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To the Honorable Mayor and 
the Municipal Legislature 
Municipality of Pef'iuelas 
Peiiuelas, Puerto Rico 

MENDOZA & RAMOS 
Contadores Ptiblicos Autorizados, C.S.P. 

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

INDEPENDENT AUDITOR'S REPORT 

We have audited the accompanying financial statements of the governmental a~·vities, each major 
fund, and the aggregate remaining fund information of the Municipality of Pefiue as, Puerto Rico, as 
of and for the year ended June 30, 2006, which collectively comprise the nicipality's basic 
financial statements as listed in the table of contents. These financial s~atements are the 
responsibility of the Municipality's management. Our responsibility is to express opinions on these 
financial statements based on our audit. 

Except as discussed in the following paragraph, we conducted our audit in accor~ance with auditing 
standards generally accepted in the United States of America and the standju-ds 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 tq 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 disclcpsures in the basic 
financial statements. An audit also includes assessing the accounting principles u~ed and significant 
estimates made by management, as well as evaluating the overall basic financial statements 
presentation. We believe that our audit provide a reasonable basis. for our opinion. 

As described in Note 12, the Municipality has not maintained complete and aiiequate records in 
order to obtain sufficient and competent evidential matter related to the Capital iAssets reported in 
the governmental activities and, accordingly, the amount by which this departu¢ would affect the 
assets, net assets, and expenses of the governmental activities is not reasonably determinable. 

In our opinion, because of the effects of the matter discussed in the third parag(aph, the financial 
statements referred to above do not present fairly, in conformity with accounting ~rinciples generally 
accepted in the United States of America, the financial position of the governme~al activities of the 
Municipality of Pefiuelas, Puerto Rico, as of June 30, 2006, and the changes in 'financial position, 
thereof for the year then ended. 
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In addition, in our opinion, the financial statements referred to above present firly, in all material 
respects, the financial position of each major fund, and the aggregate remaining nd information of 
the Municipality of Pefiuelas, Puerto Rico, as of June 30, 2006, and the res ective changes in 
financial position, thereof for the year then ended in conformity with accounting rinciples generally 
accepted in the United States of America. 

The Management's Discussion and Analysis on pages 3 through 10 and the Bud · etary Comparison 
Schedule-General Fund on page 40 are not a required part of the basic financial statements but are 
supplementary information required by the Governmental Accounting Standard Board. We have 
applied certain limited procedures, which consisted principally of inquiries of ma gement regarding 
the methods of measurement and presentation of the required supplementary info ation. However, 
we did not audit the information and express no opinion on it. 

In accordance with Government Auditing Standards, we have also issued a report' ated February 28, 
2007, on our consideration of the Municipality's internal control structure over nancial reporting 
and our tests of its compliance with certain provisions of laws, regulations, co tracts, and grants. 
That report is an integral part of an audit performed in accordance with Go ernment Auditing 
Standards and should be read in conjunction with this report in considering the res Its of our audit. 

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

~7--6~ 
CERTIFIED PUBLIC ACCOUNTANTS, C.S.P. 

Guayama, Puerto Rico 
December 1, 2006 

Stamp number 2134171 was 
affixed to the original of this report. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2006 

This discussion and analysis of the Municipality of Penuelas (the Municipality) financial 
performance provides an overview of the Municipality's financial activities for the fiscal 
year ended on June 30, 2006. The Management Discussion and Analysi$ (MD&A) should 
be read In conjunction with the accompanying basic financial statE:lments and the 
accompanying notes to those financial statements. The discussion and +nalysis Includes 
comparative data for prior year as this information is available for the fis~I year ended on 
June 30, 2003, first year of implementation of Governmental Accounting tandards Board 
(GASB) Statement No. 34, "Basic Financial Statements - and Manage ent's Discussion 
and Analysis-for State and Local Governments." This MD & A Is prepared irl order to comply 
with such pronouncement and, among other purposes, to provide the flnahcial statements 
users with the following mayor information: 

1. a broader basis in focusing Important Issues; 

2. acknowledgement of an overview of the Municipality's financial actirvities; 

3. provide for an evaluation of its financial condition as of the end lof the indicated 
fiscal year, compared with prior year results; 

4. identification of uses of funds in the financing of the Munlcip+llty's variety of 
activities and; 

5. asses management's ability to handle budgetary functions. 

FINANCIAL HIGHLIGHTS 

The following comments about the financial condition and results of operations as 
reflected In the financial statements prepared for fiscal year 2006 ~eserve special 
mention: 

1. Total assets of the Municipality amounted to $34,145,597 which represents an 
Increase of 2.5% compared to prior fiscal year. 

2. At the end of fiscal year 2006, total liabilities amounted to $31,~·87,738. Out of 
said amount, $25,767,830 corresponded to long-term liabi lties of which 
$21,726,000 represented the outstanding balance of bon s Issued. The 
Municipality continued to meet all debt service requirements, mo t of which was 
paid from self generated revenues. 

3. Total net assets of the Municipality amounted to $2,357,859 whicPi represents an 
Increase of 1,077% compared to prior fiscal year. 

4. Total revenues available for the financing of activities as reflected I~· the Statement 
of Activities amounted to $20,785,336, derived from the fol owing sources: 
$40,630 charges for services; $7,035,772 from operating grants a d contributions; 
$1,030,386 

3 
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Municipality of Peiiuelas 
Management's Discussion and Analysis 

FINANCIAL HIGHLIGHTS (CONTINUED) 

from capital grants and contributions obtained from other sources, and 
$12,668,548 from general revenues available. 

5. Total expenses incurred to afford the cost of all functions and programs as reflected 
In the Statement of Activities amounted to $18,175,212 

6. As reflected In the Statement of Activities, the current fiscal year operations 
contributed to a increase in the Net Assets figure by $2,610,1.24. 

7. As of the close of the current fiscal, the Municipality's Governmental Funds reported 
combined ending fund balances of $12,605,133. 

8. As the end of the current fiscal year the Municipality's Gener<PI Fund balance 
amounted to $1,191,252, compared to a fund balance of $164,096 in the prior 
fiscal year. 

9. The actual General Fund budgetary activities resulted In a favo~able balance of 
$972,114, caused mainly due to unexpected variances In revenue 1collections from 
Interest and miscellaneous sources and savings in general government and public 
safety expenses. 

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION 

The new approach used in the presentation of the financial statements of1the Municipality 
is based on a government-wide view of such statements as well as a I presentation of 
Individual funds behavior during fiscal year 2006. The combinatio~· of these two 
perspectives provide the user the opportunity to address significant ques ions concerning 
the content of said financial statements, and provide the basis for a com arable analysis 
of future years performance. The comparative analysis is a meanin~ful and useful 
management tool for municipal management in the decision making process. 

Under the aforementioned approach, assets and liabilities are recognized ysing the accrual 
basis of accounting which is similar to the method used by most private ~nterprlses. This 
means that current year's revenues and expenses are accounted for reg}3rdless of when 
cash Is received or paid. 

FINANCIAL STATEMENTS COMPONENTS 

The basic financial statements consist of the government wide flnancla~tatements, the 
major funds financial statements and the notes to the financial statemen which provide 
details, disclosure and description of the most Important items i luded in said 
statements. 

The Statement of Net Assets reflects Information of the Municipality ~ a whole of a 
consolidated basis and provides relevant Information about Its finan lal strength as 
reflected at the end of the fiscal year. Such financial level is measured s the difference 
between total assets and liabilities, with the difference between both Item reported as net 
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Municipality of Penuelas 
Management's Discussion and Analysis 

FINANCIAL STATEMENTS COMPONENTS (CONTINUED) 

assets. It is important to note that although municipalities as governmen~al public entities 
were not created to operate under a profit motive framework, the $turn on assets 
performance plays an important role in their financial operations. The higher the 
increments achieved in net revenues, the higher the capacity to increas~ the net assets 
figure either thru additional borrowings or thru internally generated funds. This in turn will 
benefit the welfare of Penuelas constituents. 

The Statement of Activities is focused on both gross and net cost of the vatious activities of 
the Municipality. It presents Information which shows the changes in the ~unlcipality's net 
assets at the most recent fiscal year. Based on the use of the accrual ba~ls of accounting, 
changes are reported as soon as the underlying event occurs, regardless1 of the timing of 
the related cash flows. Under said approach, revenues and expenses are reported in the 
Statement of Activities based on the theory that it will result in cash flows to be realized in 
future periods. 

A brief review of The Statements of Activities of the Municipality at June $0, 2006, shows 
total expenses incurred to afford the cost of all functions and prografl1s amounted to 
$18,175,212. Upon examining the sources of revenues for the financing oW said programs, 
the Statement reflects that $8,106, 788 was derived from the following s~urces: · $40,630 
charges for services; $7,035,772 from operating grants and cor)tributions; and 
$1,030,386 from capital grants and contributions obtained from other ~ources. General 
revenues for the year amounted to $12,678,548. When such figure is added to the 
$8,106, 788 previously mentioned, total revenues available for the finan¢ing of activities 
amounted to $20,785,336. There was an excess of revenues over expenses in the amount 
of $2,610,124 which contributed with a increase to the figure of net asset$ attained at the 
end of the fiscal year. 

The Fund Financial Statement is another important component of the Municipality's 
financial statements. A fund Is a grouping of related accounts that are u~ed to maintain 
accountability and controls over economic resources of the Municipality !that have been 
segregated for specific activities. The Municipal fund type of accouniing is used to 
demonstrate compliance with related legal requirements. Information dffered thru this 
Statement is limited to the Municipality most significant funds and is partl~ularly related to 
the local government only, Instead of the government as a whole. Goverriment funds are 
used to account for essentially the same functions as those reported a~ governmental 
activities. The funds are reported using an accounting method known as modified accrual 
accounting which measures cash and all other financial assets that can be readily 
converted into cash. 

The fund statement approach gives the user a short term view of th~ Municipality's 
government operations and the basic services it provides. Since the focu~ of government 
funds is narrower than that of the financial statements as a whole, It alsq helps the user 
with comparable information presented in the governmental activities report. By doing so, 
readers of the basic financial statements may understand better the long-term effect of 
the Municipality's short-term financial decisions. 

5 
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Municipality of Peiiuelas 
Management's Discussion and Analysis 

INFRASTRUCTURE ASSETS 

Historically, a significant group of infrastructure assets such as roads~ bridges, traffic 
signals, underground pipes not associated with utilities, have not been recognized nor 
depreciated in the accounting records of the Municipality. GASS 34 requires that such type 
of assets be inventoried, valued and reported under the governmental column of the 
Government-Wide Statement. As of July 1, 2002, the Municipality commenced the 
prospective reporting of infrastructure assets. The Municipality expects to retroactively 
report historical costs of infrastructure assets during the fiscal year beginning on July 1, 
2006. 

According to the requirements of GASB 34, the government must el$ct to either (a) 
depreciate the aforementioned assets over their estimated useful life or (b) develop a 
system of asset management designed to maintain the service delivery ta near perpetuity. 
If the government develops the asset management system, (the modified approach) which 
periodically (at least every three years), by category, measures and demonstrate its 
maintenance of locally established levels of service standards, the govern11nent may record 
Its cost of maintenance In lieu of depreciation. In this particular respect,·the Municipality 
has elected the use of recognizing depreciation under the useful life method and it 
contemplates to continue this treatment on said basis. 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

The Statement of Net Assets serves as an Indicator of the Municipality's fJnancial position 
at the end of the fiscal year. In the case of the Municipality of Peiiuelas, primary 
government liabilities exceeded total assets by $2,357,859 at the end of 2006, compared 
to ($242,265) at the end of the previous year, as showed In the following condensed 
Statement of Net Assets of the Primary Government. 

Condensed Statement of Net Assets 

Assets 
Current assets 

Capital assets 

Total assets 

Liabilities 
Current llabilitles 

Non-current liabilities: 

Total liabilities 

Net Assets 
Invested In capital assets, net of related debt 

Restricted 

Unrestricted (deficit) 

Total net assets 

2006 2005 Chang@ % 

$ 18,246,414 $ 20,185,042 $ (1,938.~28} -9.6% 
15,899,183 13,479,874 2,419,309 17.9% 

34,145,597 33,664,916 480,$81 1.4% 

7,218,987 8 ,977,088 (1,758,101) -19.6% 
24,568,751 24,930,093 {361,3~2) -1.4% 

31,787,738 33,906,181 (2,119,443) -6.3% 

459,183 (980,126) 1,439,34>9 -146.8% 
11.,069,535 11,099,334 (29,7~9) -0.3% 

(9,170,859) (10,361,473) 1,190,614 -11.5% 

... $__,,2...,,3 ... 5==7,=8-59,.,..._$_(2-=4-2..,,2_6...,5=) -$==2=,6=0==0=,1=¥=4= -1,073.3% 
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Municipality of Penuelas 
Management's Discussion and Analysis 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED) 

Changes in Net Assets 

The Statement of Activities reflects that for fiscal year 2006, the net eflfect of revenues 
derived from several programs plus current operating revenues comp~red to the total 
expenses, amounted to $2,610,124 increase in the Municipality's net assets. 
Approximately 40 percent of the Municipality's total revenue came from taxes, while 55 
percent resulted from grants and contributions, including federal aid. Chairges for Services 
and other miscellaneous revenues provided 5 percent of the total revenues. The 
Municipality's expenses cover a range of services. The largest expenses were for general 
government, health and welfare services and public works. As follow,. is presented a 
comparative analysis of governmental-wide data. With this analysis, tflle readers have 
comparative Information with the percentage of change In revenues an<ll expenses from 
prior year to current year. 

Condensed Statement of Activities 

REVENUES 
Program Revenues: 

Charges for Services 

Operating Grants and Contributions 

Capital Grants and Contributions 

Total Program Revenues 

General Revenues and Special Items: 

Property taxes 

Munlclpal license tax 

Other local taxes 
Grants and contributions not restricted to specific 

programs 

Interest and investment earnings 

Miscellaneous 

Special Items 

Total General Revenues and Special Items 

Total Revenues 

EXPENSES 
General government 

Public safety 
Public works 

Health and welfare 

Culture and recreation 
Economic development 

Community development 
Education 

Public lighting 

Interest on long-term debt 

Total Expenses 
Change In net assets 

2006 

$ 40,630 

7,035,772 

1,030,386 

8,106,788 

4,758,221 

2,949,607 

652,471 

3,265,294 

447,307 

605,648 

12,678,548 
20,785,336 

4,498,630 

1,418,401 
3,318,264 

5,560,299 

589,014 
522,934 

447,530 
159,733 

872,517 
787,890 

18,175,212 
2,610,124 

2005 Change 

$ 78,348 $ (37,718) 

6,643,$00 392,172 

3,108,~5 (2 ,078,459) 
9,830,7'93 (1,724,005) 

4,533,839 224,382 
2,577,699 371,908 

921,362 (268,891) 

2,599,801 665,493 
113,559 333,748 
111,393 494,255 

2,627,754 (2,627,754) 

13,485,.J07 (806,859) 

23,316,*00 (2,530,864) 

4,462,$03 36,027 
812,Cl>50 606,351 

2 ,469,!1104 848,360 

5,456,083 104,216 

1,181,~73 (592,959) 
577,466 (54,532) 

1,119,419 (671,889) 
253,340 ( 93,607) 
734,157 138,360 

580,~01 207,089 

17,647, 96 527,416 
5,668, 04 (3,058,280) 

7 

% 

-48.1% 

5.9% 

-66.9% 
-17.5% 

4.9% 
14.4% 

-29.2% 

25.6% 

293.9% 
443.7% 

100.0% 

-6.0% 
-10.9% 

0.8% 
74.7% 
34.3% 

1.9% 

-50.2% 
-9.4% 

-60.0% 
-36.9% 

18.8% 
35.7% 

3.0% 
-54.0% 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 

Municipality of Peiiuelas 
Management's Discussion and Analysis 

Net assets (deficit) - beginning, as restated (242,265) (5,910,669) 5,668,404 -95.9% 

Net assets (deficit) - ending $ 2 ,367 ,859 $ (242,265) $ 2 ,610,124 1,077.4% 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS 

Governmental Funds 

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

As of the end of the current fiscal year, the Munlcf pallty's governmental funds reported 
combined ending fund balances of $12,605,133 an increase of $1,180,003 in comparison 
with the prior year. There are reservations of fund balance amounting to $11,485,939. This 
is the fund balance that it is not available for new spending because It has already been 
committed 1) to liquidate contracts and purchase orders of the prior fiscal year ($72,058), 
2) to pay debt service ($2,982,793), 3) to pay for capital projects ($7,164,378) and 4) for 
other purposes ($1,266,710). 

Within the governmental funds, It is included the general fund which Is the chief operating 
fund of the Municipality. As of June 30, 2006, the general fund has an undesignated fund 
balance of $1,119,194. 

