEZ, PSC
b. Auditee address (Number and street) b. Auditor address (Number and street)
P.O. BOX 2106 P.0O. BOX 8369
City City
OROCOVIS CAGUAS
State ZIP + 4 Code 3 State ZIP + 4 Code 5
PR 0(0 |7 ({2]|0 2(1/0 PR 0|0[7[2]|6 B8|13|6[9
c. Auditee contact ¢. Auditor contact
Name Name
JESUS E. COLON BERLINGERI CPA JOSE E. DIAZ MARTINEZ
Title Title
MAYOR PRESIDENT
d. Auditee contact telephone d. Auditor contact telephone
( 787) 867 — 5000 (787 ) 746 — 0510
e. Auditee contact FAX e. Auditor contact FAX
(787) 867 — 0309 (787 ) 746 — 0525
f. Auditee contact E-mail f. Auditor contact E-mail
CPADIAZMARTINEZ@HOTMAIL.COM

g. AUDITEE CERTIFICATION STATEMENT - Thisis to
certify that, to the best of my knowledge and belief, the auditee
has: (1) engaged an auditor-to perform an audit in accordance
with the provisions of OMB Circular A-133 for the periad
described in Part |, Iltems 1 and 3; (2) the auditor has eompleted
such audit and presented a signed audit report which states that
the audit was conducted in accordance with the provisions of the
Circular; and, SS) the information included in Parts I, 1, and il
of this data collection form is accurate and complets. | declare
that the foregoing is true and comect.

i ici Date
Signature g official Mordi Day Yosr
O\~ 02 ;02 ; 05

Printed Namelof certifying official
HON JESU§ E. COLON BERLINGERI

9. AUDITOR STATEMENT - The data elements and

information included in this form are limited to those prescribed

OMB Clircular A-133. The information included in Parts Il and
11l of the form, except for Part Ill, ltems 7, 8, and 9a-9f, was
transferred from the auditor’s report(s) for the period described
in Part |, ltems 1 and 3, and is not a substitute for such
reports. The auditor has not performed any auditing procedures
since the date of the auditor's mrgfxm(s). A copy of the reporting
package raquired by OMB Circular A-133, which includes the
complete auditor's report(s), is available in its entirety from the
audites at the address provided in Part | of this form. As
required by OMB Circular A-133, the information in Parts 11
and 11l of this form was entered in this form by the auditor
based on information included in the reporting package. The
auditor has not performed any additional auditing procedures in
connection with the completion of this form.

Printed Title of certifying official Signature of auditor Date
¥ ) Month Day Year
it i mﬁ-%{é@ 6‘3{' or /31 /os

17,



INTERNET REPORT ID: 154225 1/28/2005 Primary EIN: |6]6]7| 0/4]3]3]4]9 1

(.Gl 1| FINANCIAL STATEMENTS (To be completed by auditor)

1. Type of audit report
Mark either: 1 X] Unqualified opinion OR
any combination of: 2 [] Qualified opinion 3[] Adverse opinion 4[] Disclaimer of opinion
2. Is a "going concern" explanatory paragraph included in the audit report? 10 Yes 2[XINo
3. Is a reportable condition disclosed? 10 Yes 2[XINo- SKIP to Item 5
4. |s any reportable condition reported as a material weakness? 1[JYes 2[]No
5. Is a material noncompliance disclosed? 1[JYes 2XINo

J\.iill1} )| FEDERAL PROGRAMS (To be completed by auditor)

