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o™ MENDOZA & RAMOS

Contadores Piiblicos Autorizados, C.S.P.

P.O. Box 35 * Guayama, Puerto Rico 00785 = Telefax 787-864-9271

INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and

Members of the Municipal Legislature

Municipality of SABANA GRANDE

SABANA GRANDE, Puerto Rico G

We have audited the accompanying financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the Municipality of SABANA GRANDE, Puerto Rico
(Municipality), as of and for the year ended June 30, 2004, which collectively comprise the Municipality’s
basic financial statements as listed in the table of contents. These financial statements are the responsibility of
the Mpnicipality’s management. Our responsibility is to express an opinion on these basic financial statements
based on our audit.

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

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

The accompanying management’s discussion and analysis and budgetary comparison information on pages 3
through 11 are not a required part of the basic financial statements but are supplementary information required
by the Governmental Accounting Standards Board, We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation of
the required supplementary information. However, we did not audit the information and express no opinion on
it.
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- As described in Notes 1 and 14, during the fiscal year 2003-2004, the Municipality has implemented a new

financial reporting model, as required by GASB Statement No. 34, Basic Financial Statements-and
Management’s Discussion and Analysis-for State and Local Governments, GASB Statement No. 37, Basic
Financial Statements-and Management’s Discussion and Analysis-for State and Local Governmenls:
Omnibus, GASB Statement No. 38, Certain Financial Statement Note Disclosures, and GASB Interpretation
No. 6, Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial
Statements as of July 1, 2002.

In accordance with Government Auditing Standards, we have also issued a report dated January 20, 2005 on
our consideration of the Municipality’s internal control structure over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.

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

CERTIFIED PUBLIC ACCOUNTANTS, C.S.P.

Guayama, Puerto Rico
January 20, 2005

Stamp number 2026974 was
affixed to the original of this
report.




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDEE)'J-'UNE 30,2004

Management of the Municipality of Sabana Grande, Puerto Rico (Municipality) discussion and analysis is
designed to (a) assist the reader in focusing on significant financial issues, (b) provide an overview of the
Municipality’s financial activity, (c) identify changes in the Municipality’s financial position (its ability to
address the next and subsequent year challenges), (d) identify any material deviations from the financial
plan (the approved budget, and (e) identify individual fund issues or concerns. This narrative overview
and analysis of the financial activities of the Municipality is for the fiscal year ended June 30, 2004. We
encourage readers to consider this information with the Municipality’s basic financial statements that
follow. ¥

Because the Municipality is implementing new reporting standards for this fiscal year with significant
changes in content and structure, the Management’s Discussion and Analysis (MD&A) is designed to
focus on the current year activities, resulting changes and currently known facts, and much of the
information is not easily comparable to prior years. However, in future years, comparisons will be more

meaningful and will go further in explaining the Municipality’s financial position and results of
operatrions.

FINANCIAL HIGHLIGHTS
Government-wide:

The Municipality‘s net assets increased by $1.4 million (or 7%).

The governmental activities revenue for the General Fund increased by $703 thousand (or 9%).
Fund Level:

The total cost of all Municipality programs increased by $0.9 million (or 4%).

The General Fund (the primary operating fund) reflected on a current financial resource basis, reports
an increase in fund balance of $136 thousand (or 30%). =

USING THIS ANNUAL REPORT

This annual report consists of three components: 1) Management’s Discussion and Analysis (this section),
2) Basic Financial Statements, and 3) Required Supplementary Information. In light of the fact that this is
a very different presentation from the pre-GASB Statement Number 34 model, the following graphic is
provided for your review (Figure A-1 on next page). The Basic Financial Statements include two kinds of
statements that present different views of the Municipality as follow:
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MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Government-wide Statements (Reporting the Municipality as Whole)

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

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

The Statement of Activities (page 13) presents information showing how the Municipality’s net assets
change during the most recent fiscal year. All the changes in net assets are reported as soon as the
underlying events giving rise to the change occur, regardless of the timing of related cash flows.
Therefore, revenues and expenses are reported in this statement for some items that will only result in
cash flows in future fiscal periods.

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

Traditional users of governmental financial statements will find the Fund Financial Statements
presentation more familiar, The focus is on Major Funds, rather than (the previous financial reporting
model’s) fund types. The Major Fund presentation is presented on a sources and uses of liquid resources
basis. This is the manner in which the financial plan (the budget) is typically developed. The fund
financial statements begin on page 14 and provide detailed information about the Major Individual Funds.
A fund is a fiscal and accounting entity with a self-balancing set of accounts the Municipality uses to keep
track of specific sources of funding and spending for a particular purpose. The Municipality’s funds are
all included in Governmental Funds.

The flow and availability of liquid resources is a clear and appropriate focus of any analysis of a
government. Funds are established for various purposes and the Fund Financial Statements allows the
demonstration of sources and uses and/or budgeting compliance associated therewith (beginning on page
39).
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MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Figure A-1
Required Component of
Municipality of Sabana Grande Annual Financial Report

' = .
Management’ Basic Required
s Financial Supplementary
Discussion Statemenls Information
And
Analysis
e=="a o
A :
P i 1
Government- Fund Noles to the
Wide Financial Financial
Financial Statements Statements
Statements

Summary < ——————— Deiall

Governmental Funds — the entire Municipality’s basic service are reported in the governmental
funds, which focus in how money flows into out of those funds and the balances left at year-end that
are available for future spending. Consequently, the governmental fund financial statements provide a
detailed short-term view of the Municipality general information, general operation and the basis
service it provides. Governmental fund information helps determine whether there are more or fewer
financial resources that can be spent in the near future to finance the Municipality’s programs.
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These funds are reported using modified accrual basis of accounting, which measures cash and all other
financial assets that can readily be converted to cash. Under this method, revenues are recognized when
measurable and available. Expenditures and generally recognized when the related fund liability is
incurred. This is the manner in which these funds are normally budgeted.

Since the governmental fund statements (current financial resources) are presented on a different
measurement focus and basis of accounting than governmental-wide statements (total economic
resources), a reconciliation of the differences are reflected on the page following each statement (See pages
XX and XX). The flow of current financial resources will reflect bond proceeds and interfund transfers as
other financing sources as well as capital expenditures and bond principal payments as expenditures. The
reconciliation will eliminate these transactions and incorporate the capital assets and long-term obligation
(bonds and others) into the Governmental Activities column (in the Government-Wide Statements).

Infrastructure Assets

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

Capital Assets Investments : ~

Municipality realized capital assets additions of $1.9 million and recognized depreciation expenses in the
amount of $0.5 million. Principal investments consist of urban development, streets improvement, new
buildings, motor vehicles and machinery and equipment acquisitions. Total Investment in Capital Assets, Net
of related debt, is $9.5 million of 65% of total investment (net of depreciation). Municipality is in process to
capitalized all infrastructures in order to been include on or before the fiscal year 2006-2007.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004 s

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

The Municipality’s net assets increase by $1.4 million over the course of this year’s operations. The
Municipality’s net assets include investment in Capital Assets for $9.5 million and over $13.7 million
restricted for future expenses. The Municipality’s net assets at the end of the fiscal year ended on June 30,
2004 were $20.9 million, as detailed on Table 1. For more detailed information see the Statement of Net
Assets on page 13.