GENERAL FUND BUDGETARY HIGHLIGHTS 

Over the course of the year, the Municipality Council revised the Municipality's budget In 
order to Include Increases in revenues that were identified during the course of the fiscal 
year based on current developments that positively affected the Municipality's finances. 
Increases In budgeted expenditures were also made since the law mandates a balanced 
budget. 

The actual General Fund budgetary activities resulted in a favorable balance of $972,114, 
caused mainly due to unexpected variances In revenue collections from interest and 
miscellaneous sources and savings in general government and public safetly expenses. 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

The Municipality has not maintained complete and adequate records related to the Capital 
Assets acquired and constructed in the past years, but the Municipality ex~ects to compile 
documents and other information in the next fiscal years In order to attain complete and 
accurate records of its Capital Assets, and then, comply with such requirement. The 
Municipal Administration expects to develop a broad and comprehensive identification and 
assessments project of all fixed assets owned by the local government in order to 
capitallze them In Its Statement of Net Assets, and then, reflects the correct net assets 
figure of the Municipality as a whole. 
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Municipality of Penuelas 
Management's Discussion and Analysis 

CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED) 

The Municipality's investment in capital assets as of June 30, 2006, amounts to 
$25, 708,239, net of accumulated depreciation of $9,809,056 (lncludling depreciation 
charges for the year totaled $903,927), leaving a net book value of $15,899,183. This 
Investment in capital assets Includes land, construction in progress, buildings, 
improvements, equipment, infrastructure and vehicles. Infrastructure assets are items 
that are normally immovable and of value only to the state, such as roads, bridges, streets 
and sidewalks, drainage systems, lighting systems, and similar items. 

The Municipality finances a significant portion of Its construction activitleSI through bond or 
notes Issuances. The proceeds from bond and notes Issuances designated for construction 
activities are committed in its entirety for such purposes and cannot be used for any other 
purposes. As of June 30, 2006, the Municipality has $5,238,222 of unexpended proceeds 
mainly from bond and notes issuances that are committed to future const11uction activities. 

DEBT ADMINISTRATION 

The Puerto Rico Legislature has established a limitation for the Issuance of general 
obligation municipal bonds and notes for the payment of which the good faith, credit and 
taxing power of each municipality may be pledged. 

The· applicable law also requires that in order for a Municipality to lle able to issue 
additional general obligation bonds and notes such Municipality must have sufficient 
"payment capacity". Act No. 64 provides that a Municipality has suff\lcient "payment 
capacity" to incur additional general obligation debt if the deposits in su¢h municipality's 
Redemption Fund and the annual amounts collected with respect to su~h Municipality's 
Special Additional Tax (as defined below), as projected by GOB, will be sufficient to service 
to maturity the Municipality's outstanding general obligation debt and the additional 
proposed general obligation debt ("Payment Capacity"). 

The Municipality is required under applicable law to levy the Special Additional Tax in such 
amounts as shall be required for the payment of Its general obligation municipal bonds 
and notes. In addition, principal of and interest on all general obligation municipal bonds 
and notes and on all municipal notes Issued In anticipation of the Issuance of general 
obligation bonds issued by the Municipality constitute a first lien on t~e Municipality's 
Basic Tax revenues. Accordingly, the Municipality's Basic Tax revenues wauld be available 
to make debt service payments on general obligation municipal bonds and notes to the 
extent that the Special Additional Tax levied by the Municipality, together with moneys on 
deposit in the Municipality's Redemption Fund, are not sufficient to cover such debt 
service. It has never been necessary to apply Basic Taxes to pay debt service on general 
obligation debt of the Municipality. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES 

The Municipality relies primarily on property and municipal taxes as well as federal and 
state grants to carry out the governmental activities. Historically, property and municipal 
taxes have been very predictable with Increases of approximately five percent. Federal and 
State grant revenues may very if new grants are available but the revenue also is very 
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Municipality of Peiiuelas 
Management's Discussion and Analysis 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES (CONTINUED) 

predictable. Those factors were considered when preparing the Municipality's budget for 
the fiscal year 2006-2007. 

FINAL COMMENTS 

The Municipality is an autonomous governmental entity whose powers and authority 
vested on Its Executive and Legislative Branches are specifically established in the 
Municipal Autonomous Act approved in August 1991. By virtue of such powers, it provides 
a wide range of services to its constituents which includes, among others, public works, 
education, public safety, public housing, health, community developnilent, recreation, 
waste disposal, welfare and others. The Municipality's principal sources of revenues are 
derived from property taxes, municipal license taxes, subsidies from the Ce1>mmonwealth of 
Puerto Rico 's General Fund and contributions from the Traditional and Electronic Lottery 
sponsored by said Government. 

The Municipality's management Is committed to a continued imprci>vement in the 
confection of a budget that will response to the needs of the public and private sectors in 
accordance with its permissible revenues levels. Such has been the case of the financial 
operation corresponding to fiscal year 2006. It further contemplates to improve its current 
figure of net assets, which has been identified as one of the main short and long-term 
objectives of the Munlclpality. 

FINANCIAL CONTACT 

The Municipality's financial statements are designed to present users (citizens, taxpayer, 
customers, investors and creditors) with a general overview of the Municipality's finances 
and to demonstrate the Municipality's accountability. If you have queations about the 
report or need additional financial information, contact the Municipality'$ Chief Financial 
Officer at P.O. Box 10, Penuelas, Puerto Rico 00624-0010, or call (787) 836-1218. 

JO 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 

A ssets 
Cash and cash equivalents 
Cash with fiscal agent 
Accounts receivable: 

Municipal license tax 
Property tax 
Intergovernmental 
Federal 
Other 

Capital assets 

Commonwealth of Puerto Rico 

Municipality of Peiiuelas 
Statement of Net Assets 

June 30, 2006 

Land, improvements, and construction in progress 
Other capital assets, net of depreciation 

Total capital assets 

Total assets 

Liabilities 
Accounts payable and accrued liabilities 
Due to other governmental entities 
Claims and Judgments 
Deferred revenues: 

Municipal license tax 
Federal grant revenues 
Other 

Interest payable 
Noncurrent liabilities: 

Due within one year 
Due in more than one year 

Total llabll ities 

Net Assets 
Invested in capital assets, net of related debt 
Restricted for: 

Capital projects 
Debt service 
Other purposes 

Unrestricted (deficit) 

Total net assets 

Governmental 
Activities 

$ 8,681,370 

$ 

8,046,231 

270,735 
500,363 
640,440 
107,275 

3,953,359 
11,945,824 
15,899,183 

34,145,597 

1,341 ,467 
8,998 

3,331,202 
921,837 

416,404 

1,199,079 
24,568,751 

31,787,738 

459,183 

7,164,378 
2,566,389 
1,338,768 

(9, 170,859) 

2,357,859 

The notes to the financial statements are an Integral part of this statement. 
11 
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Functions/Programs 

General government 
Public safety 
Public works 

Health and welfare 

Culture and recrealion 

Economic development 

Community development 

Education 
Public lighting 
lnlerest on long-term debt 

Total gOYernmental activities 

Commonwealth of Puerto Rico 
Municipality of Peiiuelas 
Statement of Activities 

For the Year Ended June 30, 2006 

Charges for 

Expenses Services 

4.498,630 
1,418,401 372 

3,318,264 5,820 
5,560,299 

589,014 34,438 

522,934 
447,530 
159,733 

872,517 

787,890 

$ 18, 175,212 $ 40,630 

General revenues and special items: 
Property taxes 
Municipal license tax 

Other local taxes 

Program Revenues 

Operating 

Grants and 

Contributions 

1,200 
493,537 
260,426 

4,636,820 

484,075 

287,197 
872,517 

$ 7,035,772 

Capita I 

Grants and 

Contributions 

457,243 

176,798 

396,345 

s 1,030,386 

Grants and contributions not restricted to speclftc programs 

Interest and investment earnings 

Mlscellaneous 

Total general revenues 

Change in net assets 
Net assets (deficit) - beginning, as restated 
Net assets (deficit) - ending 

Net (Expense) Revenue and 

$ 

$ 

Changes In Net Assets 

Governmental 

Activities 

(4,497,430) 

(924,492) 
(2,594,775) 

(923,479) 

106,297 

(235,737) 
821,332 

(159,733) 

(872,517) 
(787,890) 

(10,068,424) 

4,748,221 
2,949,607 

652,471 

3,265,294 
447,307 

605,648 

12,668 548 

2,600, 124 
(242,265) 

2,357,859 

The notes to the financial statements are an integral part of this statement. 12 



I Commonwealth of Puerto Rico 

Munlcipallty of Pefiuelas 

Balance Sheet-Governmental Funds 

I 
June 30, 2006 

Speclal Capital Project Debt Other Total 
General Revenue Fund Fund -local, State Service Governmental Governmental 

I Fund Head start & Federal Grants Fund Funds Funds 

Assets 
Cash and cash equivalents $ 3,422,606 $ 254,466 $ 2,717,932 $ $ 2,286,366 $ 8,681,370 

I 
Cash with fiscal agent 70,757 5,238,222 2,729,834 7,418 8,046,231 
Accounts receivable: 

Intergovernmental 135,744 253,870 133,994 270,735 617,195 1,411,538 
Other 60,408 9,090 69,498 

Due from other funds 1,234,409 1,234 409 

I Total assets $ 4,923,924 $ 508,336 $ 8,090,148 $ 3,009,659 $ 2,910,979 $ 19,443,046 

Llabllltles and Fund Balances 

I Liabilities: 
Accounts payable and accrued liabllltles $ 392,472 $ 137,240 $ 728,378 $ $ 83,3n $ 1,341,467 
Due to other governmental enUtles 8,998 8,998 
Due to other funds 244,017 197,392 26,866 766,134 1,234,409 

I Claim and Judgment 
Deferred revenues: 

Municipal license tax 3,331,202 3,331,202 
Federal grant revenues 127,079 794,758 9211837 

I Total liabilities 3,732,672 508,336 925,nO 26,866 1,644,269 6,837,913 

Fund balances: 

I 
Reserved for: 

Encumbrances 72,058 72,058 
Capital projects 7,164,378 7,164,378 
Debt service fund 2,982,793 2,982,793 
Other purposes 1,266,710 1,266,710 

I Reserved reported in nonmajor funds: 
Oiiier purposes 

Unreserved: 
Undesigned (Deficit) 1,119194 1, 119, 194 

I Total fund balances 1,191,252 7,164,378 2,982,793 11266,710 12,605,133 

Total liabilities and fund balances $ 4,923,924 $ 508,336 $ 8,090,148 $ 3,009,659 $ 2,910,979 $ 19,443,046 

I 

I 
I 
I 

I 13 



Commonwealth of Puerto Rico 

Munlclpall ty of Peiiuelas 

I Statement of Revenues, Expendi tu res and Changes In Fund Balances 

Governmen tal Funds 

For the Year Ended June 30, 2006 

Special Capital Project Debt Other Total 
General Revenue Fund Fund· Local, Stale Service Governmental Governmental 

Fund Head Start Pro~am & Federal Grants Fund Funds Funds 

I Revenues 
Property taxes $ 3,520,022 $ 1,228,199 $ 4,748,221 
Municipal license taxes 2,949,607 2,949,607 
Licenses.permits and other local taxes 616,894 616,894 

I 
Charges ror services 40,630 40,630 
Intergovernmental 4,189,540 $ 564,060 $ 975,575 5,729,175 
In le rest 447,307 447,307 
Federal grants $ 3,635.432 1,966,845 5,602,277 
Miscellaneous 603 448 603 448 

I Tolal revenues 12,367,448 3,635,432 564060 1,228,199 2,942.420 20,737,559 

I 
Expenditures 

Current: 
General government 4,721,613 104,702 4,826,315 
Public salety 880.151 493,537 1,373,688 
Public works 3,356,161 979,543 48,024 4,383,728 

I 
Health and welfare 854,963 3,635,432 1,040,863 5,531 ,258 
Cullure and recreation 766,202 1,345,501 96,108 2.207,811 
Economic developmenl 522,934 522.934 
Community development 679,303 679,303 
Educalion 135,635 8.994 144,629 

I Public lighting 
Debi service: 

Principal 586,480 586,480 
lnlerest 691 410 691 410 

I Tolal expenditures 10 714 725 3,635,432 2,325,044 1.2n.890 2,994,465 20,947,556 

Excess (deficiency) of revenues over 
(under) expenditures 1,652,723 (1 ,760,984) (49,691) 147,955 (9,997) 

I Other financing sources (uses) 
Transfers in 425,567 359,504 785,071 
Transfers out (625,567) (159,504) (785,071) 
Long-term debt issued 1,390,000 1 390000 

I Total olher financing sources (uses) (625,567) 1,390,000 266,063 359,504 1,390,000 

Net change in fund balances 1,027.156 (370,984) 216,372 507,459 1,180,003 

I Fund balance beginning. as restated 164.096 7,535,362 2,766,421 959 251 11 425,130 
Fund balance, ending ! 111911252 ! 7,1641378 ! 21982i793 i 11466:710 ! 12:605,133 

I 
14 
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Commonwealth of Puerto Rico 
Municipality of Peiiuelas 

Reconciliation of the Statement of Revenues, 

Expenditures, and Changes In Fund Balances of 
Governmental Funds to the Statement of Activities 

For the Year Ended June 30, 2006 

Net Change In Fund Balances - Total Governmental Funds 

I Amounts reported for governmental activities In the Statement of Activities are different because: 

I 
I 
I 
I 
I 
I 
I 
I 

I 

I 

I 

Governmental Funds report capital outlays as expenditures. However, in the Government-Wide 
Statement of Activities and Changes in Net Assets, the cost of those assets is allocated over their 
estimated useful lives as depreciation expense. This is the amount of capital assets recorded in the 
current period. 

Depreciation expense on capital assets is reported in the Government-Wide Statements of 
Activities and Change in Net Assets, but they do not require the use of current financial resources. 
Therefore, depreciation expense is not reported as expenditures in Governmental Funds. 

Interest expense on long-term debt was reported in the Government-Wide Statement of Activities 
and Change in Net Assets, but it did not require the use of current financial resources. Therefore, 
interest expense was not reported as expenditures in Governmental Funds. The following amount 
represented the change in accrued interest from prior year. 

Bonds and notes proceeds provides current financial resources to Governmental Funds, but 
issuing debt increase long-term liabilities in the Government-Wide statement of Net Assets. 
Repayment of bonds and notes principal is an expenditure in Governmental Funds, but the 
repayment reduces long -term liabilties in the Government-Wide Statement of Net Assets. This is 
the amount by which the debt proceeds exceed debt service principal payments. 

Repayment of long term Claims and Judgments debts is an expenditure in Governmental Funds, 
but the repayment reduces long -term Claims and Judgments debts in the Government-Wide 
Statement of Net Assets. This is the amount paid in the current period. 

Accounts receivables not collected 60 days after the closing date are not recogniae in 
Governmental Funds, but these receivables are reported n the Government-Wide Statements of 
Activities and Change in Net Assets. 

Repayment of long term Treasury Department debt is an expenditure in Governmental Funds, but 
the repayment reduces long -term debt in the Government-Wide Statement of Net Assets. The 
following amount represent the change in long-term debt with the Treasury Department from pnior 

Long-term compensated absences are reported in the Government-Wide Statement of Activities 
and Changes in Net Assets, but they do not require the use of current financial resources. 
Therefore, long-term compensated absences were not reported as expenditures in Govermental 
Funds. The following amount represent the change in long-term compensated absences from prior 

Change In Net Assets of Governmental Activities 

The notes to the financial statements are an integral part of this statement. 

$ 1,180,003 

3,328,236 

(908,927) 

(199,228) 

(900,000) 

35,207 

37,777 

91, 158 

(64,102) 

$ 2,600,124 

15 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of Pefiuelas (the Municipality) was founded on the year 1793. The 
Municipality's governmental system consists of an executive and legislature body. It is 
governed by a Mayor and a fourteen member Municipal Legislature who are elected for 
a four-year term. 

The Municipality provides a full range of services for its citizens. These services include 
public safety, public works, culture and recreation, health and welfare, community 
development, education, and other miscellaneous services. 

The accounting policies and financial reporting practices of the Municipality conform to 
accounting principles generally accepted in the United States of America ("GAAP") as 
applicable to governmental units. 

In June 1999, the Governmental Accounting Standards Board (GASB) issued Statement 
No. 34, "Basic Financial Statements and Management's and Discussion and Analysis 
for State and Local Governments." This Statement, known as the Reporting Model, 
provides for the most significant change In financial reporting for state and local 
governments in over 20 years and affects the way the Municipality prepares and 
presents financial information. The Statement was adopted as of July 1, 2002. In 
addition to this Statement, GASB Statement No. 37, "Basic Financial Statements and 
Management's Discussion and Analysis for State and Local Governments: Omnibus" 
and GASB Statement No. 38, "Certain Financial Statement Note Disclosures" have 
been adopted and are reflected in these financial statements. 