A

1. Does the auditor's report include a statement that the auditee'’s financial
statements include departments, agencies, or other organizational units
expending $500,000 or more in Fegeral awards that have separate A-133
audits which are not included in this audit? (AICPA Audit Guide, Chapter 12) 10 Yes 2[XINo
2. What is the dallar threshold to distinguish Type A and Type B programs?
(OMB Circular A-133 §___ 520(b)) S M0ON
3. Did the auditee qualify as a low-risk auditee? (§___ .530) 10 Yes 2[XINo
4. |s a reportable condition disclosed for any major program? (§ ___ .510(a)(1)) 10Yes 2[XINo -SKIP to Item 6
5. Is any reportable condition reported as a material weakness? (§ ___ .510(a)(1)) 1OYes 2[0No
6. Are any known questioned costs reported? (§ . .510(a)(3) or (4)) 1CJves 2XINo
7. Were Prior Audit Findings related to direct funding shown in the Summary Schedule of
Prior Audit Findings? (§___.315(b)) 10OYes 2XINo
8. Indicate which Federal agency(ies) have current year audit findings related to direct funding or prior audit findings shown

in the Summary Schedule of Pnor Audit Findings related to direct funding. (Mark (X) all that apply or None)

98 [] U.S. Agency for Inter-  83[] Federal Emergency 43[] National Aeronautics and 98 [] Social Security
national Development Management Agency Space Administration Administration
10 ] Agriculture 9] General Services Administration &9 [] National Archives and 18 [] U.S. Department
23] Appalachian Regional 93] Health and Human Services Records Administration ofState
Commission o7 (] Homeland:Security 0s [J National Endowment for 20 ([J Transportation
11 [ Commerce 14 (X Housing and Urban g 2us 21[] Treasury
g4 [J Corporation for National Development 06 L] National Endowment for 5> (] United States
and Community Service o3 [] Institute of Museum and e tumalities Information Agency
120 Defense Library Services a7[] Fﬁﬁé‘?:' igfieﬂce 84 ] Veterans Affairs
a4 (]’ Education 15 ] Interior : 0o ] None
: o7 [J Office of National Dru :
81 ] Energy 16 0] Justice Control Policy g [J Other - Specify:
8e L] Environmental 170 Labor 59[] Small Business I |
Protection Agency 09 [] Legal Services Corporation Administration | 7
Each agency identified is required to receive a copy of the reporting package.
In addition, one copy each of the reporting package s required for:
e the Federal Audit Clearinghouse archives ., . ... . ... vt i i s o e e et e X
« and, if not marked above, the Federal cOgnizant 8gBNCY . . .+ . vt v vt vt vn i seaens O
Count total number of boxes marked above and submit this number of reporting packages . . . . ‘_L—_|

Page 2 FORM SF-SAC (5-2004)



(b002-5) OVS-45 WHOL

INTERNET REPORT ID: 154225 1/28/2005 (Page 3 - #1 of 1) Primary EIN: |6 6 |—[0]4 [3|3]4[9]1 "
FEDERAL PROGRAMS - Continued O\
10. AUDIT FINDINGS
CFDA Number Research Major program ; 3
Federal : 7 dean{d Name of Federal Amou;ld Direc:'ctl Major.. |t Yes. hpe c-:royr?n; gn?:fe A:ledfgrzr:glgg
A Extension velop- rogram expende: awar of audit : 4 5
P?:gg : ment peg program | TS requirement(s)? | number(s)
(art) ; (b) () (d) (e) (f) (9) (h) (a) (b)
ok 10 Yes 10Yes | 100 Yes
1,0!.558 2XINo | cHILD AND ADULT CARE FOOD PROGRAM $ 605,008 .00 2XINo [ 2[(XINo 0 [N/A
L. 10 Yes 1XYes | 1[X Yes 04-111-02, 04-11
114 ,.8N 2 X No SECTION 8 HOUSING CHOICE VOUCHERS 3 203,666 .00] 2LINo | 2LINo u N I-03
1
I : 1L]Yes 10 Yes | 10 Yes
1, 4,228 2 X No STATE BLOCK GRANT PROGRAM $ 1,436,499 .00 2XINo | 2(XINo o N/A
P 10]Yes | puBLIC SAFETY PARTNERSHIPS AND COMMUNITY 1K Yes | 100 Yes {
1_! i : 710 2[(XINo POLICING GRANT PROGRAM $ 97,016.00| 2LINo | 2(XINo (o] N/A
|
)t 10 Yes 10Yes | 10Yes
8,3 ,.54 2[XINo PUBLIC ASSISTANCE GRANTS $ 259,060 .00| 2XINo | 2[XINo (o] N/A
|
b 1 Yes 1XYes | 100 Yes
8 _f_ 4 1.287 2XINo | TWENTY FIRST CENTURY COMMUNITY LEARNING CENTER § 182,477..00] 2L1No | 2[XINo o N/A i
| : 10 Yes 10 Yes | 1XYes
9 | 3 g .600 2 m No HEAD START PROGRAM s 5,552.894 00| 2 IE No 2 D No u N 04-1-01
: : 1] Yes 10OYes | 10 VYes
R 2[JNo $ .00| 20No | 200No
I : 1[Yes 1Yes | 10 Yes
| 1. 2[1No $ .00 200No | 20INo
: ' 10 Yes 10OYes | 10Yes
o i 2JNo $ 00| 200No | 20No
IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY
TOTAL FEDERAL AWARDS EXPENDED > THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM,
$ 9,436,620 .ooi AND SEE INSTRUCTIONS