Table 1
Statement of Net Assets
As of June 30, 2004

Current and non-current assets ........coccvvccervvvienee. $17,241,769
¢ CApIta B8SBIS cinnniinaminsmwmsmasenanss ool
Total Assets 31,758,894
Cirrent Babilities vvviinnnnnamsatsmminsin 2,076,720
Long-term liabilities..........cocemciemssiessieseriesersssessannsnens 8,733,799
Total Liabilities 10,810,519

Nets Assets:
Investment in capital assets ... 9,460,125
FRESIoat wcrs vy i s e s e |« D10 702848
Unrestricted (DEfiCit).........ccvmrmmrimamssmmssesseasissasessensens (1.911,699)
Total Net Assets $20,948,375

Normal Impacts

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

* Net Results of Activities — This will impact (increase/decrease) current assets and unrestricted net assets.

e Borrowing for Capital — This will increase current assets and long-term debts.

* Spending Borrowed Proceeds on New Capital — This will reduce current assets and increase capital
assets. There is a second impact, an increase in invested in capital assets and an increase in related net debt
which will not change the invested in capital assets, net of debt.

¢ Spending of Non-borrowed Current Assets.on New Capital — This will (a) reduce current assets and

increase capital assets and (b) will reduce unrestricted net assets and increase invested in capital assets, net
of debt,
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e Principal Payment on Debt — This will (a) reduce current assets and reduce long-term and (b) reduce
unrestricted net assets and increase invested in capital assets, net of debt.

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

Current Year Impacts

The following schedule (as detailed on Table 2) presents the revenues and expenses for the current fiscal year.

Table 2 Normal Impacts
Changes in Net Assets Fo i 4
For Fiscal Year Ending June 30, 2004 USRI TIVE (IPNEG. G0 RS A
expenses as reflected below.
Revenues: R ,
Program Revenues: SYERne;
ng;rgr(:;;n:nzng Oﬁ?r?;:ggﬂgns $1 2‘??5';52 Economic Condition — which can reflect a
Goneral Hovaniies’ : declining, stable or growing economic
Property Taxes : 2033 769 environment and has substantial impact on
Volume of Business Taxes .........oovvummeevirenns 1,011,580 fxgﬁgs aznielri":’:bligfsp::;ﬁegs;a;?;
ﬁ?:f;;gﬂ:gﬁgs 4 ggg'g;g for building permits, elective user fees and
Other General ReVenUes..................... 1102506 | volumes of consumption.
Total reVeNUES...........ocoevvvemmrecsssmnssesnsens 21,457,807 Qperating Grwils (both . resiiing W
Expenses: non-recurring) were stable in comparison
General Administration ,..........eoveverseserrniens 4,755,496 with prior year.
Pblies SaBlY ol 423,729
PUBNC WOTKS siccionvioviissimsisiassansirsssschansiiovssia 2,009,758 Intergovernmental Revenues increase
Health and Sanitation .............cceeieciriecrane, 86,566 primarily for the liquidation of the Electric
Culture and Recreation...........ccccoevicuianens 476,228 Power Authority that produces a positive
Solid Waste Disposal...........coumeermmamserssneas 203,312 balance to the Municipality, -
Human Services and Welfare...............c.e... 4,877,323
Urban Development.........cc.cccvcminmncvinnnins 917,771 Expenses:
BAUBEHON s misaisiisasssaiinatics 5,940,529
Interest CoStS ........eivenrermsnsnisesnessensssinsens 346,934 Introduction of New Programs — within
Total eXpenses............cuurerseremsssensnnie 20,037,646 the functional expense categories individual
Changes in net assets 1.420.161 programs may be added or deleted to meet
Net 35565 — BEgiNNINg. ..o _19,528214 | changing community needs.
Net:assets~anding 4837 Increase/Decrease in Authorized

Personnel — changes in service demand
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may cause the Municipality to increase/decrease authorized staffing. Staffing costs (salary and related
benefits) represent 64% of the Municipality’s operating cost.

Salary Increases (cost of living, merit and market adjustment) — the ability to attract and retain human
and intellectual resources requires the Municipality to strive to approach a competitive salary range
position in the marketplace. Also, Christmas Bonus for all employees was increase during December 2003.

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

Net Assets:

Net Assets reflect an increase of $1,420,161 corresponding to an increase in revenues over expenses. See
Graph 1 and 2 that present revenues by category and expenditures by function.

r

GRAPH 1
Municipality of Sabana Grande, Puerto Rico

Revenues by Category
(In Mlllion of $)

O Operating Grants

W Capital Grants

O Property Taxes

O Volume of Business
Taxes

W Construction Taxes

O Intergovernmental -

® Miscellaneous
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GRAPH 2
Municipality of Sabana Grande, Puerto Rico
2004 Expenses By Functions
(In Million of §)

O General Adminisiration

B Public Safaty

O Fublic Work

OHealth and Sanitation

B Cuilure and Recreation

O Soild Waste Dispasai

B Human Services and Welfare
OUrban Development

W Education

Binterest on Debls

FINANCIAL ANALYSIS OF THE MUNICIPALITY’S FUNDS

As the Municipality’s completed the year, its governmental funds reported fund balances of $9.0 million. Of
this total amount, $206 thousand or 2% constitute unreserved fund balance, which is available for
appropriation for the general purposes of the programs administer by the Municipality.

General Fund Budgetary Highlights: X
The total budget for the Municipality was $8.7 million and actual spending was $8.5 million. Total

expenditures represented 98% of total budget availability for the period. Current year budgetary fund balance
was positive in the amount of $110 thousand corresponding to economies in appropriations.

10
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CRAPH 3

Municipality of Sabana Grande, Puerto Rico

Budget Comparison

(In Million of $)

10.0- O ORIGINAL BUDGET
= FINAL BUDGET
504 OACTUAL REVENUES
OEXPENDITURES
o 2003-2004 m UNEXPENDED
BALANCE

r

Economic Factors and Next Year’s Budgets

For the fiscal year 2003-04, the Municipality actual revenues are $8.6 million, exceeding the expenditures for

the amount for $110 thousand. The budget for the year 2004-05 is similar to the current year.

CONTACTING THE MUNICIPALITY’S OFFICE OF FINANCIAL MANAGEMENT

This report is designed to provide a general overview of the Municipality’s finances and to demonstrate the
accountability for the money it receives. If you have any questions about this report or need additional

information, contact the Municipality’s Finance Department at (787) 867-1483.

1
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STATEMENT OF NET ASSETS
JUNE 30, 2004

ASSETS:

Cash and INVeStMents .. ... i it St i i vl st e st e E o et iRt s G b AT e S i ke
BTG o TR T ERT o SO (R S Ui St 15, RN B B e~ VG- S0 v IO LU L 50 9 L8 B b L0

Receivables (net):

Property TAKES siicissditsuimmmniiniimi st s s sk roveass 3t
S (e R 2 by | o ATl ST S CE. 1 R0y | oA PSR oy RV WO U WLy . T8, Y~ Bl Sty - £ O A
EITRBES ivupsonaos i cagumoomous is AR o i Ao o A Y TN T SRR R SRS SRS e e S TR s e S

Capital Assets (Note 5):

Land, Improvements, and Construction in PrOBIESsS .........cceivmiusiciucmsasnisiseesassnssssnsssansasasans
Other Capital Asseéts, [Net of DEpreciBltion] .....c..ssseccssssssassssssersmossasssssnssisassnisnsrsssossssiossisoss

Tot‘:al CDIOY PBBRIR s o s s ey oA R P T R AL e TRt YA

TOTAL ASSETS

LIABILITIES:

Accounts Payable and Accrued EXPENSEs ........c..cceiireerimeirrenssuesmesssssseesrsssesssssassssssssssssssnssanss

Accrued Interest...