As part of this Statement, there Is a new reporting requirement regarding the 
capitalization of local government infrastructure (roads, bridges, traffic signals, etc.). 
This requirement permits an optional four-year delay for implementatilon to fiscal year 
ended on June 30, 2007. The Municipality has elected to delay the capitalization of 
Infrastructure. 

The following Is a summary of the significant accounting policies of the Municipality: 

A. Component Units 

In evaluating how to define the Municipality for financial reporting purposes, 
management has considered all potential component units. The deci$ion to include a 
potential component unit in the reporting entity was made by applying the provisions of 
Statement No. 14, The Financial Reporting Entity, of the GASB, as amended by GASB 
Statement No. 39. The basic, but not the only criterion for includling a potential 
component unit within the 

16 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

reporting entity is if elected officials of a primary government are financially 
accountable for the entity. Financial accountability exists If the primary governmental 
appoints a voting majority of the entity's governing body, and if either one of the 
following conditions exist: the primary government can Impose Its will on the other 
entity or the potential exists for the other entity to (1) provide specific ~inancial benefits 
to or (2) impose specific financial burdens on the primary government. A second 
criterion used in evaluating potential component units is if the nature and significance 
of the relationship between the entity and a primary government are such that to 
exclude the entity from the financial reporting entity would render the financial 
statements misleading or incomplete. GAAP details two methods of presentation: 
blending the financial data of the component unit's balances and transactions in a 
manner similar to the presentation of the Municipality's balances and transactions or 
discrete presentation of the component unit 's financial data in columns separate from 
the Municipality's balances and transactions. 

B. Government-wide and fund financial statements 

Financial information of the Municipality is presented in this report as follow: 

1. Management's discussion ·and analysis Introduces the basic finalilcial statements 
and provides an analytical overview of the Municipality's financial activities. 

2. The government-wide financial statements (I.e. the statement ofi net assets and 
the statement of activities) report Information on all the activities of the 
Municipality and Its component units, if any. Governmental activities, which 
normally are supported by taxes and intergovernmental revenues, are reported 
separately from business-type activities, If any, which rely to a slgn1ficant extent 
on fees and charges for support. lnterfund activity has been removed from these 
statements to minimize the duplicating effect on assets and liabilities within the 
governmental activities. 

The statement of activities demonstrates the degree to which the.direct expenses 
of a given function or segment is offset by program revenue. Diract expenses are 
those that are charges to customers or applicants who purchase, use, or directly 
benefit from goods, services, or privileges provided by a given function or segment 
and grants and contributions that are restricted to meeting the operational or 
capital requirements of a particular function or segment. Taxes and other Items 
not properly included among program revenues are reported instead as general 
revenues. 

17 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

3. Fund financial statements focus on information about the Municipality's major 
governmental funds. Major individual governmental funds are reported as separate 
columns in the fund financial statements. The Municipality repollts the following 
major governmental funds: 

General Fund- is the accounting entity in which all governmental activity, except that 
which is required to be accounted for in another fund, Is accounted ~or. Its revenues 
consist mainly of taxes, licenses and permits, intergovernmental revenue, charges for 
services and other. 

Special Revenue Fund - Head Start- Is the accounting entity in which revenues 
derived from the federal agency are used to provide comprehensive health, 
educational, nutritional, social, and other developmental services primarily to 
economically disadvantaged preschool children (ages 3 to 5) and infants and toddler 
(birth through age 3) so that the children will attain school readiness. 

Capital Project Fund - Local, State and Federal Grants - is the acc@unting entity in 
which revenues derived from local funds, state and federal grants or other restricted 
revenue sources related to capital projects, is accounted for. The use$ and limitations 
of each capital project fund are specified by Municipality ordinances or federal and 
state statutes. 

Debt Service Fund - is the accounting entity used to account for the resources 
accumulated and payments made for principal and interest on long-term general 
obligation bonds of governmental funds. 

Non Major Governmental Funds - is the accounting entity In which revenues derived 
from local funds, state grants, federal grants or other restricted revenue source, Is 
accounted for. The uses and limitations of each special revenue fund are specified by 
Municipality ordinances or state and federal statutes. 

18 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

4. The notes to the financial statements provide information that is essential to a user's 
understanding of the basic financial statements. 

5. Required supplementary information such as the budgetary comparison schedule­
general fund and other types of data required by GASB. 

6. Notes to the budgetary comparison schedule-general fund. 

C. Financial reporting presentation 

The accounts of the Municipality are organized on the basis of funds, each if which is 
considered a separate accounting entity. The operations of each fund are accounted for 
with a separate set of self-balancing accounts that comprise its assets, liabilities, fund 
equity, revenues, and expenditures. Fund types are as follows: 

General Fund - Is the general operating fund of the Municipality. It is used to account for 
all governmental activity, except those required to be accounted for in another fund. 

Special Revenue Fund - Head Start - Is the accounting entity in which ~evenues derived 
from the federal agency are used to provide comprehensive health, educational, 
nutritional, social, and other developmental services primarily ~ economically 
disadvantaged preschool children (ages 3 to 5) and Infants and toddler (birth through 
age 3) so that the children will attain school readiness. 

Capital Projects Funds - Local, State and Federal Grants - Capital Project Funds are used 
to account for financial resources used for the acquisition or const11uctlon of major 
capital facilities. 

Debt Service Funds - Debt Service Funds are used to account for the accumulation of 
resources for and the payment of, general long-term debt principal, interest, and related 
costs. 

Other Funds- Local, State and Federal Grants - ls the accounting entity in which 
revenues derived from local funds, state and federal grants or other restricted revenue 
sources are accounted for. The uses and limitations of each special revenue fund are 
specified by Municipality ordinances or federal and state statutes. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

D. Measurement focus, basis of accounting and financial presentation 

Except for budgetary purposes, the basis of accounting used by the Municipality conform 
to accounting principles generally accepted in the United States of America ("GAAP") as 
applicable to governmental units. The accounting and financial reporting treatment 
applied to a fund Is determined by Its measurement focus. 

The government-wide financial statements are reported using the economic resources 
measurement focus and the accrual basis of accounting. Revenues are recorded when 
earned and expenses are recorded when a liability Is incurred, regardless of the timing 
of related cash flows. Property taxes are recognized as revenues in the year for which 
they are levied. Grants and similar Items are recognized as revenue as soon as all 
eligibility requirements imposed by the provider have been met. 

The Municipality has elected not to apply all Statements and Interpretations Issued by 
the Financial Accounting Standard Board after November 30, 1989, in accordance with 
GASB Statement No. 20. 

Governmental fund financial statements are reported using the ourrent f inancial 
resources measurement focus and the modified accrual basis of accounting. Revenues 
are recognized as soon as they are both measurable and available. Revenues are 
considered to be available when they are collectible within the current period or soon 
enough thereafter to pay liabilities of the current period. For this purpose, the 
government considers revenues to be available if they are collected within the current 
period or soon enough thereafter. Expenditures are recorded when ~he related fund 
liability is incurred, except for principal and Interest on general long-term debt, claims 
and judgments, and compensated absences, which are recognized as expenditures 
when payment is due. General capital asset acquisitions are reported ais expenditure in 
governmental funds. Proceeds from issuance of general long-term dlebt reported as 
other financing sources. 

Property taxes, franchise taxes, licenses, rent, and interest associated With the current 
fiscal period are all considered to be susceptible to accrual and so have been recognized 
as revenues of the current fiscal period. All other revenue items are aonsidered to be 
measurable and available only when the government receives cash. 

Private-sector standards of accounting and financial reporting Issue prjpr to December 
1, 1989, generally are followed in the government-wide financial st~tements to the 
extent that those standards do not conflict with or contradict guidance of the 
Governmental Accounting Standards Board. Governments also hav~ the option of 
following subsequent private-sector guidance for their business-typet activities and 
enterprise funds, subject to this same limitation. The Municipality has elected not to 
follow subsequent private-sector guidance. 

20 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Amounts reported as program revenues Include 1) charges to custom~rs or applicants 
for goods, services, or privileges provided, 2) operating grants, and conUributions, and 3) 
capital grants and contributions, including special assessments, if any. Internally 
dedicated resources are reported as general revenues rather than as program revenues. 
Likewise, general revenues include all taxes. 

When both restricted and unrestricted resources are available ton use, It Is the 
government's policy to use restricted resources first, then unrestricted resources, as they 
are needed. 

The preparation of the financial statements in conformity with accounting principles 
generally accepted in the United States of America requires manag~ment to make 
estimates and assumptions that affect the reported amounts of assets and liabilities at 
the date of the financial statements and the reported amounts of revenues and 
expenses during the reporting period. Actual results could differ from those estimates. 

E. Assets, liabilities and net assets 

1. Cash, cash equivalents, and cash with fiscal agent- The Municipality'r; cash and cash 
equivalents are considered to be cash on hand, demand deposits,. and short-term 
Investments with original maturities of three months or less from the date of 
acquisition. 

Cash with fiscal agent In the debt services fund represents sp~cial additional 
property tax collections retained by the Commonwealth of Puerto Rido and restricted 
for the payment of the Municipality's debt service, as established by law. 

2. Receivables and payables- Activity between funds that are representative of 
lending/borrowing arrangements outstanding at the end of the fiscal year are 
referred to as either "due to/ from other funds" (I.e., the current portjion of lnterfund 
loans) or "advances to/ from other funds" (I.e., the non-current portion of interfund 
loans). All other outstanding balances between funds are reported as "due to/ from 
other funds. " 

Advances between funds, as reported in the fund financial statem~nts, if any, are 
offset by a fund balance reserve account in applicable governmental funds to 
Indicate that they are not available for appropriation and are not expendable 
available financial resources. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Receivables are stated net of estimated allowances for uncollEtctible accounts, 
which are determined, based upon past collection experience and Qurrent economic 
conditions. Intergovernmental receivables in the General Fund retpresents mostly 
contributions from the Puerto Rico Electric Power Authority (PRE~A), which, pays 
the municipalities as contributions in lieu of taxes greater of the foQlowing amounts: 
(a) twenty percent (20%) of Its net revenues as defined in the Trust Indenture signed 
with the Trustee as representative of the bondholders, adjust~d by subsidies 
granted by the PREPA; (b) an amount equal to the actual cost of electric power 
consumed by each Municipality In its common facllitles during the current year; or 
(c) an average of the contribution in lieu of taxes paid by PREPA to each 
municipality during the past five fiscal years. The contribution in Hau of tax revenue 
and related receivable recorded in the General Fund for the currenlt fiscal year was 
determined based on revenue estimates made by the PREIPA and actual 
transactions during the current fiscal year, because the final con~ribution amount 
from the PREPA was not available at the date of release of the basic financial 
statements. Intergovernmental receivable in the special revenue dr capital project 
funds represent amounts owed to the Municipality for reitnbursement of 
expenditures incurred pursuant to federally funded or state funded p,rograms. 

3. Inventories- Inventories in the general fund Is recorded as e1<penditure and, 
consequently, the inventory is not recorded in the statement of net assets. 

4. Capital assets- Capital assets, which include property, equipment and infrastructure 
assets (e.g., roads, bridges, sidewalks and similar Items), are reported In the 
governmental activities column in the governmental-wide financial $tatements. The 
Municipality defines capital asset as assets with an Initial, Individual cost of more 
than $25 and an estimated useful life in excess of one year. $uch assets are 
reported at historical cost or estimated historical cost If purchased or constructed. 
Donated capital assets are reGorded at estimated fair market value at the date of 
donation. 

The cost of normal maintenance and repairs that do not add to the value of the asset 
or materially extend assets lives are not capitalized. 

Major outlays for capital assets and improvements are capitallzed as projects are 
constructed. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Capital assets of the Municipality are depreciated using the straight-line method over 
the following estimated useful lives: 

Descrlotion 

Bulldlngs and site Improvements 
Infrastructure 
Works of art 
Vehicles 
Furniture and fixtures 
Machinery and equipment 

Useful Life 

40 years 
40 years 
10 years 
5 years 
5 years 

3 to 5 years 

Capitalization threshold 

$1 
$1 
$1 
$1 

$25 
$25 

5. Long-term obligations- The liablllties reported In the government-wide financial 
statements included general and special obligation bonds and notes, and other long­
term liabilities, such as vacation, sick leave, litigation, long-term liabilities to other 
governmental entities. 

In the fund financial statements, governmental fund types recognizei bond issuances 
cost, during the current period. The face amount of debt issued is r~ported as other 
financing sources, while bond issuance costs, whether or ·not withheld from the 
actual debt proceeds received, are reported as expenditures. 

6. Compensated absences- Employees accumulate vacation leave at a rate of 2.5 days 
per month up to a maximum of 60 days. Unpaid vacation time acctJJmulated is fully 
vested to the employees from the first day of work. All vacation pay Is accrued when 
incurred in the government-wide financial statements. 

Employees accumulate sick leave at a rate of 1.5 days per month UfP to a maximum 
of 90 days. Upon retirement, an employee receives comp~nsation for all 
accumulated and unpaid sick leave at the current rate, if the emplotytee has at least 
10 years of service with the Municipality. 

7. Claims and judgments- The estimated amount of the liability for claims and 
judgments, which is due on demand, such as from adjudicated or settled claims, Is 
recorded in the general fund. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1 . ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

8. Reservation of fund balance- Reservations of fund balance in the fund financial 
statements, represent portions of fund balances that are legall}l segregated for 
specific future use or are not appropriated for expenditure. The Mumicipality has the 
following reservations of fund balance: 

a. Capital Projects- Represent the reservation of amounts to be1 used for future 
expenditures for capital projects under contacts and other commitments. These 
committed amounts generally will become liabilities in future periods as the 
projects are completed. 

b. Encumbrances- Represent future expenditures under purchase orders, contracts 
and other commitments. These committed amounts generally will become 
liabilities in future periods as the goods or services are received. 

c. Other Purposes- Represents net assets available for specific use and/or legally 
segregated for other specific future use. 

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

9. lnterfund and intra-entity transactions. The Municipality has the following types of 
transactions among funds: 

a. Operating Transfers- Legally required transfers that are reported when incurred 
as "Operating transfer-in" by the recipient fund and as "Operating transfers-out" 
by the disbursing fund. 

b. Intra-Entity Transactions- Transfers between the funds qf the primary 
government are reported as fnterfund transfers with receivables and payables 
presented as amounts due to and due from other funds. 

10. Risk financing- The Municipality carries commercial insurance to : cover casualty, 
theft, tort claims and other losses. Insurance policies are negotiated by the Puerto 
Rico Treasury Department and costs are allocated among all the Municipalities of 
Puerto Rico. 

Cost of insurance allocated to the Municipality and deducted from th~ gross property 
tax collections by the Municipal Revenue Collection Center ("CRI~") for the year 
ended June 30, 2006 amounted to approximately $170,359. The c~rrent insurance 
policies have not been cancelled or terminated. The CRIM : also deducted 
approximately $376,116 for workers compensation Insurance coverihg all municipal 
employees. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

11. Reconciliation of Government-wide and Fund Financial Statements 

The governmental fund balance sheet includes reconciliation betwe~n fund balance­
total governmental funds and net assets-governmental activities a$ reported in the 
government-wide statement of net assets. The two elements of ttiat reconciliation 
explains that "long term liabilities, Including compensated abser)ces, bonds and 
notes payable, are not due and payable in the current period and therefore are not 
reported in the funds.", and that "capital assets used In governmerltal activities are 
not financial resources and, therefore, are not reported in the funds. The details of 
this reconciliation are as follows: 

Net assets Invested In capital assets. net of related debt 

Capital assets, net of depreciation $ 15,899,183 
Deduct: 
Bonds Payable £15.440.000l 

Net assets restricted for capital orojects 

Fund balance restricted for capital projects 

Net assets restricted for debt service 

Debt service fund - fund balance 
Deduct: 

Interest payable 

Net assets restricted for other purposes 

Special revenue fund - local and state grants 
restricted 

Net assets unrestricted (deficit) 

General fund - total fund balance: 
Add: Accounts Receivables 
Deduct: 

Bonds Payable 
Property Tax Debt 
Compensated Absences 
Claims and j udgment debts 

Total net assets - governmental activities 

$ 2,982,793 

(416.404) 

$ 1,119,194 
37,777 

(6,286,000) 
(2,556,799) 
(1.373,808} 

(111.223) 

TCfal Net Assets 
Goverhmental Activities 

$ 459,183 

7,164,378 

2 ,566,389 

1,338,768 

(9.170.859) 

$ 2 .357.859 
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2. DEPOSITS 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

Under Puerto Rico statutes public funds deposited in commercial ban~s must be fully 
collaterallzed for the amount deposited In excess of federal deposito~ insurance. All 
securities pledged as collateral are held by the Secretary of the Treasury of Puerto Rico. In 
addition, the Municipality maintains deposits with the Government Develqpment Bank for 
Puerto Rico (GOB). 