¢ ebey

7 See Appendix 1 of instructions for valid Federal Agency two-digit prefixes.
2 Or other Identifying number when the Catalog of Federal Domestic Assistance (CFDA) number is not available. (See Instructions)
3 If major program is marked *Yes," enter only one letter (U = Unqualified opinion, @ = Qualified opinion, A = Adverse opinion, D = Disclaimer of opinion) corresponding to the

type of audit report in the adjacent box. If major program is marked "No," leave the type of audit report box blank.
4 Enter the letter(s) of all type(s) of compliance requirement(s) that apgy to audit findings (i.e., noncompliance, reportable conditions (including material weaknesses), questioned

costs, fraud, and other items reported under §___ .510(a)) reported
A. Activities allowed or unaliowed
B. Allowable costs/cost principles

C. Cash management
D. Davis — Bacon Act

5 N/A for NONE

E. Eligibility

r each Federal program.

F. Equipment and real property management

G. Matching, level of effort, earmarking
H. Period of availability of Federal funds

I. Procurement and suspension

and debarment
J. Program income

K. Real property acquisition and

relocation assistance

L. Reporting

M. Subrecipient monitoring
N. Special tests and provisions

O. None
P. Other

- 4




(¥002-5) OVS-4S WHOH

INTERNET REPORT ID: 154225 1/28/2005

Primary EIN:

V-5t | Item 5 Continuation Sheet

e
fslfa = —

c. List the multiple Employer Identification Numbers (EINs) covered in this report.

fl

List the multiple DUNS covered in the report.

1] IN|£|A 21 2 a1 2 1| [n[2] A s 21 =
2 ! 22 £ 42 s 2 ! 0 22 =
3 E 23 v P I 3 2 & 23 /!
4 a 24 2 s i 4 t = 24 | |_
5 % 25 2 e 2 5 5 = 25 | |-
6 5 26 < a6 ) 5 = = 26 =
7 = 27 = a7 A 7 = 4 27| | |-
8 L 28 = a8 8 2 ¥ 28 L
9 3 29 ‘! 49 a 9 E 2 29 <
10 = 30 o 50 i 10 X 1 30 )
11 “ 31 2 51 4« il | |E 2 31 i
12 4 32 4 52 v 12 - 4 32 ot
13 N 33 = 53 2 13 L 5 33 | |-
14 L] 34 0 — o 18| | |- ! 3a | [_
15 5 35 4 5 2 15 | |- ’ as| | |-
16 . 36 £ 56 S 16 w0 u 36 i
17 i 37 & 57 x. 17 . i 37 A
18 = 38 = 58 > 18 £ = 38| | |-
19 i 39 2 59 2 19 = " 39 L.
20 5 40 ¥ 60 = 20 2 a 40 A

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

e