Deferred Revenue e

Long-Term Liabllxtxes (Note 6)
Due within One Year...

Due in More than One Yca:

Total Liabilities.....

NET ASSETS

Invested in Capital Assets, Net of Related Debt............cccoceinniniiiniininnnnneesennn

Restricted for:
Head Start Program ... iiia
Community Deve!opment PTOJ ects
Special Revenue ...

State Assignment Funds

Debt Service...............
Unrestricted (Def' c1t)

TOTAL NET ASSETS

See accompanying Notes to Basic Financial Statements.

GOVERNMENTAL
ACTIVITIES

§ 8,350,308
1,973,185

449
6,710,567
207,260

3,104,124
11.413.001

14,517,125

31,758,894

$ 697,742
74,645
1,304,333

1,257,336
7.476.463

10,810,519

9,460,125

3,184,613
2,442,085
1,861,762
5,457,883
453,606
(1.911,699)

§20,948,375
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SABANA GRANDE, PUERTO RICO

STATEMENT OF ACTIVITIES -
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

PROGRAM REVENUES
OPERATING CAPITAL NET (EXPENSE)
CHARGES FOR GRANTS AND GRANTS AND REVENUE

FUNCTIONS/PROGRAMS EXPENSES SERVICES

CONTRIBUTIONS CONTRIBUTIONS (SEE NEXT PAGE)

Governmental Activities:

Mayor and Municipal Legislature .............. § 1,909,142 § 3 - ¥ - ($ 1,909,142)
General Government............cccoocccovevpneeas 2,846,354 3,291,355 = 445,001
PUBHC SAIEINL s it -Gt e 423,729 89,089 - (334,640)
PUBIIC A WOEKS 1, o iaersirsrvmsstoliins s i snsisions 2,009,758 - - (2,009,758)
Culture and Recreation .........cccoeevveruvcsnnnns 476,228 - - (476,228)
Health and Sanitation...........cceeverovernrenssenes 86,566 - - (86,566)
Solid Waste Disposal.......cccoverierennearinens 203,312 - - (203,312)
Human Services and Welfare .................... 4,877,323 2,322,453 - (2,554,870)
Urban Development.......c...coeurecreiccencnnensons 917,771 1,106,392 118,764 307,385
Capitad OUtlaY ....ovvsecrevscserii i - = = =
EOCAION .. cviivhineinsisebisbis sissssitsbbons Haisbiee 5,940,529 5,712,837 - (227,692)
Interest on Long-Term Debt.......cccccoervennas 346,934 - - - (346.934)

Total Governmental Activities.............. 520,037,646 § - $12522.126 $_ 118,764 (7.396.756)
General Revenues:
Taxes:
Property Taxes, levied for General Purposes ..........cc.c....... 1,620,006
Property Taxes, levied for Debt Service..........c.ccovevveecareens 413,763
Volume of BUSINESS TAXES......corveerierseersnssrassssnssrasssesanaes 1,011,580
ConstCHOI TARES s sirtmim inoiaeasairoiakiss 305,316
THtErgOVEIMIBHAL .. ousiisissmssssnsssin pauinemanivarsssiaassassiz s bocyisns 4,363,656
BB i s g i o S S DO i e S T VRN O 74,689
IVHSCETIGTTEONS . smassssiamisiionsisyssuiiiessinaissvsmarias s riv s et 1.027.907
Total General Revenues and Special Items...........ccccceuunene. 8.816917
CHANGE IN NET ASSETS 1,420,161
Net Assets — Beginning of Year.....cccevvvvvireninvncvcvnvcnnnn. _19,528.214
NET ASSETS - ENDING OF YEAR $20,948,375

See accompanying Notes to Basic Financial Statements.
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SABANA GRANDE, PUERTO RICO

BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30, 2004
STATE OTHER TOTAL
HEAD START  ASSIGNMENT CDBG GOVERNMENTAL
GENERAL FUND FUND Funp FunDs FUNDS
ASSETS
Cash and Investments (Note 2)........coecvicrievene. 3 1,486,589 323,501 § 5,397,961 § 16,824 $ 1,125,433 § 8,350,308
Cash with Fiscal AZent.......c.cciveierncrnnimnmierseressans - - - - 1,973,185 1,973,185
Receivables:
L] O R e N S e e e e - - - - 449 449
Federal Grants - 3,157,636 - 2,683,327 869,584 6,710,567
Due from Other Funds 1,073,451 - 129,325 - 634,861 1,837,637
L0 {1 - o P o T R - - - - 207,260 207.260
Total Assets §2.560.040 $ 3481157 $ 5527286 § 2700151 § 4810772 $19.079.406
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable and Accrued Liabilities ........... 261,235 10,676 - 159,234 28,987 460,132
Bonds and Notes Payable..........cccooeveercnnsniniennins - - - - 166,000 166,000
ACCrUEH TIIEIESE ...orsisisesiassossassiionssnsivn - - - - 74,645 74,645
Due to Governmental Units 69,392 - - - 2,218 71,610
Due 1o Other FUNdS..........ccviueeseressosesessarsacsriasssasens 764,186 285,868 69,403 98,841 619,339 1,837.637
Deferred Revenues:
Volume of Business Tax.......cccvurivmrvvmiessnsseseranns 870,408 - - - - 870,408
et | TETST) O e SRV S e e - 3,157,657 - 2364481 1.028.679 6.550.817
Total Liabililes ....ouiuiiininminimbinmivimn 1,965.221 3.454.201 69.403 2,622,556 1.919.86 10.031.24
Fund Balances:
Reserve For:
EHOOBTANGES. svnnssrscserisimmiireis it Saritass s 388,476 - - - - 388,476
Bebt Servies i ik - - - - 453,606 453,606
Other Purposes....... - 26,956 5,457,883 77,595 2,437,298 7,999,732
CIRTESEIVEL i commariimisimsmsis v s iissorss 206,343 - - - - 206,343
Total Fund Balances...........ocoiciviieeicinniiinsssssssions 594.819 26,956 5.457.883 77.595 2.890,90'4 9.048.157
TOTAL LIABILITIES AND FUND BALANCES.... § 2.560,040 § 3481157 § 5527286 & 2,700,151 3§ 4,810,772 $19,079,406

See accompanying Notes to Basic Financial Statements.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

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

JUNE 30, 2004

Total Fund Balances — Governmental Funds (Page 14) $ 9,048,157

Amounts reported for Governmental Activities in the Statement of Net Assets (Page 14)
are different because:

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

Non Depreciable Capital ASSEIS .......ccocevinnirsesssssisssssssress e snesnsnenes $ 3,104,124
Depreciable. Capital ASSElsiic. oo oo ibebdeityseeiisfisibatintsaiisnastosinis 12,903,408
UTYT L gd [0 g 0 01 2 M B g RO e ey 2,480,195
Accumulated Depreciation........veeieiuimieresiimerissseesssrssissnsessssenens (3.970.602)
Total Capital ASSELS.....c.cocovrurmemeimrmrcmsssariesimsrestensessstearsressassasssssens 14,517,125