The Municipality's bank balances in commercial banks of approxlmately $~1422,606 in the 
general fund, $254A66 In the special revenue fund - head start, and $ ,717,932 in the 
capital project fund - local, state and federal grants were fully collateral zed at June 30, 
2006. In the other governmental funds there were deposits with commercial banks of 
approximately $2,286,366 that were fully collateralized. 

The deposits at GOB of approximately $70,757, that is restricted for othe~ purposes in the 
general fund, the $7,418 in the other governmental funds, the $5,~38,222 that is 
restricted principally for capital projects in the capital project fund - )ocal, state and 
federal grants, and the $2,729,834 in the debt service fund are ; unsecured and 
uncollaterallzed, as no collateral is required to be carried by governmental banks. 

3. RECEIVABLES 

A. Municipal License Tax- The Municipality Impose a municipal lie nse tax on all 
businesses that operate within the Municipality, which are not to ally or partially 
exempt from the tax pursuant to the Industrial Incentives Acts of the C mmonwealth of 
Puerto Rico. This is a self-assessed tax based on the business volume n gross sales as 
shown In the tax return that is due on April 15 of each year. Entitles w th sales volume 
of $1,000,000 or more must Include audited financial statements toge her with the tax 
return. During the fiscal year ended June 30, 2006, the tax rates were s follows: 

1. Financial business- 1.50% of gross revenues 

2 . Other organizations- 0.40% of gross revenues 

This tax is due in two equal installments on July 1 and January 1 of ea~h fiscal year. A 
discount of 5% is allowed when full payment is made on or before Apryl 15. Municipal 
license tax receivable represents filed municipal license tax ret~rns that were 
uncollected as of June 30, 2006, net of allowance for uncollectible. 

Municipal license taxes collected prior to June 30 but pertaining to tha next fiscal year 
are recorded as deferred revenues. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

3. RECEIVABLES (CONTINUED) 

B. Intergovernmental Receivables- Intergovernmental receivables in t e general fund 
principally consist of the amount due from the Municipal Revenue ollection Center 
("CRIM") because the property tax advances remitted to the Munici ality during the 
fiscal year 2005-2006 was less than the tax actually collect d. In addition, 
Intergovernmental receivables In the general fund consist of the amo nt owned by the 
Department of Education of the Commonwealth of Puerto RI o resulting for 
transportation services rendered by the Municipality. The amount !receivable from 
governmental entities is as follows: 

Governmental Entity 

Munlclpal Revenue Collection Center (•CRIM") 
Department of Education 

Total 

Amount 

$131,744 
4.000 

$135.744 

On September 7, 2004, Act Num. 255 was enacted and a new formul as described In 
Note 1 (E) (2), was established for the calculation of the contribution i lieu of taxes to 
be paid to the municipalities by PREPA. Since the final llquldatlo following such 
formula was not available for fiscal year 2005-2006, an estimat d amount was 
recognized, based on the estimate contributions in lieu of taxes deter lned by PREPA 
for the current fiscal year. 

Intergovernmental receivable of $253,870 In special revenue fun~ - head start 
represent expenditures incurred not yet reimbursed by the pass-through grantor. 

Intergovernmental receivable in other governmental funds represeht expenditures 
incurred not yet reimbursed by the following program: 

erogram Description 

Department of Labor- Law 52 Grant 
Community Development Block Grant 
Public Assistance Grant 
Edward Byrne Memorial 
Hazard Mitigation 

Total 

Amount 

$ 230,625 
359,625 

5,768 
552 

20.625 

$ 617,195 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

3. RECEIVABLES (CONTINUED) 

Intergovernmental receivable in capital project fund - local, state anki federal grants 
represent expenditures incurred not yet reimbursed by another govdrnmental entity. 
Following is a detail of the Intergovernmental receivable: 

Governmental Entity Amount 

Rural Development Corporation $ 133.994 

Total $ 133.994 

Intergovernmental receivable in the debt service fund represents the arflounts due from 
the CRIM resulting from the excess of current year property tax collectipns over current 
year advances. Following Is a detail of the intergovernmental receivables: 

Governmental Entity Amount 

Municipal Revenue Collection Center ("CRIM") $ 270.735 

Total 

4. INTERFUND TRANSACTIONS 

lnterfund receivables and payables at June 30, 2006, and interfund tra~sfers during the 
fiscal year ended at June 30, 2006, are summarized as follows: 

a. Due from/to other fund: 

Receivable Fund Payable Fund Puroose Amount 

Special Revenue Fund - Payroll and related accrual~ paid 
General Fund Head Start and not reimbursed. 244,017 

Capital Project Fund - Local, 
General Fund State and Federal Grants Reimbursable expenditures 197,392 

General Fund Debt Service Fund Interest Revenue 26,866 

Payroll and related accrual, paid 
General Fund Other Governmental Funds and not reimbursed, and other 

reimbursable expenditures. 
l 

766.134 

Total S 1,~:H.~Q9 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

4. INTER FUND TRANSACTIONS (CONTINUED) 

b. Transfer in/ out to other fund 

Transfer out Transfer lo euroose 

General Fund Debt Service Fund Debt retirement 

General Fund Special Revenue Fund -
Local and State Grants Publfc works 

Debt Service Fund Special Revenue Fund -
Local and State Grants Equipment acquisition 

Total 

5. CAPITAL ASSETS 

Amount 

$ 425,567 

200,000 

159,5Q4 

:& :ZJ~g,gz ~ 

Capital assets; those with an estimated useful live of one year or more ~rom the time of 
acquisition by the Municipality and a cost of $25 or more, are primarily fu~ded through the 
issuance of long-term bonds and loans. A summary of capital assets and changes 
occurring in 2006, including those changes pursuant to the lmpleme~tation of GASB 
Statement No. 34, follows. Land and construction in progress are : not subject to 
depreciation: 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 

I 
YEAR ENDED JUNE 30, 2006 

I 5. CAPITAL ASSETS (CONTINUED) 

I Balaa~e Balaai:;e 
Governmental ActMtjes: Jyly 1. 2005 Additions Transfer~ June 30. 2006 

I 
Capital asset, not being depreciated: 

Land $ 659,123 $ 659,123 
Construction in progress 2,93l2,595 ~ 3.29~.236 ~ {2,93l2.~5) 3,294.232 

I Total capita I assets not being 
depreciated $ 3,594.718 $ 3,294,236 $ (2,935,$5) $ 3.953,359 

I Capital assets, being depreciated: 

Buildings $ 7,454,958 $ 1,209,$82 $ 8,664,541 

I 
Buildlngs Improvements 
Infrastructure 5,830,872 1,726,~13 7,556,885 
Infrastructure Improvements 228,502 228,502 
Equipment 1,318,126 $ 33,400 1,352,126 

I Furnishing 
Computers 
Vehicles 3 ,952.826 3.952.826 

Total capital assets being ~ 18,785,285 $ 3a,4oQ ~ 
I 

2,935.~96 ~ 21.75~,860 
depreciated 

Less accumulated depreciation for: 

Buildings $ (2,631,334) $ (288,023) $ (2,919,357) 

I 
Buildings improvements 
Infrastructure (2,368,751) (317,321) (2,686,072) 
Infrastructure Improvements (106,533) (10,411) (116,944) 
Equipment (1,019,916) (89,912) (1,109,828) 
Furnishing 
Computers 
Vehlcles {2.773,595) (203,26Q) (2.972.855) 

Total accumulated depreciation $ (8,900,129) $ {908.927) $ $ (9,609,056) 

Total capital assets being 

I 
depreciated, net $ 9.885.152 $ <674.928) $ $ 11,945,824 

Governmental activities capital 
assets, net ~ 1~1~19,B:Z5 i 2.~~~.~gs ~ I - $ 15,899,183 

I 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

5. CAPITAL ASSETS (CONTINUED) 

Depreciation expense was charged to functions/programs of the Municlpa~ity as follows: 

Governmental activities: 

General government 
Publlc safety 
Publlc works 
Culture and recreation 
Education 
Health and welfare 

Total depreciation expense-governmental activities 

6. PROPERTY TAXES 

$ 480,283 
36,380 

260,716 
93,812 
14,464 
23.272 

$ 908.927 

The personal property tax is self assessed by the taxpayer on a return wh!~ch is to be filed 
by May 15 of each year with the CRIM, a governmental entity created by th government of 
Puerto Rico as part of the Municipal Governmental Autonomous Law of Au ust 199:1. Real 
property tax is assessed by the CRIM on each piece of real estate and on e ch building. 

The assessment is made as of January 1 of each year and is based on c rrent values for 
personal property and on estimated values as of 1957 for real property ax. The tax on 
personal property must be paid in full together with the return by May 15. The tax on real 
property may be paid In two installments by July 1 and January 1. The CRI Is responsible 
for the billing and collections of real and personal property taxes on ehalf of all the 
municipalities of Puerto Rico. Prior to the beginning of each fiscal year, t e CRIM informs 
the Municipality of the estimated amount of property tax expected to b collect for the 
ensuing fiscal year. Throughout the year, the CRIM advances funds to he Municipality 
based on the initial estimated collections. The CRIM Is required by I to prepare a 
settlement statement on a fiscal year basis, whereby a comparison is m de between the 
amounts advanced to the Municipality and amounts actually collected 
This settlement has to be completed on a prellmlnary basis not later th n three months 
after fiscal year-end, and a final settlement made not later than six month after year-end. 
If the CRIM remits to the Municipality property tax advances, which are I ss than the tax 
actually collected, a receivable from the CRIM is recorded at June 3 . However, if 
advances exceed the amount actually collected by the CRIM, a payable to the CRIM Is 
recorded at June 30. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

6 . PROPERTY TAXES (CONTINUED) 

On January 26, 2000, Public Law 42 was enacted which authorized the 
loan up to $200,000,000, and for a term not to exceeding 10 years, o allow for the 
financing of the debt that the Municipalities of Puerto Rico have with the C IM arising from 
final settlements of property tax advances versus actual collections thr ugh fiscal year 
ended June 30, 2000. The amounts that the Munlclpalltles will collect from additional 
property taxes resulting from increases in the subsidy from the Commo~ealth of Puerto 
Rico to the Municipalities are assigned through this law to repay such loa . The increase in 
this subsidy was the result of the Public Law 238, enacted on August 15, 99. On October 
11, 2001, Public Law 1.46 was enacted to amend Public Law 42, to xtend the loan 
amortization period up to 30 years. ' 

' 

Also, on October 1.1., 2002, Public Law 1.72 was enacted, to provide as t option for the 
Municipalities to Include the debt that the Municipalities of Puerto Rico ha e with the CRIM 
arising from f inal settlements of property tax advances versus actual c llectlons for the 
fiscal year ended June 30, 2001 with the loan authorized through Public aw 42 enacted 
on January 26, 2000. 

On June 26 1997, Public Law Num. 21 was enacted authorizing the CR! , among other 
things, to sell the property tax receivables related to taxpayers who owne property taxes 
from 1.97 4 to 1996. Such property tax receivables were purchased by the ublic Financing 
Corporation, a subsidiary of the Government Development Bank of Puerto ico (GOB) using 
the proceeds of a bond Issuance executed for such purposes. Said Law I posed the CRIM 
the obligation to replace uncollectible property tax receivables with any v lid property tax 
receivable o equivalent in money. Subsequent to the approval of the La and to the sale 
transaction, it was detected that a substantial percentage of the receiv hies sold were 
uncollectible. In order to protect the economic damage to the finan ial structure of 
municipalities caused by the substitution of uncollectible tax receiva les with sound 
collectible receivables, on October 1.1, 2001, Public Law 146 was approv d and enacted. 
Through this Law, the CRIM was authorized to obtain a loan from any q allfled financial 
Institution and pay in advance the outstanding balance of the bonds Issued and any related 
cost incurred for the purchase by the Public Financing Corporation (a G B subsidiary) of 
the tax receivables. The loan is being paid by the municlpalltles thru a 3 year long term 
f inancing negotiated by the CRIM with GOB on behalf of such munlcipa!iti s as authorized 
by the Indicated Law. 

The government-wide statement of net assets includes an outstanding ~ebt balance of 
$1,463,291 and $775,073 related to Law 42 and Law 1.46, respectively atpune 30, 2006. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

6. PROPERTY TAXES (CONTINUED) 

Residential real property occupied by its owner is exempt by law from the payment of 
property taxes on the first $ 15,000 of the assessed value. For such exe pted amounts, 
the Puerto Rico Treasury Department assumes payment of the b sic tax to the 
Municipalities, except for property assessed at less than $ 3,500 for whl h no payment is 
made. As part of the Municipal Autonomous Law of 1991, the exempt a ount to be paid 
by the Puerto Rico Treasury department to the Municipalities was frozen as of January 1, 
1992. In addition, the law grants a tax exemption from the payment of ersonal property 
taxes of up to $ 50,000 of the assessed value to retailers having annual et sales of less 
than $ 150,000. 

The annual tax rate ls 8.33% for real property and 6.33% for personal p operty of which 
1.03% of both tax rates are for the redemption of public debt issued by the Commonwealth 
of Puerto Rico. The remaining percentage is distributed as follows: (a) .8% and 3.8%, 
respectively, represents the Municipality's basic property tax rate which Is ppropriated for 
basics and accounted for in the general fund. A portion of such amount i deposited in an 
equalization fund together with a percentage of the net revenues of he Puerto Rico 
electronic lottery and a subsidy from the Commonwealth of Puerto Rico. rom such fund, 
a distribution is made to all municipalities; (b) 1.50% represents the ad valorem tax 
restricted for debt service and accounted for in the debt service fund. ' 

7. DUE TO OTHER GOVERNMENTAL ENTITIES: 

The amounts due to other governmental entities in the general fund lnclu~ the following: 

Governmental Entity 

Puerto Rico Aqueduct and Sewer Authority 
General Services Administration 

Total 

8. DEFERRED REVENUES 

Amount 

$ 528 
8.470 

$ 8.998 

A. Municipal License Tax- The deferred revenues of approximately $3,b31,202 In the 
general fund relates to municipal license tax collected in fiscal year 2p05-06 that will 
be earned in fiscal year 200&07. 

Federal Government- The deferred revenues presented in the specia~revenue fund -
head start represents the portion of federal grant received for hich qualifying 
expenditures have not been incurred. Deferred revenues from the fed ral government 
are as follows: . 

program Description 

Child and Adult Care Food Program 

Total 

i 
Amount 

$127.079 

$127.079 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

8. DEFERRED REVENUES (CONTINUED) 

The deferred revenues presented in other governmental funds represJnt the portion of 
federal grants received for which qualifying expenditures have nol .. been incurred. 
Deferred revenues from the federal government are as follows: 

Program Descrlptjoo 

Section 8 Housing Choice Voucher 
Public Assistance Grant 
Emergency Management· State and Local Assistance 
Local Law Enforcement Block Grant 
Others 

Total 

9. LONG-TERM LIABILITIES 

s 794.1ps 

Long-term liability activity for the year ended June 30, 2006, was as follow$: 
: 

Beg1nn1ng BO[[OY!'.lngs ~i.l~!I!~nl~ Q[ 

pescrlptlon Balance QC Additions Deductions 

Bonds Payable $20,826,000 $1.,390,000 $ (490,000) $21.,72 000 
Property Tax Debt 2,647,957 (91,1.58) 2 ,55 799 
Treasury Department-Claims 146,430 (35,207) 11 223 
Compensated Absences 1 ,309,706 943,552 (878,450) 1.,373 808 
Claims and Judgments -

~ Total i24.930.093 $2 332.552 $(± 494,815) 

Due Within 
One Year 

$ 580,000 
409,593 

35,207 
1.74,280 

$1,199.079 

1. Legal debt margln- The Municipality Is subject to a legal debt mar in requirement, 
which is equal to 10% of the total assessment of property loc ted within the 
Municipality plus balance of the ad valorem taxes In the debt service fund, for bonds 
payable to be repaid with the proceeds of property taxes restricted for debt service. In 
addition, before any new bonds are issued, the revenues of the debt se Ice fund should 
be sufficient to cover the projected debt service requirement. Long-t rm debt, except 
for the bonds and notes payable, is paid with unrestricted funds. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

9. LONG-TERM LIABILITIES (CONTINUED) 

2. Bonds payable- The Municipality issues general and special obligation londs to provide 
funds for the acquisition and construction of major capital facilities. D ring the current 
year, the Municipality Assembly authorized a bonds issuance fo approximately 
$1,390,000, as described in the Note 3 (8). Bonds payable outstan ing at June 30, 
2006 are as follows: 

Maturity Original Balaace t'!t 
Ivm~ Qf bonds Date Amouat Jua~ 3Q, 2002 

1999-Serles 7-1-2018 $ 2,630,000 5.00%to 7.81% 2,160,000 
2000-Serles 7-1-2026 1,760,000 5.00% to 7.00% 1,380,000 
2001-Serles 7-1-2010 1.,300,000 5.00% to 8.00% 1 1,135,000 
2001-Serles 7-1-2017 1,070,000 5.00% to 8.00% 890,000 
2002-Series 7-1-2026 135,000 5.00% to 7.00% 115,000 
2002-Series 7-1-2021 475,000 5.00% to 7.00% 425,000 
2002-Serles 7-1-2026 1,965,000 5.00% to 7.00% 1,825,000 
2002-Series 7-1-2026 2 ,085,000 5.00% to 7 .00% 1,890,000 
2004-Serles 7-1-2027 1,115,000 5.00% to 6.50% 1,060,000 
2004-Serles 7-1-2014 1,195,000 5.00% 1,100,000 
2005-Series 7-1-2030 1,730,000 5.00% 1,730,000 
2005-Serles 7-1-2030 3,021,000 5.00% 3,016,000 
2005-Series 7-1-2030 3,685,000 5.00% j 3,610,000 
2006-Serles 7-1-2030 1,390,000 6.25% to 1.25% I 1.J~O,QOO 

Total general obligation bonds . $ 21.726.000 

These bonds, except the $1,760,000 Bonds 2000 Serles, $ 2,085,0~0 Bonds 2002 
Series and the $3,021,000 Bonds 2005 Series, are payable from he ad valorem 
property tax of 1.50% which Is restricted for debt service and etained by the 
Government Development Bank for Puerto Rico for such purposes. 