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

4T (L0 T A R NG - SRR RO B W ot < WO s 3,157,657

Child Care... 144,741
Early Head Stm‘t 5o 450,004
Total Deferred Revenues 6,116,892

Some liabilities are not due and payable in the current period and therefore are not reported
in the funds. Those liabilities consist of:

General Bonds and Notes Payable.........cc.cccconinimmimisismsnmanim 6,690,000

Compensated Absences .. 1,375,668
Municipal Revenue Collectwn Center ..................................................... 668.131
Total Long-Term Liabilities ... (8.733.799)
Total Net Assets of Governmental Activities (Page 12) - - 320,948,375

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

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

GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

OTHER
CDBG GOVERNMENTAL

FUNDS

ToTaL

FunDs

2,341,906
1,487,728

$ 413,763 $ 2,033,769

1,011,580
7,891,863
9,142,739
305316
74,689
1,027.907

4,243,397

7,336
89,089

2,192,270
537,106
1,239,629
32,640

345,000
346.934

21.487.863

1,823,634
2,905,718
389,046
1,913,782
389,492
285,301
4,788,208
2,410,756
5,940,529
183,697

345,000
346,934

4.790.004

213,800

1 97

213,800
(213.800)

213.800

GENERAL
REVENUES
Property TAXES: i siaeinmig $ 1,620,006
Volume of Business Taxes ......c.ceveivvercerineiinians 1,011,580
Federal ASSISEANCES .....ccccoeerrermrecinsisnsessessssamsssnns -
Intergovernmental.............coocreiriveeerinenrensenserninans 4,363,656
Licenses and Permits........ccoccvieeeeenninnrinnssnssnnsnnnns 305,316
BBt s it s R S S e S RS BT 74,689
NS CR I ATIEONS. coismcraiamyssmiss siamsennds oo 1.027.907
OBl REVEITUES v brssssamissisaivuss 8.403.154
EXPENDITURES
Current: K
Mayor and Municipal Legislature............c.ccoeeeee.. 1,823,634
General GOVEINMENL .. ..o oeisssrinsmssmsssminisessisnaniass 2,305,843
Public Safety : 299,957
PUBlie WOLkS i siiminsasunsssiimissimm it 1,913,782
Culture and Recreation 389,492
Health and Sanitation ........ccceeremmerernisssessassmsnenes 285,301
Human Services and Welfare ........ccccoovcvvvervrerens 1,035,282
Urban Development..........couivveireresreserrenssnsrassennns -
5 (175313 Fs | LSl o SV OOy VY e S -
OF 1] 1 BT R I Py e T T -
Debt Service:
PENGIPAL oo isscsiessisinsimivetinnsiammaiaass -
Interest and Other Charges ..........corveeerenrmeersanns -
Total EXpenditures..........occoimuiiminiemmmmeismenanns 8.053.291
OTHER FINANCING SOURCES (USES)
Bonds ssued smsssaunnssinanniia -
TrAnSTers — [N icniiinivisimismssvsionss s i -
By 141 - pen @ T R s ST (213.800)
Total Other Financing Sources and Uses.............. (213.800)
Net Change in Fund Balances.........c.ccvevevccuiiieianae 136,063
Fund Balance — Beginning, as Restated (Note 13). 458,756

(332,807)

3,223,711

(234.234)
9.282.391

FUND BALANCES - ENDING

See accompanying Notes to Basic Financial Statements,

§ 594819 § 26956 § 5457883 §__77.505 §2.800.904 §9.048157



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

RECONCILIATION OF THE STATEMEN#OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Net Change in Fund Balances — Total Governmental Funds (Page 16)...c..cccceuersssasensas (& 234,234)

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

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

Urban Development and Capital Dutlay $ 1,862,522
Depreciation Expense............... TR e SR (520.993)
Excess of Capital Outlay over Deprecmtlon Expense 1,341,529

Revenues in the Statement of Activities that do not provide current financial resources are
not reported as revenues in the funds. ... 4,020,503

r
Revenues in the Statement of Revenues that correspond to Prior Year resources are recorded
as Revenue in the Statement 0f ACHVILES ....occoveiiniineninieiss i sisissssssesassisnssesmessssanssarsssss (4,050,559)

Repayment of long-term principal is expenditure in the governmental funds, but the repayment
reduces Long—Term Liabilities in the Statement of Net Assets. In the current year the
TEDAVITIEIES WIBTE. 5.t isiiieadins s s s ot b S Y R S S R T s U P SRR 345,000

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

Increase in Compensated Absences............... msnnmunsasmaass (B0 85:594)
Increase in Landfill Closure and Postclosm'e Cost (800,000)
Decrease in Claims and Judgments 1,000,000
Municipal Collection Revenue Center........c.coucummmiisiiemenesnimiesssesssnnsins (87.594)
Total Additional EXpenditures...........ccocovicnsinciosimincniessisnsansisans (2,078)
' Change in Net Assets of Governmental Activities (Page 13) -° $ 1.420.161

See accompanying Notes to Basic Financial Statements.

7



-2

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Sabana Grande, Puerto Rico (Municipality) was founded in the year 1813, and operates as
a governmental unit of the Commonwealth of Puerto Rico, under the Law Number 81 of August 30, 1991,
known as “Autonomy Municipalities Law of the Commonwealth of Puerto Rico™. The governmental system of
the Municipality is composed of the executive and legislative bodies. The Mayor is the Chief Executive
Officer and is elected every four years in the general elections of the Commonwealth of Puerto Rico. The
legislative body consists of 14 Legislators also elected in the general elections of Puerto Rico for a four-year
period.

The Municipality provides services such as: health, public works, sanitation, aids and services to low-income
and elderly citizens, public safety, housing and urban development, culture and recreation, planning, zoning
and other general and administrative services.

The accounting policies of the Municipality conform to accounting principles generally accepted in the United
States of America as applicable to governmental units. The following is a summary of the more significant of
such policies.
r

The accompanying basic financial statements of the Municipality have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as prescribed by the
Governmental Accounting Standards Board (GASB). The GASB is the standard-setting body for
governmental accounting and financial reporting. The GASB periodically updates its codification of the
existing Governmental Accounting and Financial Reporting Standards which, along with subsequent GASB
pronouncements (Statements and Interpretations) constitutes GAAP for governmental units.

In June 1999, the GASB issued Statement Number 34, Basic Financial Statements-and Management's
Discussion and Analysis-for State and Local Governments. This statement establishes new financial reporting
requirements for state and local governments. The Municipality adopted the provisions of GASBS No. 34 as
well as other statements referred to below as of July 1, 2003. They require new information and restructure
much of the information that governments have presented in the past.

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

As previously mentioned, other GASB Statements and Interpretations were required to be implemented in
conjunction with GASBS No. 34. Therefore, the Municipality has implemented the following GASB
Statements in the current fiscal year 2003-2004: GASBS No. 37, Basic Financial Slatements-and
Management's Discussion and Analysis-for State and Local Governments: Omnibus, GASBS No. 38, Certain
Financial Statement Note Disclosures, GASB No. 41, Budgetary Comparison Schedules — Perspective
Differences, and GASB Interpretation No. 6, Recognition and Measurement of Certain Liabilities and
Expenditures in Governmental Fund Financial Statements.

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

NOTES TO THE BASIC FINANCIAL STATEMENTS

L

A. Financial Reporting Entity

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

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

The relative importance of each criterion must be evaluated in light of specific circumstances in order to
determine which components units are to be included as part of the reporting entity. Our specific evaluations
of thefcriteria applicable to the Municipality indicate no organizations meet the criteria to be included as
component units. Accordingly, these basic financial statements present only the Municipality as the reporting
entity.

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

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

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

Governmental Fund Financial Statements

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

The exception to this general rule is the principal and interest on general obligation long-term debt and
compensated absences, if any, are recognized when due.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

-

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

There are essentially two types of revenue. For the majority of grants, moneys must be expended by the
Municipality on the specific purpose or project before any amounts will be reimbursed. Revenue is, therefore,
recognized as expenditures are incurred to the extent available. For the other revenue, moneys are virtually
unrestricted and are generally revocable only for failure to comply with prescribed compliance requirements.
These resources are reflected as revenue at the time of receipt or earlier if the susceptible to accrual criteria is
met.

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

» I Employee’s vested annual vacation and sick leave is recorded as expenditure when utilized. The
amount of accumulated annual vacation and sick leave unpaid at June 30, 2004, has been reported
only in the government-wide financial statements.

C. Financial Statement Presentation

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

Government-wide Financial Statements

The government-wide financial statements (the Statement of Net Assets and the Statement of Aetivities) report
information of all the activities of the Municipality. For most part, the effect of interfund activity has been
removed from these government-wide financial statements. Governmental activities, which normally are
supported by taxes and intergovernmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for support.

The focus of the Statement of Net Assets is designed to be similar to bottom line results for the Municipality
and its governmental activities, This statement, for the first time, combines and consolidates governmental
fund’s current financial resources (short-term spendable resources) with capital assets and long-term
obligations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

-

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

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

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

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

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

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

Governmental Fund Financial Statements

The fund financial statements (the Balance Sheet, the Statement of Revenues, Expenditures, and Changes in
Fund Balances, the Statement of Net Assets) are, in substance, very similar to the financial statements
presented in the previous financial reporting model. Emphasis here is on the major funds in the governmental
category. Non-major funds are summarized into a single column.

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

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

Since the governmental fund statements are presented in different measurement focus and basis of accounting

than the government-wide statements, reconciliation is presented and separate explanation for each
differences.

2!



a2

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

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

The new model as defined in GASBS No. 34 established criteria (percentage of the assets, liabilities, revenues,
or expenditures/expenses of either fund category in the governmental fund) for the determination of major
funds. The non-major funds are combined in a single column in the fund financial statements. The
Municipality reports the following major fund: *
General Fund — This is the general operating fund of the Municipality. It is used to account for all
financial resources, except those required to be accounted for in another fund.

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

State Assignment Fund — This is the fund used to account for all the transactions of the State
Assignment by Legislature Resolutions. The primarily objectives of this assignments is to
development of minor projects on communities, not-for-profit organizations and indirect assignment to
persons of low and moderate income.

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

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

D. Budgetary Data

The Municipality's annually adopts the Budget Resolution for all operating funds of the Municipality except
for certain restricted accounts Special Revenue Funds. Budgetary control is legally maintained at the fund
level. The budget is prepared using the modified accrual basis of accounting with encumbrance included as
budgetary basis expenditures. The Municipality’s Budget Resolution provides transfer authority (1) to the
Mayor and the Management and Budget Director, within and between departments and funds, as long as the
total budget of the Municipality (net of interfund transfers) is not increased; (2) to the Management and
Budget Director to implement grant budgets as the grant applications are accepted by the Municipality; and (3)
to the Management and Budget Director to amend (re-appropriate) each new year’s budget, to the extent of
outstanding encumbrances, and/or unexpended project/grant appropriations at year end. Municipality’s
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

Legislature action is required for (1) use of the budgeted Legislature contingency, and (2) the approval of a
supplemental appropriation(s). During the year, several supplemental appropriations were necessary.

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

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

1. Prior of May 31 of each fiscal year, the Mayor submits to the Municipal Legislature a proposed budget
for the fiscal year commencing the following July 1 in addition of a budget message.

2. The budget document is available for public inspection prior to its approval by the Municipal
I Legislature.

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

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

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

6. Subsequent to the enactment of the annual appropriation ordinance, the Municipal Legislature has the
authority to make necessary amendments made during the fiscal year and are re.ﬂected-m the budget
information included in the Budgetary Comparison Schedule — General Fund. 4

7. Budgetary data for the Special Revenue Fund has not been presented in the accompanying basic
financial statements as such funds are budgeted over the life of the respective grant or project and not
on an annual basis,

Since the budgetary basis differs from accounting principles generally accepted in the United States of

America (GAAP), actual amounts for the General Fund in the accompanying Budgetary Comparison
Schedule, is presented on the budgetary basis to enhance comparability.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

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

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

2. The non-exonerated portion of the property tax advances are presented as revenue in the budgetary
basis and as other financing sources under GAAP (See Note 8).

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

4. Certain accrued liabilities and other debts are not included in the budgetary basis.

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

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

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

E. Cash, Cash Equivalent and Investment

The Director of Finance of the Municipality is responsible for investing the available resources in certificates
of deposit and other short-term investments. Investments are made from the available combined funds of the
Municipality and, accordingly, it is not practical to disclose certificates of deposit and other short-term
investments individually by fund in the combined financial statements. Interest earned on certificates of
deposit and other short-term investments are recognized as revenue in the General Fund. Cash in the Special
Revenue, Debt Service and Capital Project Funds are restricted; accordingly, resources available-were: not used
for pool investments. s

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

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



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE
SABANA GRANDE, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS

F. Receivable

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

G. Inventories

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

H. Capital Assets

Property, plant and equipment purchased or acquired is carried at historical cost or estimated historical cost.
Contributed assets are recorded at fair market value as of the date received. The Municipality‘s capitalization
levels are $500 on personal property. For improvements other than buildings, the capital outlay must be greater
than $10,000, extend the estimated useful life for ten years, and be greater than 10% of the original cost of the
asset. Other costs incurred for repairs and maintenance is expensed as incurred.

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

CAPITAL ASSETS YEARS
Buildings 50
Improvement Other Than Buildings 50
Equipments 10
Furniture 10
Vehicles 5
Machinery 5-10

Infrastructure 10-50 =
I. Compensated Absences

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

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

2. The obligation relates to rights that vest or accumulate.
3. Payment of the compensation is probable.

4. The amount can be reasonably estimated. .
In accordance with the above criteria and requirements as established by GASBS No. 16; the Municipality has
accrued a liability for compensated absences, which has been earned but not taken by Municipality’s
employees. For the government-wide statements, the current portion is the amount estimated to be used in the
following year. For the governmental funds statements, all of the compensated absences are considered long-
term and therefore, are not a fund liability and represents a reconciling item between the fund level and
goven;ment-wide presentations (see Note 6 on page X).