Annual debt service requirements to maturity for bonds payable are as 1ollows: 

year Eadlng 
June 30, e rlaclgal lntere~t 

2007 $ 580,000 $ 1,242,360 
2008 620,000 1,195,097 
2009 655,000 1,194,945 
2010 710,000 1,158,967 
2011 750,000 1,115,165 
2012-2016 4,595,000 4,841,789 
2017-2021 4,970,000 3,423,598 
2022-2026 5,475,000 2,065,663 
2027-2031 J,421,QOO 820,6l2Q 

Total Si 21.126,QQQ $ 1z,a5a.~3!l 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

9. LONG-TERM LIABILITIES (CONTINUED) 

3. Property Tax Debt- These amounts represent the balance owned Ito the Treasury 
Department and to the Municipal Revenue Collection Center (CRIM) a~ June 30, 2006 
as described in Note 6. 

4. Treasury Department Debt- These amounts represent the balanc 
Treasury Department at June 30, 2006, for payments of claims and ju 
parties disbursed by the Treasury Department and related to claim 
unfavorable outcomes or final settlements against the Municipality. 
agreed with the treasury Department to reimburse to it such am 
installments to be retained by the Municipal Revenue Collection 
monthly property tax advances. 

I 

owned to the 
gments to third 
and judgments 
he Municipality 
unt in monthly 
enter from the 

5. Compensated absences- The government-wide statement of net~ssets includes 
approximately $879,245 of accrued sick leave benefits, and approxi ately $494,563 
of accrued vacation benefits, representing the Municipality's commitm nt to fund such 
costs from future operations. 

10. PENSION PLAN 

The Employee's Retirement System of the Commonwealth and its lnstru entalitles (the 
Retirement System) is a cost-sharing multiple defined benefit pension pl n sponsored by, 
and reported as a component unit of the Commonwealth of Puerto R co. All regular 
employees of the Municipality under 55 years of age at the date of empl yment become 
members of the Retirement System as a condition to their employment. 

The Retirement System provides retirement, death and disability bener:·ts pursuant to 
leglslatlon enacted by the Commonwealth's legislature. Disablllty retirem nt benefits are 
available to members for occupational and non-occupational disabllitl s. Retirement 
benefits depend upon age at retirement and the number of years of er ditable service. 

I 

Benefits vest after ten years of plan participation. 
i 

Members who have attained 55 years of age and have completed at lef st 25 years of 
creditable service or members who have attained 58 years of age and hav completed ten 
years of creditable service are entitled to an annual benefit payable monthl, for life. 

The amount of the annuity shall be one and one-half percent of the avera~compensation, 
as defined, multiplied by the number of years of creditable service up to enty years, plus 
two percent of the average compensation, as defined, multiplied by the nu ber of years of 
creditable service in excess of 20 years. In no case will the annuity be le than $200 per 
month. · 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

10. PENSION PLAN (CONTINUED) 

Participants who have completed at least 30 years of creditable servlcl are entitled to 
receive the Merit Annuity. Participants who have not attained 55 years o age will receive 
65 percent of the average compensation, as defined; otherwise they will receive 75 
percent of the average compensation, as defined. No benefits are payable If the 
participant receives a refund of his/her accumulated contributions. : 

I 

Commonwealth legislation requires employees to contribute 5.775% forlhe first $550 of 
their monthly gross salary and 8.275% for the excess over $ 550 of mon hly gross salary. 
The Municipality is required by the same statute to contribute 9.275% of he participant's 
gross salary. Total employee and employer contributions during the yea ended June 30, 
2006 amounted to approximately $278,895 and $312,598, respectively. I 

I 

On September 24, 1999, an amendment to Act. No. 44 7 of May 15, 195 which created 
the Retirement System, was enacted with the purpose of establishing a new pension 
program (System 2000). Employee's participation In the current system as of December 
31, 1999, may elect to stay in the defined benefit plan or transfer to t e new program. 
Persons joining the Municipality on or after January 1, 2000, will onl be allowed to 
become members of System 2000. System 2000 will reduce the retirem nt age from 65 
years to 60 for those employees who joined the current plan on or after Ap ii 1, 1990. 

System 2000 is a hybrid defined contribution plan, also known as a ca h balance plan. 
Under this new plan, there will be a pool of pension assets, which will be invested by ERS 
together with those of the current defined benefit plan. The Commonweal h of Puerto Rico 
will not guarantee benefits at retirement age. The annuity will be bas d on a formula 
which assumes that each year the employee's contribution (with a minim m of 8.275% to 
the employee's salary up to a maximum of 10%) will be Invested In an a count which will 
either: (1) earn a fixed rate based on the two-year Constant Maturity Tre ury Note or, (2) 
earn a rate equal to 75% of the return of the ERS's Investment ortfolio (net of 
management fees), or (3) earn a combination of both alternatives. Partici ants will receive 
periodic account statements similar to those of defined contribution pla s showing their 
accrued balances. 

I 

Disability pensions will not be granted under System 2000. The employrr's contribution 
(9.275% of the employee's salary) will be used to fund the current plan. · 

Additional Information on the Retirement System is provided in its flnanciJJ statements for 
the year ended June 30, 2006, a copy of which can be obtained from ! the Retirement 
System, Minillas Station, P.O. Box 42004, San Juan, PR 00940. : 
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11.RISK MANAGEMENT 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BASIC FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2006 

The Finance Department is responsible of assuring that the Municipa ity's property is 
properly insured. Annually, the Finance Department Division complies t information of 
all property owned and its respective market value. After evaluating this information, the 
Finance Department Division submits the data regarding the Munlclpall 's properties to 
the Public Insurance Department at the Department of the Treasury of th Commonwealth 
of Puerto Rico who is responsible for purchasing all property and ca ualty Insurance 
policies of all municipalities. 

12. CAPITAL ASSETS REPORTED VALUE: 

The Municipality has not maintained complete and adequate records relat d to the Capital 
Assets reported in governmental activities of the government·wide fina cial statements 
and, therefore, such condition would affect the amounts of assets, et assets, and 
expenses of the governmental activities. The Municipality expects to co pile documents 
and other information in the next fiscal years in order to attain comple e and accurate 
records of Its Capital Assets. 

I 

i 
13.CONTINGENCIES I 

The Municipality Is a defendant In a number of lawsuits arising princi~lly from claims 
against the Municipality for alleged improper actions, and other legal ma ers that arise in 
the ordinary course of the Municipality's activities. 

1 

It is management's opinion, based on the advice of the legal counsel, tHat the potential 
claims against the Municipality not covered by Insurance will not mat~rially affect the 
financial resources for its payment. ; 

The Municipality participates in a number of federal financial assistance rograms funded 
by the Federal Government. Expenditures financed by these program are subject to 
financial and compliance audits by the appropriate granter. The am unt, if any, of 
expenditures which may be disallowed by such audits cannot be determl ed at this time, 
although the Municipality management expects such amounts, if any, will ot be material. 

END OF NOTES 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

BUDGETARY COMPARISON SCHEDULE-GENERAL FUND 
YEAR ENDED JUNE 30, 2006 

Budgeted Amounts 
Original Fina I 

Actual Amou~ts 
(Budgetary B Is) 

(See Note 

REVENUES AND OTHER FINANCING SOURCES: 

Property taxes 
Municipal llcense tax 
Licenses, permits and other local taxes 
Charges for service 
Intergovernmental 
Interest 
Miscellaneous 

Total revenues end other financing sources 

EXPENDITURES, ENCUMBRANCES AND OTHER 
FINANCING USES: 

Current: 
General government 
Public safety 
Public works 
Health and welfare 
Culture and recreation 
Education 
Operating transfer to other funds 

Total expenditures, encumbrances and other 
financing uses 

EXCESS (DEFICIENCY) OF REVENUES OVER (UNDER) 
EXPENDITURES, ENCUMBRANCES AND OTHER 
FINANCING SOURCES (USES) 

Explanation of Differences: 

$ 3,388,278 
2,089,882 

198,350 
20,500 

4,190,996 
50,000 
60.928 

$ 9.998.934 

4,145,64:1 
3,234,919 

568,034 
856,234 
777,551 
100,354 
3j,6.200 

9.998.934 

$ 3,388,278 
2,948,853 

348,378 
43,036 

4,071,968 
275,190 
607,930 

$11.683,632 

4,993,156 
3,568,035 

887,579 
867,159 
802,011 
135,693 
4 30.000 

11,683.632 

$ 

3 

97.2.b4 

Sources/Inflows of resources: ~· 
Actual amounts (budgetary basls)'avallable for appropriation· from the budgetary comparison schedu 
Differences-budget to GAAP: , 
No budgeted revenues I 

Total revenues as reported on the statement of revenues, expenditures, and chantes In fund balances 

Uses/outflows of resources: 
Actual amounts (budgetary basls)"total charges to appropriations• from the budgetary 
schedule 
Differences-budget to GAAP: 
GAAP adjustments to expenditures 

Total expenditures as reported on the statement of revenues, expenditures, and 
balances 

See Note to Budgetary Comparison Schedule 

. 
comparison 

i 

Variance with 
Flnal Budget 

Positive 
(Negative) 

$ 0 
5,655 

267,5:17 
(6,378) 

168,572 
83,188 
(14 .289) 

$ 504.265 

(186,98:1.) 
213,229 

9,173 
(24,384) 
(29,592) 

(57) 
(4.433) 

467,849 

972.U4 

$ 12,187,897 

179.551 
$12 3§7 448 

$11,215,783 

124,809 

$U.340 292 

39 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 

• .! 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS . 

NOTES TO BUDGETARY COMPARISON SCHEDULE- GENERAL FU~D 
YEAR ENDED JUNE 30, 2006 I 

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY ! 

A. Budgetary Control 

The Municipality's annual budget is prepared on the budgetary bas1 of accounting, 
which is not in accordance with GAAP, and represents department I appropriations 
recommended by the Mayor and approved by the Municipal Legisla ure prior to the 
beginning of the fiscal year. Amendments to the budget require th approval of the 
Municipal Legislature. Transfers of appropriations within the budget, k own as Mayor's 
Resolutions, do not require the approval of the Municipal Legislature. 

The Municipality prepares its annual budget including the operation of the general 
fund. 

For budgetary purposes, encumbrance accounting is used. The en umbrances (i.e., 
purchase orders, contracts) are considered expenditures when incu red. For GAAP 
reporting purposes, encumbrances outstanding at year-end a reported as 
reservations of fund balances and do not constitute expenditures or Ii billties because 
the commitments will be honored during the subsequent year. 

The unencumbered balance of any appropriation at the end of the flsc I year will lapse 
at the end of such fiscal year. Other appropriations, mainly capital project 
appropriations, are continuing accounts tor which the Municipal Legislature has 
authorized that an unspent balance from the prior year be carried to ard and made 
available for current spending. 1 

The annual budget as presented in the Budgetary Comparison Schedfe-General Fund 
is the budget ordinance at June 30, 2006 representing the original bu et. There were 
no supplemental appropriations for the year ended June 30, 2006. 

END OF NOTE 

40 



' ., 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

YEAR ENDED JUNE 30, 2006 

Federal Grantor/ Pass-through 
Grantor/Program or Cluster Title 

U.S. DEPARTMENT OF AGRICULTURE: 

Pass-through the Commonwealth of Puerto 
Rico - Department of Education: 

Federal 
CFDA 

Number 

Child and Adult Care Food Program 10.558 

Total U.S. Department of Agriculture 

U.S. DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT: 

Direct Program: 
Section 8 Housing Choice Vouchers 14.871 

Pass-through the Commonwealth of Puerto 
Rico - Office of the Commissioners of 
Municipal Affairs: 
Community Development Block Grant / 
Small Cities 14.219 

Total U.S. Department of Housing and 
Urban Development 

Pass--through 
Entity Identifying 

Number 

Not Available 

01-FD-51 
02-AB-FC-51 
03-AB-FC-51 
04-AB-FC-51 

Expenditures 

$ 270,544 

270,544 

994,232 

395,793 

1,660,569 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED} 

' VEAR ENDED JUNE 30, 2006 

Federal Grantor/ Pass-through 
Grantor/ Program or Cluster Title 

U.S. DEPARTMENT OF HEALTH AND HUMAN 
SERVICES 

Pass-through the Commonwealth of Puerto 
Rico - Administration for Children and 
Families: 

Federal 
CFDA 

Number 

Community Services Block Grant 93.569 

Head Start Program 93.600 

Total U.S. Department of Health and 
Human Services 

U.S. DEPARTMENT OF HOMELAND 
SECURITY 

Pass-through the Commonwealth of 
Puerto Rico - Emergency Management 
Agency: 
Emergency Management Performance 
Grant 83.552 

Citizen Corps 97.053 

Pass-through the Commonwealth of 
Puerto Rico Governor Authorized 
Representative (GAR): 
Public Assistance Grant 83.544 

Hazard Mitigation Grant 83.548 

Total U.S. Department of Homeland 
Security 

TOTAL EXPENDITURES OF FEDERAL AWARDS 

Pass-through Entity 
Identifying Number 

Not Available 

02-CH-48 3-2 2 

Not Available 

Not Avallc;tble 

1247-DRPR 

1247-DRPR 

The accompanying notes are an integral part of this schedule. 

Expenditures 

9,819 

3,393,487 

3,403,306 

5,019 

1,212 

601 

44,950 

$ 5,108,825 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF PENUELAS 

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

YEAR ENDED JUNE 30, 2006 

1. BASIS OF PRESENTATION: 

The accompanying Schedule of Expenditures of Federal Awards Includes the federal 
grant activity of the Municipality of Peiiuelas and is presented on the modified accrual 
basis of accounting. The basis of accounting is the same used to prepare the fund 
financial statements. The information in this Schedule is presented In accordance with 
the requirements of OMB Circular A-133, Audits of States, Local Governments, and Non­
Profit Organizations. 

2. RELATIONSHIP TO FEDERAL FINANCIAL REPORTS: 

Amounts reported in the accompanying Schedule are included in the Special Revenue 
Fund - Head Start Program and Other Governmental Funds on the Municipality's fund 
financial statements. The reconciliation between the expenditures in the fund financial 
statements and the disbursements In the Schedule of Expenditures of Federal Awards is 
as follows: 

Special Other 
Description Revenue Fund Governmental Total 

Head Start Funds 

Expenditures of Federal 
Awards per Fund $ 3,635,432 $ 1,473,393 $ 5,108,825 

Non federal expenditures per 
Fund 1,521,072 1,521,072 

Total expenditures per Fund $ 3,635,432 $ 2,994,465 $ 6,639,897 
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MENDOZA & RAMOS 
Contadores PUblicos Autorizados, C.S.P. 