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

BALANCE RETIREMENTS ~ BALANCE
JuLy 1, NEW AND CURRENT  JUNE 30, CURRENT  LONG-TERM
2003 ISSUES MATURATES 2004 PORTION PORTION
$1.288074 § 87594 § - $1375,668  § 922336 § 453332

J. Insurance

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

K. Interfund Transactions

Interfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables
and payables as appropriate and are subject to elimination upon consolidation. Reimbursements occur when
one fund incurs a cost, charges the appropriate benefiting fund and reduces its related cost as a reimbursement.
All other interfund transactions are treated as transfers. Transfers between governmental or proprietary funds
are netted as part of the reconciliation to the government-wide columnar presentation.
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The Municipality has the following types of transactions among funds:

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

L. Reservations of Fund Balance — Governmental Funds i

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

M. Clraims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as from
adjudicated or settled claims, is recorded in the General Fund. The Long-Term Debt Account includes an
amount estimated as a contingent liability or liabilities with a fixed or expected due date, which will require
future available financial resources for its payment.

N. Use of Estimates

The preparation of the basic financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the
basic financial statements and the reported revenue and expenses during the reporting period. Actual result
could differ from those estimates.

NOTE 2 CASH, CASH EQUIVALENTS AND INVESTMENTS

Investments consist of certificates of deposit. The Municipality’s cash, cash equivalent and investments at
year-end were entirely covered by the Federal Deposit Insurance Corporation (FDIC) coverage, up to a
maximum of $100,000 in each bank, and the excess by collateral provided by the banks and held by the
Department of the Treasury pursuant the applicable laws and regulations. Cash with fiscal agent is maintained
in interest bearing accounts in the Government Development Bank of Puerto Rico and is not collateralized.

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

During the year, the Municipality invested its funds in short-term certificates of deposit. As June 30, 2004 the
market value of investments recorded in General Fund ($400,000) and Special Revenue Fund ($3,285,683)
approximated its carrying value as follow:

CERTIFICATE
OF DEPOSIT PRINCIPAL INTEREST EXPIRATION
ISSUED BY NUMBER AMOUNT RATE DATE
WestemBank: .. cuscicnommnns 2900710028 § 400,000 1.40% 07/21/04
WesternBank........ccccccocericvccsiniceee. 2900710033 375,000 1.40% 07/18/04 .
Popular Bank of Puerto Rico........ 1110000009 2,910,683 1.55%  02/03/05
TORBL . vrsvssmmaverssssupromeraspumiases $3.685,683

NOTE3 INTERFUND TRANSFER AND BALANCES
A. INrTERFUND TRANSFERS
Transfers are indicative of funding for capital projects or debt service, and subsidies of various operations.
INTERFUND TRANSFERS WITHIN THE GOVERNMENTAL FUNDS
SOURCES TRANSFER TO AMOUNT PURPOSE
General Fund Debt ServicesFund § 213,800  Debt payment
B. INTERFUND RECEIVABLE AND PAYABLE BALANCES

Interfund receivables and payables at June 30, 2004 are summarized as follows:

INTERFUND INTERFUND

RECEIVABLE PAYABLE AMOUNT
General Fund Head Start $§ 285,868
General Fund State Assignment 64,903
General Fund CDBG 98,841
General Fund Other Funds 619,339
State Assignment General Fund 129,325
Other Funds General Fund 634.861

TOTAL $1.837,637
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NOTE4 DUE TO OTHER GOVERNMENTAL UNITS

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

AMOUNT

Water Company.... B T TR O IR RE R 1= |-

General Services Admimstratlon 3,990

PR EICCITIC POWEr AUNOTIEY i t: cie i tainss sansonaninss sanbebmtin sai shatisraanbngoss sioend 31,838
Total Due to Governmental Units .........c.coeivcviicniciiininnee. 369,392 '

NOTES CAPITAL ASSETS

Capital Assets activities for the fiscal year ended June 30, 2004 was as follows:

- BALANCE BALANCE
v JULY 1, JUNE 30,
DESCRIPTION 2003 ADDITIONS  RETIREMENTS 2004
Non-Depreciab!e Capital Assets:
Land .. wsnguane 8 Latd % 55250 8 - § 1,340,991

Constructlon in Progress 1,104,950 658,183 - 1.763.133
Total Non-Depreciable Capital Assets.. 2,380,691 723.433 - 3,104,124
Depreciable Capital Assets:
Buildings ... 8,239,459 879,794 - 9,119,253
Infrastructure vk 2,386,695 93,500 - 2,480,195
Machinery and Eqmpment 1,395,865 117,955 - 1,513,820
Motor Vehicles... 2,222,495 47.840 - 2,270,335
Total Depreciable Capital Assets........... 14,244,514 1,139,089 - 15,383:603
Less Accumulated Depreciation:
Buildings ... (1,030,069) (155,157) - (1,185,226)
Enfrasiructs.. ... (130,233) (36,533) s (166,766)
Machinery and Eqmpment .................... (874,561) (145,281) - (1,019,842)
Motor Vehicles... (1,414.746) (184,022) - (1,598.768)
Total Accumulated Depreciation........... (3,449.609) (520.993) - (3.970.602)
Total Depreciable Capital Assets (Net). 10,794,905 618.096 - 11,413,001
CAPITAL ASSETS,; NET.....cccotccis040u $13.175.596¢ S$.1341.529° § - 314317125
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Depreciation expenses were charged to governmental functions/programs as follows:

AMOUNT

Mayor and Municipal Legislature...........c.cccooceuciceee. § 85,508
General GOVernment ............cccocivvvveercmsieeesienressersnnens 85,756
PHBHE SATCTY imnismiiibidstatiiasssiusisthelihdsi ok st 34,683
PUBUE WorKS .ciicuisinsissssirsssisssissssisissassnoisssoasiiinasns 95,976
Culture and Recreation.......c.coeceeveecnerivunsserinenensrnanns 86,736
Health and Sanitation ........ssosssisseonsssinssssrisesinsrasnins 4,577
Human Services and Welfare..........c.coveeveiiinnenineinn. 89,115
Urban Developmentva.cusiinssamiiuss b 38.642
Total Depreciation EXpenses...........cccuuimieninncns $ 5200993

NOTE6 GENERAL LONG-TERM DEBTS
A. GENERAL OBLIGATIONS BONDS AND SPECIAL NOTES PAYABLE

The principal long-term obligations of the Municipality are general obligations bonds and special notes issued
to finance the construction and improvements of public facilities and purchase of equipment. The
Municipality’s obligations long-term debt retirements are appropriated and paid from resources accumulated in
the Debt Service Fund (see Note 7). The special obligations long-term notes retirements are paid through
retention made by the Municipal Revenue Collection Center from monthly advance of annual property tax and
subsidy send to the Municipality.

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

DESCRIPTION AMOUNT

General Obligations Bonds:

$1,305,000, Series 2003, for construction purposes, payable in annual installments i
ranging from $20,000 to $100,000, excluding interests at 6.50%, through July 1, 2027...... $ 1,260,000

$735,000 Series 2001, for construction purposes, payable in annual installments
ranging from $15,000 to $75,000, excluding interests at 8.00%, through July 1, 2020........ 665,000

$1,760,000 Series 2001, for purchase of building, payable in annual installments ranging
from $25,000 to $160,000, excluding interests at 8.00%, through July 1, 2025..............c.... 1,650,000
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DESCRIPTION

$755,000 Series 2001, for operation purposes, payable in annual installments ranging

from $15,000 to $65,000, excluding interests at 8.00%, through July 1, 2025.....c..cccevveneee

$105,000, Series 2000, for construction purposes, payable in annual installments

ranging from $5,000 to $15,000, excluding interests at 8.00%, through January 1, 2009....

$60,000, Series 2000, for construction purposes, payable in annual installments

ranging from $1,000 to $6,000, excludmg interests from 6.41% to 6, 56%, through

January 1, 2024 ..

$600,000, Series 2000, payable in annual installments ranging from $9,000 to
$29,000, excluding interests at 4. 50%, throu gh January 1, 2027 (Water & Waste
Disposal Loans & Grants)... B AR o

$140,000, Series 1999, for construction purposes, payable in annual installments

ranging from $5,000 to $10,000, excluding interests at 8.00%, through July 1, 2023..........

$230,000, Series 1998, for construction purpose, payable in annual installments

ranging from $5,000 to $20,000, excluding interests at 8.00%, through July 1, 2022..........

$121,000, Series 1998, for operation purposes, payable in annual instaliments

ranging from $3,000 to $8,000, excluding interests at 4,50%, through July 1, 2003...........

$310,000, Series 1997, for construction purposes, payable in annual installments
ranging from §5,000 to $30,000, excludmg interests from 4.70% to 6. 63%, through
July 1, 2002 .. R R R R e A e

$222,000 Series 1996, for construction purposes, actually in process of disbursement,
interests at 4.50% (Water & Waste Disposal Loans & Grants) .......c.ccccvuiruniis x

$350,000 Series 1992, for construction purposes, payable in annual installments,

actually in process of disbursement; interests at 5.25% (Community Facilities Loan) ........

$350,000 Series 1991, for construction purposes, payable in annual installments
ranging from $13,000 to $31,000, excluding interests at 5.25%, through
January 1, 2015 (Community Facilities Loan).........cccermresremsercressusssnsrinns

$361,000, Series 1984, for construction purposes, payable in annual installments

ranging from $5,000 to $26,000, excluding interests at 5.00%, through January 1, 2008....

Tolal Genéra) OblUgAIons — BONS: v s vn daii s v S sy

N

AMOUNT

710,000

60,000

55,000

435,000

110,000

195,000

108,000

270,000

- $ 195,000

273,000

260,000

93.000

6.339.000
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DESCRIPTION
Notes Payable:

$475,000, Series 2001, for purchase of equipment, payable in annual installments

ranging from $55,000 to $90,000, excluding interests at 8.00%, through July 1, 2007........

$114,000, Series 1998, for purchase of equipment, payable in quarterly installments
ranging from $14,000 to $19,000, excludmg interests at 4.75%, through January 1, 2005
(Community Facilities Loan) ... e gt s e e v e D e T el

$200,000, Series 1988, for operation purposes, payable in quarterly installments
of $2,500, excluding interests at 8.00%, through July 1, 2007

$880,000, Series 1986, for operation purposes, payable in annual installments
ranging from $31,000 to $44,000, excludmg variable interests up to 8. 50%,
thmugh July 1, 2006...

Total General Obligations Bonds and Notes

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

The annual requirements to amortize the general and special obligations outstanding as of June 30, 2004 are as

follows:
YEAR ENDING PRINCIPAL INTEREST ToTAL

JUNE 30, PAYMENT PAYMENT PAYMENT
2005 $ 335,000 $ 378,183 $ 713,183
2006 335,000 406,239 741,239
2007 330,000 388,248 718,248
2008 250,000 371,416 621,416
2009 231,000 357,103 588,103
2010-2014 1,331,000 1,562,156 2,893,156
2015-2019 1,622,000 1,106,106 2,728,106
2020-2024 1,662,000 545,611 2,207,611
2025-2027 594.000 63.350 657.350
TOTAL 3 6.690,000 $ 5.178.412 $11.868,412
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From the portion belonging to the Municipality, 6.00% and 4.00%, respectively, represents the Municipality’s
basic tax rate that is appropriated for general purposes and therefore accounted for through the general fund.

The remaining portion belonging to the Municipality of 1.25% represents the ad-valorem property taxes
withheld by the Municipal Revenue Collection Center of the Commonwealth of Puerto Rico and restricted for
debt service, which is accounted for through the debt service fund (See Note 7). The Municipality has reached
the maximum statutory tax rate limit for the basic tax while there is no limitation for the ad-valorem tax rate.

The Commonwealth of Puerto Rico grants complete real property tax exoneration on the first $15,000 has
assessed valuation on residential units occupied by their owners. However, the Municipality receives the full
amount levied, except for residential units assessed at less than $3,500 on which a complete exemption is
granted. The Municipal Revenue Collection Center, instead of the property taxpayer, becomes the source of
payment in these cases.

The Municipality grants a complete exemption from personal property taxes up to an assessment value of
$50,000. The Municipal Revenue Collection Center advances to the Municipality, on monthly payments,
100% of the contribution assessed over property for each fiscal year. In accordance to Law, these advances
will b contributions by the Municipal Revenue Collection Center from taxpayers. The Municipal Revenue
Collection Center periodically informs to the Municipality the amounts collected from taxpayers and applied
to outstanding advances.

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

Due to the fact that collections of property tax are applied to the advances of property tax paid by the
Municipality Revenue Collection Center, the amortization of the advance at end of year was not available due
to that is in process of verification by external auditors. As of June 30, 2004, the Debt Service Fund presented
a receivable of $449 for the collection of additional property taxes during the next 60 days after end of year.

NOTE9 VOLUME OF BUSINESS TAX
The volume of business tax is levied each year based on the prior year’s gross revenues for all commercial and
industrial organizations doing business in the Municipality and which are not totally or partially exempt from
this tax under the Industrial Incentives Laws of the Commonwealth of Puerto Rico, All taxpayers are required
to file their declarations by April 23 of each year.
The tax rates are as follows:

a. 1.50% for financial institutions and savings and loan associations.

b. 0.50% for all other organizations.
Taxes are payable in two equal semi-annual installments on July 1 and January 1 following the date of levy. If

they are paid with declaration, the taxpayer is granted a 5% of discount. Collections of taxes during current
fiscal year, applicable to the next fiscal year, are recorded as deferred revenues in the General Fund.
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B. OTHER LONG-TERM DEBTS

BALANCE RETIREMENTS BALANCE
JuLy 1, NEW AND JUNE 30,
DESCRIPTION 2003 ISSUES ADJUSTMENT 2004
Property Taxes - MRCC........... § 815497 § - 5 147366 § 668,131
Claims and Judgments............... 523,000 - 523,000 -
Compensated Absences............. 1,288,074 87,594 - 1,375.668
TOTALscsiimsnmmnimonnns B0l S §1.3%¢ - 50703566 ,3.2043.799

C. CHANGES IN GENERAL LONG-TERM DEBTS

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

BALANCE RETIREMENTS BALANCE AMOUNTS AMOUNTS

? JuLy 1, NEW AND JUNE 30, DUE WITHIN  DUE AFTER
DESCRIPTION 2003 ISSUES ADJUSTMENT 2004 ONE YEAR  NEXT YEAR
General ........oocceveeeene $ 6,530,000 § - § 191,000 § 6,339,000 § 195,000 § 6,144,000
SPECIAlN e ertrarironvess 505,000 - 154,000 351,000 255,000 96,000
Others Debts............. 2,626,571 87.594 670,366 2.043.799 922.336 1,121,463

TOTAL....... £ 9,661,571 § 87504 § 1,015,366 §8.733.799 § 1372336 § 7.361.463
NOTE7 DEBT RETIREMENT

Revenues of the debt service fund consists of the ad-valorem property taxes which are recognized as revenue
when collected from taxpayers and reported by the Municipal Revenue Collection Center of the
Commonwealth of Puerto Rico to the Municipality (See Note 8).