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

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON JNTERNAL CON1ROL OVER 
FINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED IN ACCORDANCE wrm 
GOVERNMENT AUDITING STANDARDS 

To the Honorable Mayor and 
Members of the Municipal Legislature 
MUNICIPALITY OF PENUBLAS, PUERTO RICO 

We have audited the financial statements of Municipality of Pefiuelas, Puerto Rico (the "Municipality"), 
as of and for the fiscal year ended June 30, 2006, and have issued our report thereon dated December 1, 
2006. We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether the Municipality's fmancial 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 detennination of financial statement amounts. However, providing an opinion on compliance 
with those provisions was not an objective of our audit, and accordingly, we do not express such an 
opinion. The results of our tests disclosed instances of noncompliance or other matters that are required to 
be reported under Govemment Auditing Standards and which are described in the accompanying 
Schedule of Findings and Questioned Costs as item 06-0 1. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Municipality's internal control over financial 
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the 
financial statements and not to provide an opinion on the internal control over financial reporting. 
However, we noted certain matters involving the internal control over financial reporting and its operation 
that we consider to be reportable conditions. Reportable conditions involve matters coming to our 
attention relating to significant deficiencies in the design or operation of the internal control over financial 
reporting that, in our judgment, could adversely affect the Municipality's ability to initiate, record, 
process, and report financial data consistent with the assertions of management in the financial 
statements. Reportable condition is descnbed in the accompanying Schedule of Findings and Questioned 
Costs as item 06-0 I. 
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INDEPENDENT AUDITORS' REPORT 

A material wealmess 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 perf onning their 
assigned functions. Our consideration of the internal control over financial reporting would not 
necessarily disclose all matters in the internal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable conditions that are also considered to be 
material wealmesses. However, of the reportable conditions described above, we consider item 06-01 to 
be material wealmess. 

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

MENDOZA & RAMOS 

CERTIFIED PUBLIC ACCOUNTANTS, C.S.P. 

Guayama, Puerto Rico 
February 28, 2007 

Stamp number 2134172 was 
affixed to the original of this 
report. 
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MENDOZA & RAMOS 
Contadores Publicos Autorizados, C.S.P. 

P.O. Box 35 • Guayama, Puerto ruco 00785 

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND INTERNAL CONTROL OVER 
CO:MJ>LIANCE APPLICABLE TO EACH MAJOR FEDERAL AW ARD PROGRAM AND ON THE 
SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 

To the Honorable Mayor and 
Members of the Municipal Legislature 
MUNICIP ALI1Y OF PENuELAS, PUERTO RICO 

Compliance 

We have audited the compliance of the Municipality of Pei'l.uelas, Puerto Rico (the "Municipality") with 
the types of compliance requirements described in the U S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs for the 
fiscal year ended June 30, 2006. The Municipality's major federal programs are identified in the summary 
of auditor's results section of the accompanying Schedule of Findings and Questioned Costs. Compliance 
with the requirements of laws, regulations, contracts and grants, applicable to each of its major federal 
programs is the responsibility of the Municipality's management. Our responsibility is to express an 
opinion on the Municipality's compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Govemment 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 perfonning such others procedures, as we 
considered necessary in the circwnstances. We believe that our audit provides a reasonable basis for our 
opinion. Our audit does not provide a legal determination on the Municipality's compliance with those 
requirements. 

As described in items 06-04, 06-05, 06-08, 06-09, 06-10, 06-11 and 06-12, in the accompanying schedule 
of fmdings and questioned costs, the Municipality did not comply with the cash management, eligibility, 
reporting, special tests and provisions - selection from the waiting list, special tests - incorrect 
determination of HAP, special tests - utility allowance schedule and special test - reasonable rent 
requirements that are applicable to its Section 8 Housing Choice Voucher Program. Compliance with 
such requirements is necessary, in our opinion, for the Municipality to comply with the requirements 
applicable to that program. 

As described in items 06-03, 06-06 and 06-07 in the accompanying schedule of :findings and questioned 
costs, the Municipality did not comply with the activities cash management, equipment and real property 
management and reporting requirements that are applicable to its Community Development Block Grants 
Program - State-Administered Small Cities Program. Compliance with such requirements is necessary, in 
our opinion, for the Municipality to comply with the requirements applicable to this program. 
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INDEPENDENT AUDITORS' REPORT 

In our opinion, based on our audit and the report of the other auditors, except for the instances of 
noncompliance described in the preceding paragraphs for the Section 8 Housing Choice Voucher Program 
and the Community Development Block Grants Program - State-Administered Small Cities Program, the 
Municipality of Peftuelas 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, 2006. However, 
the results of our auditing procedures disclosed other instance of noncompliance with those requirements 
that is required to be reported in accordance with OMB Circular A-133 and which is described in the 
accompanying Schedule of Findings and Questioned Costs as item 06-02. 

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 perfonrung our audit, we considered the Municipality's internal control ov~r 
compliance with requirements that could have a direct and material effect on a major federal program m 
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 O:MB Circular A-133. 

We noted certain matters involving the internal control over compliance and its operation that we 
consider to be reportable conditions. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over compliance that, 
in our judgment, could adversely affect the Municipality's ability to administer a major federal program 
in accordance with the applicable requirements of laws, regulations, contracts and grants. Reportable 
conditions are described in the accompanying Schedule of Findings and Questioned Costs as items 06-03 
to 06-12. 

A material wealmess is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that noncompliance with applicable 
requirements of laws, regulations, contracts and grants that would be material in relation to a major 
federal program being audited may occur and not be detected within a timely period by employees in the 
normal course of performing their assigned fimctions. Our consideration of the internal control over 
compliance would not necessarily disclose all matters in the internal control that might be reportable 
cond~tions and, accordingly, would not necessarily disclose all reportable conditions that are also 
considered to be material weaknesses. However, of the reportable condition described above, we believe 
consider items 06-0 3to 06-12 to be material wealmess. 

Guayama, Puerto Rico 
February 28, 2007 

Stamp number 2134173 was 
affixed to the original of this 
report. 
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FINDINGS AND QUESTIONED COST: 

Schedule of Findings and Questioned Costs 
Summary Schedule of Prior Audit Findings 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION I-FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

Financial Statements 

Type of auditors' report issued: 

Internal control over financial reporting: 

• Reportable condition(s) identified? 

• Material weakness (es) identified? 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over major programs: 

• Reportable condition(s) identified? 

• Material weakness (es) identified? 

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

Any audit finding disclosed that are required to be reported 
in accordance with OMB Circular A-133? 

The Municipality's major programs were: 

181 Unqualified Opinion, except for 
adverse opinion for government-wide 
financial statement 

0 Qualified Opinion 
0 Adverse Opinion 
0 Disclaimer Opinion 

181 Yes 0 None Reported 

IBI Yes DNo 

0 Yes 181No 

IBI Yes 0 None Reported 

181 Yes ONo 

0 Unqualified Opinion 
181 Qualified Opinion 
0 Adverse Opinion 
0 Disclaimer Opinion 

181 Yes ONo 

CFDANumber Name of Federal Program 

14.219 
14.871 
93.600 

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

Auditee qualified as low-risk auditee? 

Community Development Block Grant I Small Cities 
Section 8 Housing Choice Vouchers 
Head Start Program 

$300,000 

0 Yes 181No 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2006 

FINDING 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

SECTION II - FINANCIAL STATEMENT FINDINGS 

06-01 

INTERNAL CONTROL 

CAPITAL ASSETS 

Fixed \ Capital Assets and Expenditures - Subsidiary Ledger. 

The Municipality has not maintained complete and adequate records in 
order to obtain sufficient, competent evidential matter with respect to the 
Capital Assets reported in governmental activities and, accordingly, the 
amount by which this departure would affect the assets, net assets, and 
expenses of the governmental activities is not determinable. 

Chapter IX, Article 9.002 of State Act Number 81 of August 30, 1991 
states that the municipality should maintain updated property accounting 
records . Also the GASB Statements No. 34 requires that all capital 
assets, including infrastructure, must be presented in the Statements of 
Net Assets and that these assets must be depreciated during its useful 
life. 

Competent and sufficient evidential matter related to the capital assets 
was not available to support the value, completeness and ownership of 
these assets. 

The Municipality's Government Wide Financial Statements do not 
present fairly, the financial position of the governmental activities, and 
the change in financial position of the Municipality. 

We recommend that the Municipality should continue the compilation of 
documents to support the value, completeness and ownership of its 
capital assets, to comply with the requirements of the GASB Statement 
No. 34. 

NONE 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION Ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

06-02 

HEAD START (CFDA NO. 93.600) DEPARTMENT OF HEALTH 
AND HUMAN SERVICES 

COMPLIANCE 

Allowable cost I Cost principles 

Allowable costs I Cost principles requirements 

During the fiscal year 2003-2004, the program made a lease contract 
with the Puerto Rico Industrial Development Company (PRlDCO) to 
rent a local that will be the new administrative office of Head Start 
Program. The lease amount is of $4,236 by month, for the first five (5) 
years. As of June 30, 2006, the program had paid the amount of 
$152,505 ($50,835 paid during the fiscal year 2005-2006) and still has 
not yet moved to the new facilities. 

OMB Circular A-87, Attaclunent C, states that to be allowable under 
Federal awards, costs must meet the some general criteria, including the 
following: (a) be necessary and reasonable for proper and efficient 
performance and administration of Federal awards. 

The Agency did not obtain the approval of funds in the "Program 
Improvement" proposal for the fiscal year 2002-2003 for the reason that 
the Administration of Children's and Families of the Department of 
Health and Human Services, Region II New York, the program's grantor, 
did not assigned funds for that activity in the R~gion. 

TI1e Municipality is not in compliance with OMB Circular A-87. 

We recommend to the Municipality's management to request external 
funds or to assign local funds to realize promptly the improvements to 
the new facilities to relocate the administrative office of the Head Start 
Program. 

$50,835 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

06-03 

COMMUNITY DEVELOPMENT BLOCK GRANT/SMALL CITIES 
(CDBG) (CFDA NO. 14.219) DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT PASS THROUGH STATE-OFFICE OF 
COMMISSIONER OF MUNICIPAL AFFAIRS 

COMPLIANCE 

CASH MANAGEMENT 

Non-compliance with the cash management requirement 

During the fiscal year 2005-2006, the Municipality received $489,974.02 
from the pass-through entity ("Municipality Affairs Commissioner 
Office - OCAM") regarding the State Community Development Block 
Grant Program ("CDBG"). 

In order to determine compliance with the cash management 
requirement, we selected for testing three remittances of funds received 
from "OCAM" amounting $327,170.16 (67%). In two cases, the time 
elapsed between the receipt and the disbursement of such funds was for 
more than eleven days up to four months. 

As stated in 24 CFR 85.21and31 CPR 205.33, Subpart B, grantees must 
minimize the time elapsing between the drawdown of Federal funds from 
the Federal government, or pass-through entity, and their disbursements 
for Federal program purposes. 

Municipality's Finance Department and CDBG accounting department, 
divisions responsible for the disbursement of funds, do not count with the 
resources or a plan, to attain and process within a reasonable period of 
time, all monthly disbursements which are requested for the different 
Municipality's divisions or other federal programs. 

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

According to priorities and monthly responsibilities, the Municipality's 
Finance Department and CDBG accounting department should 
implement a plan or a schedule to process and comply with all monthly 
disbursements within a reasonable period of time. 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION m - FEDERAL Aw ARD FINDINGS AND QUESTIONED COSTS 

QUESTIONED COSTS None 

I MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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M UNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION Ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CR1TER1A 

CAUSE 

06-04 

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

COMPLIANCE 

CASH MANAGEMENT 

Non-compliance with the cash management requirement 

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

During the fiscal year 2005-2006, the Municipality received $1,210,414 
from Section 8 Housing Choice Voucher grant funds. In order to 
determine compliance with the cash management requirement, we 
selected for testing four out of the twelve remittances of funds received 
during the fiscal year amounting $391,460 (32%). The time elapsed 
between the receipt and the disbursement of such funds in three out of 
four remittances tested (75%) was for more than one month. We also 
noted that during the fiscal year 2005-2006, the Program maintained a 
monthly bank account balance over $500,000; and as of June 30, 2006, 
such balance amounted to $693,100. 

As stated in 24 CFR 85.21and31CFR205.33, Subpart B, grantees must 
minimize the time elapsing between the drawdown of Federal funds from 
the Federal government, or pass-through entity, and their disbursements 
for Federal program purposes. 

Monthly deposits transferred by HUD are supported by an annual 
contribution contract based on an estimated number of occupied units 
and annual payments to owners. Due to the non identification of 
participants, the Program counts with a number of vouchers much higher 
than number of participants, the Program counts with a number of 
vouchers much higher than the number of participants which are 
benefited by Program. Such situation cause that, even when the Program 
counts with the necessary funds to provide housing assistance, these 
funds could not be expended due lack of units to be rented. 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD FCNDil'JGS AND QUESTIONED COSTS 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

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

The program should implement adequate internal control procedures 
which allow the promptly use of federal funds received. This could be 
attained through the identification of participants and dwelling units 
ready for occupancy once the vouchers are granted. 

None 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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M UNICIPALITY OF PENuELAS, PUERTO RlCO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

06-05 

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

COMPLIANCE 

ELEGIBILITY 

Lack of control over selections from the waiting list 

Section 8 Housing Choice Vouchers Program does not have adequate 
controls over the eligibility requirement. 

In testing internal controls over compliance, we selected 26 participants 
files to determine if the Program's implemented policies were been 
followed in order to avoid that ineligible participants could be admitted 
into the Program. Our test revealed the following: 

(a) Twelve out of 26 (46%) participants' files selected for testing did not 
contain the participants' vouchers. 

(b) Three out of 26 (12%) participants' files examined did not contain 
that an initial application was completed by the participant before it was 
admitted into the Program. In addition, one of the participant's 
application examined was dated after the participant's admission date. 

(c) One out of 14 (7%) participants' vouchers examined were not dated 
or numbered. Also, vouchers are being numbered in any chronological or 
rational manner. 

(d) Participants' files lack of the following documents, which are 
requested to all participants before they are admitted into the Program~ 

Documents Quantity 

Evidence of utilities paid 22 
Marriage or divorce certificate 13 
Dependent's students certificate 6 
Good conduct certificate from PR Police Department 1 
Negative certification from the PR Treasury Department 1 
Negative certification from "CR1M" (Real and personnel Property Tax) 1 
Negative certificate from "ASUME" (Child support agency) 1 
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MUNICIPALITY OF PENuELAS, PUERTO RlCO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2006 

SEC'l10N III - FEDERAL AW ARJJ FINDINGS AND QUESTIONED COSTS 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

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

This condition arises because during participant admission and renewal 
process, applicants are not providing to the Program with al the required 
documents. Thereafter, Program personnel is forgetting to follow up and 
obtaining those documents which were not provided by the participants 
before they are admitted or re-admitted into the Program. 

In addition, some of the documents could be missing since participants' 
files were not properly safeguard. We observed various participants files 
that were not property filed or locked. 

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

The Program should obtain all required documents before a participant is 
admitted or re-admitted into the Program. They should also conduct 
periodic monitoring and follow up procedures that allow them to ensure 
that all required documents are obtained during admission process and 
throughout the year. In addition, adequate controls should be 
implemented to ascertain that all participants' files and documents are 
property safeguard. 

QUESTIONED COSTS None 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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MUNICIPALITY OF PENuELAS, PUERTO RlCO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

06-06 

COMMUNITY DEVELOPMENT BLOCK GRANT/SMALL CITIES 
(CDBG) (CFDA NO. 14.219) DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT PASS THROUGH STATE-OFFICE OF 
COMMISSIONER OF MUNICIPAL AFFAIRS 

COMPLIANCE 

EQUIPMENT AND REAL PROPER1Y MANAGEMENT 

Non-compliance with the equipment and real property management 
requirement. 

Federal Program Department does not have a property register that 
includes all the required information for purposes of accounting record, 
description and evaluation. 

As stated in 24 CFR 85.32(d)(l), Subpart C, property records must be 
maintained and it shall includes: 

• description of the property, 

• serial number or other identification number, 
• the source of property, percentage of Federal 

participation in the property, 
• the location, 
• use and condition of the property, 
• any ultimate disposition data including the date of 

disposal, 
• sale price of property, 

Also, a physical inventory of the property must be taken and the result 
reconciled with the property records at least on every two years, 
respectively. 

The Municipality does not maintain the appropriate information on the 
real property records to assure that it is in accordance with the federal 
regulation. 

Municipality is not in compliance with Subpart C, 24 CPR 85.32 (d)(l). 
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M UNICIPALITY OF PENuELAS, PUERTO RlCO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

RECOMMENDATION Municipality should revise and updated its property records according to 
the federal regulation. 

QUESTIONED COSTS None 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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M UNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION Ill - FEDERAL Aw Alill FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PRORAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

06-07 

COMMUNITY DEVELOPMENT BLOCK GRANT/SMALL CITIES 
(CDBG) (CFDA NO. 14.219) DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT PASS THROUGH STATE-OFFICE OF 
COMMISSIONER OF MUNICIPAL AFFAIRS 

COMPLIANCE 

REPORTING 

Financial Administration - Standard for Management System Reporting 

During our audit, we noted that for the fiscal year ended on June 30, 
2006, the Municipality did not record in its manual accounting records 
the transactions related to Community Development Block Grant 
("CDBG"). Such condition did not permit us to trace the amounts 
included in the Financial Quarterly Reports. 

Code of Federal Regulation 24, Subpart I, Sec. 570489 (d)(l) states that 
the States shall have fiscal and administrative requirements for 
expending and accounting for all funds received under this subpart. 
These requirements must be available for ·Federal inspection and must: 
(i) be sufficiently specific to ensure that funds received under this 
subpart are used in compliance with all applicable statutory and 
regulatory provisions; (ii) ensure that the funds received under this 
subpart are only spent for reasonable and necessary costs of operating 
programs under this subpart; and (iii) ensure that funds received under 
this subpart are not used for general expenses required to carry out others 
responsibilities of state and local govenunents. Also, the Grant 
Agreement provisions have established that the Municipality should 
submit all of the reports required by the Pass-through Grantor. 

The accounting records maintained by the Program accountant consist 
only of a budgetary control register designed using the chart of account 
adopted by the Municipality in its computerized accounting system, 
instead of a set of accounting records adapted to the Pass-through 
Grantor budgetary level and reporting requirements. 

The Municipality is not in compliance with Code of Federal Regulation 
24, Subpart I, Sec. 570.489 (d)(l) and with the Grant Agreement. 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD F1NDINGS AND QUESTIONED COSTS 

RECOMMENDATION We recommend that the Municipality should request technical support to 
the Office of the Commissioner of Municipal Affairs (OCAM) to train 
the program accountant in order to actualize and to maintain an accurate 
set of manual accounting records . 

QUESTIONED COSTS NONE 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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MUNICIPALITY OF PENuELAS, PUERTO Rlco 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION Ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

06-08 

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

COMPLIANCE 

REPORTING 

Lack of accounting records 

Municipality' Section 8 Housing Choice Vouchers Program does not 
maintain records regarding program's operation. 

As stated in 24 CFR 982.158 the PHA must maintain complete and 
accurate account and other records for the program in accordance with 
HUD requirements, in a manner that permits a speedy and effective 
audit. 

As per OMB Circular A-102, accurate, current, and complete disclosure 
of the financial results of financially assisted activities must be made in 
accordance with the financial reporting requirements of the grant or sub 
grant. 

The program does not count with an employee to perform such function. 

This condition inhibits the awarding agency from monitoring the 
programs financial performance. In addition the Municipality could be 
the federal awarding agency due to the lack of financial reports. 

The Municipality should hire or contract a person that could be in charge 
of the Program's records keeping in order to ensure that all Program's 
transaction and activities are properly and fairly presented in accordance 
with program requirements. 

None 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

.TOPIC SENTENCE 

CONDITION 

06-09 

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

COMPLIANCE 

SPECIAL TEST 

Non-compliance with waiting list requirements 

Our examination regarding the administration, organization and updating 
of the waiting list and applicants selection from it revealed several 
deficiencies which demonstrates that Section 8 Housing Choice Voucher 
Program was not following the procedures established in Chapter 4 of 
the Municipality's ("PHA") administrative plan, as follow: 

(1) We noted that the Program maintains two waiting lists which are not 
reconciled within them. One of the lists is manually maintained and the 
other is maintained through a software syslem ("l fAPPY Software"). 
Both lists included participant's application form · received during the 
year 2003 through 2005, causing that list's completeness and correctness 
be questioned. 

(2) Participants' applications were not been selected from the waiting list 
on a first-come first served basis, as established by the Municipality's 
("PHA") administrative plan. 

(3) The Municipality has agreed to give preference for selection of 
families on the waiting list based on special admissions and local 
preferences. We could not determine that participants were selected and 
admitted into the Program according to the local preferences describe in 
the Program's administrative plan. 

(4) The applications forms regarding nine new participants admitted into 
the Program during the fiscal year 2005-2006 were never included in the 
waiting list. 

(5) No applications forms, completed by potential participants during the 
year 2004, were included as part of the waiting list. Also we found 200 
completed applications dated from various years including year 2004, 
that were filed in boxes by the Program's personnel and never have being 
attended. 
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CRITERIA 

CAUSE 

EFFECT 

SECTION III - FEDERAL AW ARD FINDINGS AND QUES110NED COSTS 

(6) The waiting list lack of some of the information required by the 
Program's administrative plan. 

(7) Applications were not included in the waiting list according to the 
date and time in which they were received (chronological order). 

24 CFR 982.204(f) establishes that a PHA must use a single waiting list 
for admission to its Section 8 tenant-based assistance program. As per 
PHA administrative plan Chapter 4, (A), the Municipality must uses a 
single waiting list for admission to its Section 8 Tenant-Based Housing 
Choice Voucher Program. 

As stated in 24 CFR 982.204(a); except for special admissions, PHA 
must select participants from the waiting list in accordance with 
admission policies in the PHA administrative plan. PHA's administrative 
plan Chapter 4, Section (E) (F) and (G) establish the procedures to be 
follow regarding applicants ' selection and preferences. Section (B) 
establishes that except for special admissions, participants must be 
selected from PHA waiting list on a first-come, first served basis. 

24 CFR 982.207(e) establishes that the method for selecting applicants 
from a preference category must a clear audit trail that can be used to 
verify that each applicant has been selected in accordance with the 
method specified in the administrative plan. 

PHA administrative plan Chapter 4, Section (L), establishes that the 
waiting will be updated on an annual basis to ensure that it is current and 
accurate. 24 CFR 982.204(b) establishes that the PHA must maintain 
information that permits the PHA to select participants from the waiting 
list in accordance with the PHA admission policies. 

The Municipality's Section 8 Tenant-Based Housing Choice Voucher 
Program Lack internal controls and procedures regarding the 
administration, organization and updating of the waiting list and 
applicants' selection. 

Selection process from the waiting list could be questioned by allegation 
preference among applicants. Such lack of control, also, could cause that 
ineligible participants could be admitted into the Program causing cost 
disallowances. 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

RECOMMENDATION 

QUESTIONED COSTS 

This condition, also caused, that no points were granted to the 
Municipality regarding the related SEMAP indicator, causing that 
Program's overall performance was rated as TROUBLED. 

The Program must establish the necessary internal controls in order to 
correct all aforementioned conditions. Once established, procedures 
should be enforced to ascertain compliance with the applicable federal 
laws and regulations. 

None 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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MUNICIPALITY OF PENUELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

06-10 

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

COMPLIANCE 

SPECIAL TEST 

Incorrect Determination of HAP Amount 

In order to evaluate participants income eligibility, PHA housing 
assistance payment ("HAP") and total tenant rent amounts' calculation, 
we selected for testing 26 participants files from a total of 190 
participants (14%) receiving housing assistance payment during the 
fiscal year 2005-2006 

The test revealed that in six out of 26 cases examined (23%), the hap 
amount, total tenant rent payment (TTP) and negative rent payments to 
participants were incorrectly calculated. 

The foregoing condition is not accordance with 24 CFR 982.505 (b) and 
(c) which established the method to be used by the PHA to calculate the 
monthly housing assistance payment (HAP) to be paid on behalf of the 
family. The PHA must use the appropriate payment standard amount to 
calculate the monthly housing assistance payment for the family. The 
payment standard for the family should be calculated in accordance with 
the family unit size and the size and the size of the dwelling unit rented 
by the family. In addition, 24 CFR 982.516(e) states that the PHA must 
conduct a reexamination to determine such additional income, and must 
make appropriate adjustment in the HAP 

The above conditions were caused since the family annual income and 
the payment standard amount (PSA) used as part of the HAP amount 
determination (HUD Form 50058), were not in accordance with the third 
party income verification evidence and applicable PSA, respectively. In 
addition, in one case, tlie medical expenses were not supported by any 
evidence in order to be taken as an allowance for purposes of the HAP 
amount determination. 

Housing assistance payment (HAP), total tenant rent payment (TIP) and 
negative rent payments were incorrectly calculated. The program might 
payments below or in excess the corresponding HAP amount or negative 
rent, respectively that may expose the Municipality to cost disallowance 
and adversely affect the Municipality's ability to be awarded with future 
funds. 
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MUNICIPALITY OF PENuELAS, PUERTO RlCO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

RECOMMENDATION At the moment of determining TIP and HAP amounts, Program's 
personnel should adhere to the policies and procedures established by 
HUD approved Program's Administrative Plan applicable federal laws 
and regulations . 

QUESTIONED COSTS None 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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FOR TIIB FISCAL YEAR ENDED JUNE 30, 2006 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 

I 

I 
I 

SECTION Ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

06-11 

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

COMPLIANCE 

SPECIAL TEST 

Utilities allowances scheduled has not been revised 

The Municipality has not established any procedure nor has revised the 
utility allowances schedule since various years. 

The foregoing condition is not in accordance with 24 CFR 982.517 (c) 
(1) which establishes that the PHA must review its schedule of utility 
allowances each year, and must revise its allowance for utility category if 
there has been a change of 10 percent or more in the utility rate since the 
last time the utility allowance schedule was revised. 

The Municipality has not taken any action in order to revise its schedule 
of utility allowances. 

As a consequence, no points were granted to the Municipality regarding 
the related SEMAP indicator, causing that Program's overall 
performance was rated as TROUBLE. 

In addition, this condition could cause that the housing payment (HAP), 
total tenant rent (TIP) and/or negative rent payments could be 
incorrectly calculated causing that the Program might be making 
payments below or in excess of the corresponding amounts. This 
situation may expose the Municipality to cost disallowance and 
adversely affect the Municipality's ability to be awarded with future 
funds. 

The Municipality must review its schedule of utility allowances each 
year, and must revise its allowance for utility category if there has been a 
change of I 0 percent or more in the utility rate since the last time the 
utility allowance schedule was revised. The municipality must maintain 
information supporting its annual review and any revisions made in its 
utility allowance schedule. 

QUESTIONED COSTS None 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 
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M UNICIPALITY OF PENUELAS, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION III - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

06-12 

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

COMPLIANCE 

SPECIAL TEST 

No determination of reasonable rent 

As part of the eligibility test, 26 participants' file were examined. As part 
of such examination, we determined whether the Municipality was 
documenting the determination that the rent to owner was reasonable in 
accordance with the Program's administrative plan. According to the 
Program's administrative plan, rent reasonableness will be determined in 
comparison to rent other comparable unassisted units . 

None of the files examined (100%) includes, nor the Program's 
personnel could to us, with any evidence which demonstrates that such 
determination was performed at the time of initial leasing and/or during 
the term of the contract. 

The foregoing condition is not in accordance with 24 CFR 982.507 (a) 
and (b) and Program's Administrative Plan, which established that the 
PHA may not approve a lease until the PHA determines that initial rent 
to owner is a reasonable rent. The PHA must determine whether the rent 
to owner is a reasonable rent in comparison to rent for other comparable 
unassisted units. 

The Municipality has not established any procedure or had take any 
action in order to comply with such compliance requirement. 

As a consequence, no points were granted to the Municipality regarding 
the related SEMAP indicator, causing that Program's overall 
performance was rated as TROBLE. In addition, failure to make such 
determination may expose the Municipality to cost disallowances that 
adversely affect the Municipality's ability to be awarded with future 
funds. 
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MUNICIPALITY OF PENuELAS, PUERTO RJco 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SECTION Ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

RECOMMENDATION 

QUESTIONED COSTS 

The Program may not approve a lease until determines that the initial 
rent to owner is a reasonable rent as established in the administrative 
plan. In addition, the Program must redetermine the reasonable rent 
before (i) any increase in the rent to owner, and (ii) if there is a five 
percent decrease in the published FMR in effect 60 days before the 
contract anniversary as compared with the FMR in effect one year before 
the contract anniversary. 

None 

MANAGEMENT RESPONSE Pending the Corrective Action Plan. 

END OF SCHEDULE 
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MUNICIPALITY OF PENuELAS, PUERTO RICO 

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2006 

(I) Audit Findings that have been Fully Corrected: 

FISCAL YEAR 2005 

Finding Number CFDA 
05-III-12 Cash Management 93.600 

05-III-10 Procurement 14.228 

Questioned 
Cost 
None 

None 

(2) Audit Findings not corrected or Partially Corrected: 

FISCAL YEAR 2005 
Questioned 

Finding Number CFDA Cost 

05-ill-03 Reporting 14.871 None 

05-III-04 Cash Management 14.871 None 

05-ill-05 Reporting 14.871 None 

05-III-06 Special Tesl 14.871 None 

05-III-07 Reporting 14.228 None 

05-IIl-08 Davis Bacon Act 14.228 None 

05-III-09 Property & Equipment 14.228 None 

05-IU-l l Real Property 93.600 $50,835 

Comments 
Fully Corrected 

Fully Corrected 

Comments 

Situation still prevails 

Situation still prevails 

Situation still prevails 

Situation still prevails 

Situation still prevails 

Situation still prevails 

Situation still prevails 

Situation still prevails 

(3) Corrective action taken is significantly different from corrective action previously reported: 

NONE 

(4) Audit findings is no longer valid: 

NONE 

END OF SCHEDULE 
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Commonwealth of Puerto Rico 
Municipality of Penuelas 
Statement of Net Assets 

June 30, 2006 

Assets 
Cash and cash equivalents 
Cash with fiscal agent 
Accounts receivable: 

Municipal license tax 
Property tax 
Intergovernmental 
Federal 
Other 

Capital assets 
Land. improvements, and construction In progress 
other capital assets, net of depreciation 
Total oapltal assets 

Total assets 

Uabllltles 
Accounts payable and accrued llabilities 
Due to other governmental entities 
Claims and Judgments 
Deferred revenues: 

Municipal license tax 
F~deral grant revenues 
Other 

Interest payable 
Nonourrent liabilities: 

Due within one year 
Due In more than one year 

Total liabilities 

Net Assets 
Invested in capital assets, net of refated debt 
Restricted for: 

Capltal projects 
Debt service 
Other purposes 

Unrestricted (deficit) 

Total net assets 

PAGE 03/12 

Govern m enta I 
Activities 

$ 8,681,370 
8,046,231 

$ 

270,735 
500,363 
640,440 
107,275 

3,953,359 
11,945,824 
15,899,183 

34,145,597 

1,341,467 
S,999 

3,331,202 
921,837 

416,404 

1,199,079 
24,668,751 

S1,787,736 

469,183 

7,164,376 
2,566,3EJ9 
1,336,768 

(9, 170,859) 

2,357,859 · 

11 
The notes to the financial statements are an integral part of this statement. 
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FnnclloTL'l/Progran,,, 

Gonenll ocwemmenl 
Public: sarety 
Plibllc worts 

Hedth and welfare 
cunure and Ml'.19allon 
Economln davclopmant 
community dAvelcpment 
Edt10t\ll011 
Pu!Jllc llQhffnu 
Interest on lono-toon det>l 

Totl!I oovemmQJltRI llCIMUos 

Commonwealth of Puerto Rico 
Municipality of Peiiuelas 
Statement of Activities 

For the Year Ended June 30, 2006 

ChatCM for 

£icPCMC!I Servle.s 

4.498,GSO 
1,418.401 372 
3,318,264 5,820 
5,560,299 

589,01'1 34,438 
5.22,934 
447,530 
159,733 
872,517 
787,890 

t 18,170,212 
0 

$ -'0,03() 

Gongral ro\/Gllues and eriecial ltl)mR: 

Property tax9!t 
Munlclpal #ceose tex 
Other local faxAf; 

Pn!l.(l'Ml Aeven1,1es 

OperaUng 

Qnntsl,lnd 

Ct11\trlbutlonn 

1.P.00 
49$,537 
260,426 

4,636,620 

484,075 

287,197 
87~,517 

s 7,035,772 

08plt11I 

Granb and 

Contributions 

457.24.~ 

176,798 

396,345 

$ 1,030,386 

GranlS aid contrlbuUons not reeb'lcted to specific proQrSm 9 
Interest ancf 1nves1ment eamlngs 
MillCRlltlnOOUS 

Total general rgvenues 

Change In n01 assets 
Net assets (dellclt) • boglnnlng, as restated 
Net asset& (deficit) - endlnt,1 

The notes to the financial statements are an Integral part of this statement. 
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Not {Ellponse) Revenue and 

I 

Ohtlnges In Net Assets 

Governmental 

Acllvltlas 

(4,497,430) 

(924,492) 
(2,594, 775) 

(923,479) 
106,297 

(23!;,737) 

821.~ 
(159,733) 
(87Z,517) 

(787,890i 

{f0,068,4ll4) 

4,748,221 

2,9419,807 

652.471 
3,2&l,294 

447,307 

605.648 

12,668,548 

?.,600.124 
(242.285) 

2,S57,859 

12 
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Commonwealth of Puerto Rico 
Munlelpallty of Peiiuelas 

Ba.Janee Sheet-Governmental Funds 
June 30, 2006 

Specl&'ll C11pltt1I Project Debt Other Tntol 

Goneral Revenue Fund Fund - Local, State So nil co Govcrnmontul Govemm11ntal 

Fund Head Shirt & Fodornl Gntnu Fund Funds l'unds 

A$$Olll 

Clillh and C8Sh equlValonts $ 3,422,606 s 254,466 $ 2,717,932 $ $ 2,286,366 s 6.691,370 

Cash wllh llscal anAnt 70,757 5,?...~.222 2,729,834 7,419 B.046,231 

Aceotrnls reeE!lvable: 
1ntergovQfnmenta1 135,744 253,970 133,994 270,135 617,195 1,411,538 

Other 60,-108 9,090 69,498 
Due from o111er kinds 1.23'1, '409 1,234.~09 

T (Ital ~R&ts J, 4,923,921 $ 508,336 £ 8,090,148 $ 3,009,669 $: 2.910,97<J 
4 cl .. 19,443,046 

Liabilities ond F1111d Balances 
l.lab!inie, : 
Aocn1m11: p;iyable anCJ 1;1r.r.nmd llabllllles s 392,472 $ 137,240 $ 728,318 $ s as.3n $ 1,3'11,487 

Due to ottw onwmmentfll enHU98 8,998 8,998 
oue to OlllEM' runt1R 2M,017 197,392 26,866 766,134 1.~34,409 

Clalm and ,Jr;Cloment 
oetel'1'ee.1 l'AV9!100S! 

Ml1nlelp11l lloonse llll< 3,331,202 3,331,202 
r;eoortll grJ.1nt mvenues 127,079 794,758 921,837 

Total Uabllltkls 3,732'672 500,336 925,710 26,066 1,IM-1,269 6,037,913 

Fund baltvices: 
RlilseMld for: 

encumhrances 12.058 72,058 
Cai'lllAI projects 7,164,378 7, 16'1,378 
Debt SOfVlce fund 2.982,793 2,982,793 
Other pvrpnRM 1,266,710 1,266,710 

Ae9ervect reportoo In nonmaior hmds: 
Othor Pl•m09es 

UnrfltlAl'llAd: 
Unc1eGl(lnoo (Dalfnll) 1,119,194 1, 119, 194 

T 01111 f\mcl belnnces 1,191,252 7,16'1,378 2,982,793 1,200,110 12,605.133 

1'nt:ll UahlllHee and rund balancas 4 4.,923,924 
CJ. 

s 500,336 $ 8,090,148 $ 3,009,659 $ 2,910,979 $ 19,ffi.1046 
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Commonwealth of Pu•rto Rico 
Munlclpalltyof Pefiuelas 

Sl•tement of Re11enues, ExpendlttnS and Chenge~ In Fund Balences 
Governmental FIJl'lds 

For tile Year Ended June 30, 2006 

Sj)eclal capltlll ftro)ect Debt 01J101 Tob!I 
Gencrlll RDVU!uol'und FUl'ld - Loce~ Steto ScN(ee Govet~lftl GoYcmmcntnl 
FUI~ H i!ld start Pregr::im a. Fedl!!81 Granl5 F!!1111 f:unds Fund~ 

Rovon11C11 
p nioeny tmces $ 3,5~0.0~:l • 1 ,~P.8,199 $ 4,748,2?.1 
Mnlclpnl lloAnH lllllOO 29"9,607 2.949.607 
Llocme~,pel'IT\115 ann oUlor l~I taxes 616,894 616,891 
~tor eonAnttl '10,630 '10,630 

lnh!f'"90"'0rnmi.ntal 4,189,640 $ S&l.060 s 976,575 5,7'-9,175 

lnllll'OCI 141,907 4il7,S07 

Fetlert1I orani, $ 3,635,432 1,966,046 s,602.2n 
M~r.P.ll81lOOUS 603.«8 6QiM40 

r nll!I r0110n\lt1t1 12.367,448 9,635.432 §§,.,!l,§Q._ 1~ 2,942,<IZO 20,737,$59 

~•11e11e1rwrc• 
CIJITQl~I : 

GeMr11r go11C1TimP.n1 4,721,619 104,70<! 4.829,310 
Puhllr. !:OIOIV ll00,151 193.537 1,373,866 

Plltlllc works 3,858,161 979.6'3 <48,024 4,363.7:!6 
11oollh a~ welfale 004,963 a.ea~.432 1,0..:i.asa 5,531,258 
C11lhJro ..iltd recroodon 166,202 1.345.501 96,108 2,207,811 
econornlc dollOfl)pmP,nt s~.934 522,934 
Com mt inly development 679,303 619,303 
E(ll)CllllOn 195,635 B.994' 144,~ 

PIJh le ll(lhdna 
Df!tlt!ltrvlce: 

Prlor.lpol 586.180 566,'80 

ln~l!lll 
691 HO 691.110 

Toi!!! cxpcntllu.res 10 714.725 3,635.~3? 2.S2S.044 1.2ll.890 2,994,465 20.947.556 

ecccss (t111ne1oncy) of 11M1nues ~ 
1,652,723 (1.760.9M) (UMP.I') 8)(1)endh llW9 (49,691) g1,9S13 (9.997) 

Other nnnnclng 11011rcns (w• ot) 

T~IAm ln 42.';.567 359,004 766.011 
Tronsron: QI.II (625.567) (1!19,504) (185,071) 
1..ono-111rm <1eo1 Lci1111Cd 1.390.000 1,390,00Q 

Tora.I oltiP.r nnonclna sorll'Cos (LIS"") (~.5.561) l.:!90,000 §6&9.. 3!l9J!Oot t.AAD.OOQ 

Net r.ht111QO In fvnd balanoe11 1,027,156 (310,984) 216,!172 507,4.~!l 1,180,00S 

fund b1118nr.t1 DOglnntn11. ti roslltle<f 164.096 7,B3~.~ 2,760,-421 959 251 11 42513~ 
Fund bRlllnco, ending $ 1,191,252, ' 7,16~,378 e a1992,79s 1,"Gs'.110 i 1~@s:13: 

The nQ~ It> 1111, ftnnncl11I 11111temerrl!l 1tre an lnltt;ll'lll part of 1n1s et11t11mant. 
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Commonwealth of Puerto Rico 

Municipality of Pefiuelas 

Reconclllatton of the Statement of Revenues, 
Expenditures, and Changes In Fund Balances of 

Governmental Funds to the Statement of Activities 

For the Year Ended June 30, 2006 

Net Change In Fund Balances· Total Governmental Funds 

Amounts reported for governmental actiVities in the Statement of Activities are different because: 

Governmental Funds report capital outlays as expenditures. However, In the Govemment·Wide 
Statement of Activities end Changes in Net Assets, the cost of those assets is allocated over their 
estimated useful lives as depreciation expense. This Is the amount of capital assets recorded in the 
current period. 

Depreciation expense on capital assets Is reported in the Govemment~Wide Statements of 
Activities and Change In Net Assets, but they do not ·require the use of current financial resources. 
Therefore, depreciation expense is not reported as expenditures in Governmental Funds. 

lmerest expense on long-term debt was reported in the Government-Wide Statement of Activities 
and Change in Net Assets, but It did not require the use of current flnancial resouroes. Therefore, 
Interest expense was not reported as expenditures In Governmental Funds. The following amount 
represented the change In accrueel Interest from prior year. 

Bonds and notes proceeds provides current flnanclal resources to Governmental Funds, but 
Issuing debt Increase long-term liabilities in tile Government-Wide statement of Net Assets. 
Repayment of bonds and notes principal is an expenditure in Governmental Funds, but the 
repayment reduces Jong -term liabifties in the Govemment-Wfde Statement of Net Assets. This is 
the amount by which the debt proceeds exceed debt service principal payments. 

Repayment of long term Claims and Judgments debts Is an expenditure in Governmental Funds, 
but the repayment reduces long ·term Claims and Judgments debts In the Govemment-Wlde 
Statement of Net Assets. This Is the amount paid in the current period. 

Accounts recelvabfes not collected 60 days after the closing date are not recognlJe in 
Governmental Funds, but these repeivables are reported n the Government-Wide Statements of 
Activities and Change In Net Assets. 

Repayment of long term Treasury Department debt Is an expencfrture in Governmental Funds, but 
thA repayment reduces long -term debt in the Government-Wide Statement of Net Assets. The 
toflowtng amount represent the change in long-term debt with the Treasury Department from pnlor 

Long·term compensated absences are reported in the Govemment·Wide Statement of Activities 
and Changes In Net Assets, but they do not reqlllre the use of current financial resotrces. 
Therefore, long-term compensated absences were not reported as expenditures in Govermental 
Funds. The following amount represent the change in long-term compensated absences from prtor 

Change In Net Assets of Governmental Activities 

The notes to the financial statements are an integral part of this statement. 
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$ 1,160,003 

(908,927) 

(199,228) 

(900,000) 

36,207 

37,777 

91,158 

(64,102) 

$ 2,600,124 

15 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

BUDGETARY COMPARISON SCHEDULE-GENERAL Fl:JND 
YEAR ENDED JUNE 30, 2006 

J3.u.c:fgeted Amounts 
__QrigJnal Fina I 

Actual Amou ts 
(Budgetary B 1$) 

(See Note 

REVENUES ANO On!ER FINANCING SOURC£S: 

Property taxes 
Municipal lloense tax 
Licenses, permits and other local tuxes 
Charges for !;ervlce 
lntergovernm1tntal 
Interest 
Mlscellaneous 

Total revenues and other financing sources 
EXPENDlltlRES, ENCUMBRANCES AND OTHER 
FINANCING USES: 

current: 
General government 
Public safety 
Publlc wort<s 
Health and welfare 
Culture and recreation 
Education 
Openitlng traosf~r to other funds 

Total expenditures, encumbrances and other 
financing uses 

l:XCl!SS (Dt;FICIENC't) Ol' l'U:VENUU OVEFI (UNOER) 
EXP!iNOrt'URES, liNCUJ'AB~ANCES ANO OTHER 
FINANCING SOURCES (USES) 

$ 3,388,278 
2,089,882 

198,350 
20,500 

4,i90,996 
50,000 

__ 6Q,9A8. 

:Ii 9.9~S,934 

4,~45,64:1. 

3,234,9t9 
568,034 
856,234 
777,561. 
100,354 

~-3)..6..~ 

9,99~ 

$ 3,388,278 
2,948,853 

348,378 
43,036 

4,071,968 
275,.190 
§Q7,£!30 

111.683,6~~ 

4,99S,155 
3,668,035 

887,579 
867,169 
802,0U 
135,693 

~0.000 

$ 

.Exphsnatlon of Differences:: ; 

Souroes(lnflows of resources; ~ 
Ar.t1u1I omoun~ (budgohuy basls)•avall:oabla for appropriation" froni the bud~etary con\pertson schedu 
Olff~fel\CCS-budget to GAAP: 

No budgeted revenues I 
Total revenues as reported on tf'1& statement of revenues, expenditures, and changes Jn fund belencl!$ 

I 

Uses/outflows of resources: + 
Actual amciunts (budgetary basis)"total charges to appropriations• from the budgetary compa on 
schedule 
Dlffcrence&-budget to GAAP: I 
GAAP adjustments to expenditures 1 

Total expenditure~ as reported on the statement of revenues, expenditures. and changes In ) nd 
balances r 

i 
I 

See Note to Budgetary Comparison Schedule 
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Variance with 
Final Budget 

flosltlve 
(Negative) 

$ 0 
5,655 

267,517 
(6,a7S) 

168,572 
83,188 

(14.2891 

,$ 504.266 

(186,9B:1) 
213,229 

9,173 
(24,J84) 
(29,592) 

(37) 
~~·~..21 

--!t.6.2849 

$ .1.2,:1.87,897 

$11,215,783 

124,809 

39 



04/18/2007 09:54 78783650 MUN PENUELAS 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

NOTES TO BUDGETARY COMPARISON SCHEDULEft GENERAL FU D 
YEAR ENDED JUNE 30, 2006 

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 

A. Budgetarv control 

PAGE 09/12 

The Municipality's annual budget is prepared on the budgetary bas of accounting, 
which Is not in accordance with GAAP, and represents department I appropriations 
recommended by the Mayor and approved by the Municipal Leglsla ure prior to the 
beginning of the fiscal year. Amendments to the budget require th approval of the 
Municipal Legislature. Transfers of appropriations within the budget, k own as Mayor's 
Resolutions, do not require the approval of the Municipal Legislature. 

The Municipality prepares its annual budget including the operatlo of the general 
fund. 

For budgetary purposes, encumbrance accounting Is used. The en mbrances (I.e., 
purchase orders, contracts) are considered expenditures when incu red. For GAAP 
reporting purposes, encumbrances outstanding · at year--end a reported as 
reservations of furid balances and do not constitute expenditures or II billties because 
the commitments will be honored during the subsequent year. 

The unencumbered balance of any appropriation at the end of the ffsc I year will lapse 
at the end of such fiscal year. Other appropriations, mainly capftal project 
appropriations, are continuing accounts for which the Municipal Legislature has 
authoriied that an unspent balance from the prior year be carried fo ward and made 
available for current spending. , 

The annual budget as presented In the Budgetary Comparison Sched~le-General Fund 
Is the budget ordinance at June 30, 2006 representing the original bu get. There were 
no supplemental appropriations for the year ended June 30, 2006. . 

END OF NOTE 

40 



04/18/2007 09: 54 78783650 Ml.JN PENUELAS 

. 
' H " 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

YEAR ENDED JUNE 30, 2006 

Federal Pass-through 
Federal Grantor/ PaS&through CFDA Entity Identifying 
Grantor/ Program or Cluster Title Number Number 

U.S. DEPARTMENT OF AGRICULTURE: 

Pass~thtough the Commonwealth of Puerto 
Rico • Department of Education: 
Child and Aduft Care Food Program 10.658 Not Available 

Total U.S. Department of Agriculture 

U.S. DEPARTMENT OF HOUSING ANO 
URBAN DEVELOPMENT: 

Ofrect Program: 
Section 8 Housing Choice Vouchers 14.871 

Pass-throuch the Commonwealth of Puerto 
Rico • Office of the Commissioners of 
Municipal Affairs: 
Community Development Block Grant / 
Small Cities 14.219 01-FD-61 

02·AB-FC-61 
03 .. AB .. FC-51 
04-AB-FC-51 

Total U.S. Department of Housing and 
Urban Development 

PAGE 10/12 

Expenditures 

$ 270,544 

270,544 

994,232 

395,793 

~660,569 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF PENUELAS 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED) 

' YEAR ENDED JUNE 30, 2006 

Federal Grantor/ Pass-through 
Grantor/ Program or Cluster Title 

U.S. DEPARTMENT OF HEALTH AND HUMAN 
SERVICES 

Pass-through the Commonwealth of Puerto 
Rloo - Administration for Children and 
Families: 

Federal 
CFDA 

Number 

Community Services Block Grant 93.569 

Heed Start Program 93.600 

Total U.S. Department of Health and 
Human Services 

U.S. DEPARTMENT OF HOMELAND 
SECURl1Y 

Pass-.through the Commonwealth of 
Puerto Rico - Emergency Management 
Agency: 
Emergency Management Performance 
Grant 83.552 

Citizen Corps 97.053 

Pass-through the Commonwealth of 
Puerto Rioo Governor Authorized 
Representatrve (GAR); 
Publfc Assistance Grant 83.544 

Hazard Mitigation Grant 83.548 

Total U.S. Department of Homeland 
Security 

TOTAL EXPENDITURES OF FEDERAL AWARDS 

Pass-through Entrty 
Identifying Number 

Not Available 

02 ... CH-483-22 

Not Available 

Not Avalf~ble 

1247-DRPR 

1247-DRPR 

The accompanying notes are an integral part of this schedule, 
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~. 

Exp~ndltures 

9,819 

3,393,487 

3,403,306 

5 ,019 

1,212 

601 

38,118 

44,950 

$ 5,108,825 
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. . ' . 
COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF PENUELAS 

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

YEAR ENDED JUNE 30, 2006 

1. BASIS OF PRESENTATION; 

The accompanying Schedule of Expenditures of Federal Awards Includes the federal 
grant activity of the Municipality of Pefiuelas and is presented on the modified accrual 
basis of accounting. The basis of accounting is the same used to prepare the fUnd 
flnanolal statements. The information In this Schedule Is presented Jn accordance with 
the requirements of OMB Circular A~i.33,. Audits of States, Local Governments, and Non~ 
Profit Organizations. 

2. RELATIONSHIP TO FEDERAL FINANCIAL REPORTS: 

Amounts reported In the accompanying Schedule are included in the Special Revenue 
Fund - Head Start Program and Other Governmental Funds on the Municipality's fund 
financial statements. The reconciliation between the expenditures in the fund financlal 
statements and the disbursements In the Schedufe of Expenditures of Federal Awards fs 
as follows: 

Special Other 
Description Revenue Fund Governmental Total 

Head Start Funds 

Expenditures of f"ederal 
Awards per Fund $ 3,635,432 $ 1 ,473,393 $ 5,108,825 

Non federal expenditures per 
Fund 1,521,0 72 1i521,072 

Total expenditures per Fund $ 3,635,432 $ 2,994,465 $ 6,639,897 
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