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

NOTES8 PROPERTY TAXES

The Municipal Revenue Collection Center of the Commonwealth of Puerto Rico is responsible for the
assessment of all real and personal property located within the Municipality and for the levy, administration
and collection of the corresponding tax contribution.

The property tax contribution is levied each year over the appraised value of the property at the beginning of
the calendar year. The real property assessment is based on the current value existing in the year 1957 and the
personal property at the current value at the date of the assessment.

The tax rate per annum is 8.28% for real property and 6.28% for personal property of which 1.03% of both
belong to the Commonwealth of Puerto Rico and 7.25% and 5.25%, respectively, belongs to the Municipality.
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NOTE 10 INTERGOVERNMENTAL REVENUES

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

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

NOTE 11 EMPLOYEE'S RETIREMENT PLAN

The Employee’s Retirement System of the Government of Puerto Rico and its Instrumentalities (ERS) is the
administrator of a cost-sharing multiple-employer retirement system established by the Commonwealth of
Puerto Rico. The ERS was created under the Act 447, approved on May 15, 1951, as amended, and became
effective on January 1, 1952. ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered by their own retirement
systems.

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of Agencies
and Public Instrumentalities, Assistants to the Governor, the Comptroller of the Puerto Rico, Gubernatorial
Board and Committee appointees and Experimental Service Station employees. ERS provides retirement,
death and disability benefits. Disability retirement benefits are available to members for occupational and non-
occupational disabilities. Retirement benefits depend upon age at retirement and number of years of credited
service. Benefits vest after ten years of plan participation.

The Municipality adopted the requirements of GASBS No. 25 for all the career employees that are covered
under the Commonwealth of Puerto Rico Employee’s Retirement System, a multiple-employer public
employee retirement system, established by State Laws.

Under the plan, the employees and employer portions are contributed, for which, the employee amount is
withheld from salaries. Covered employees are required by Commonwealth statute to contribute 5.775% for
the first $6,600 of monthly salary plus 8.275% for the excess of this amount, or on the alternative, 8.275% of
all salary. The Municipality contributes to the system 9.275% of the participating employee’s salaries.

Law Number 305 of September 24, 1999, amendments the Act Number 447 that establish a savings program.
All employees active in the system as of December 31, 1999 may elect to transfer from define contribution
programs to the new savings program (a defined contribution plan). Employees in the savings program may
now contribute from a minimum of 8.275% up to a maximum of 10% of their monthly salary, and will
invested in an account which will either: (a) earn a fixed rate based on the two-year Constant Maturity
Treasury Note or, (b) earn a rate equal to 75% of the return of the System’s investment portfolio (net of
management fees), or (c) earn a combination of both alternatives.

If at time of retirement accumulated benefits amount to $10,000 or less may elect to receive a lump sum
distribution up to the accumulated benefits, Under the new program the retirement age is reduced from 65 to
60 for those employees who joined the current plan on or after April 1, 1990.
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-

The pension benefit for participants who retire with less than 30 years of service is computed at the rate of
1'2% of their average compensation of each year of credit service for the remaining years. The System also
provides for death and disability benefits and the assets of the System pertaining to the participant employees.

A variety of significant actuarial assumptions are used to determine the standard measure of the pension
benefit obligation and these assumptions are summarized below:

a. The present value of the future pension payments was computed by using a discount of 9%.

b. Future pension payments reflect an assumption of a 6% salary increase.

All employees that do not elect to transfer for the new program and who at the time of employment are 55
years old or less are eligible to participate in the System. Pension benefits for participants with 30 years of
service are as follows:

YEARS PARTICIPANT’S

OF SERVICE AGE PENSION BENEFITS
r

30 or more 55 or less 65% of the average of the three years of highest salary during the
employee’s service period.

30 or more 58 or more 75% of the average of the three years of highest salary during the
employee’s service period.

30 or more 65 or more 75% of the average of the three years of highest salary during the
employee’s service period (employees started working after April 1,
1990).

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

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

Contributions in 2004 and prior years were made based on percentages established by the law, Such
percentage has not been based on actuarial studies, as required by accounting principles generally accepted in
the United States of America. An actuarial compilation of the annual contribution applicable to the
Municipality has not been prepared. Accordingly, the accounts by which the actual contributions differ from
the required actuarial contributions are not known.
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The total pension expenditures recorded in the category of administration for the Fiscal Year Ended June 30,
2004 was approximately $202,515. All employees who at the time of employment are 55 years old or less are
eligible to participate in the System. No benefit is payable if the participant receives a refund of his
accumulated contributions.

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

NOTE 12 CONTINGENCIES
A. CLAIMS AND JUDGMENTS

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

In addition, the Municipality is a defendant or co-defendant in several legal proceedings, which are in
discovery stage. Certain of these claims are covered by insurance. Legal counsel with the information
currently available can not determine the final outcome of these claims. Accordingly, the financial statements
do not include adjustment, if any, that could result from the resolution of this legal proceeding. However, it has
been the Municipality’s experience that such actions are settled for amounts substantially Iess than the claimed
amounts.

B. FEDERAL GRANTS

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

NOTE 13 ACCOUNTING CHANGES, CHANGES 1IN REPORTING ENTITY AND
RESTATEMENTS

During fiscal year 2003-2004, the Municipality implemented several new accounting standards and an
interpretation issued by GASB.

GASBS No. 34 as amended by GASBS Nos. 37, 38 and 41 establishes new financial reporting standards for
state and local governments. This statement’s requirements represent a significant change in the financial
reporting model used by state and local governments, including statement formats and changes in fund types
and elimination of account groups. In addition to fund financial statements, governments are required to report
government-wide financial statements. prepared using the accrual basis of accounting and the economic
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NOTES TO THE BASIC FINANCIAL STATEMENTS

-

resources measurement focus. As a result, fund reclassifications and adjustments to the fund equities reported
in the prior financial statement balances were required.

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

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

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

The following schedule reconciles the June 30, 2003 Fund Balances, as previously reported to Beginning Fund
Balances, as restated, July 1, 2003.
r

FUND BALANCE RESTATED
OTHERS
GENERAL HEAD SBGP GOVERNMENTAL
FUND START FUND FUNDS
Fund Balance, as Previously Reported,
June 30, 2003 ... coriissinrvm s 3 291236 B - 3 - $2,828,868
Interfund Transactions Not Recorded
ToTy ) 56 (o) gt 47 L S TPR TN B, W O SN - S W 161,520 - - -
Restatement as per GAAP.......ccoiiccmnnnniinnns - 86,703 1,302 _1.228.943

Beginning Fund Balance, as Restated,

TOME L, 2008 cnnerisisirmommireiimamsinicnnn S ASET86 'S #6703 1303 59233900
NOTE 14 FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENT

The Governmental Accounting Standards Board (GASB) issued GASBS No. 42, Accounting and Financial
Reporting for Impairment of Capital Assets and for Insurance Recoveries, which is effective for fiscal year
beginning after December 15, 2004. Early application is encouraged. The Municipality has not adopted the
requirement of this statement. Other three pronouncements are issued (GASBS Nos. 43, 44 and 45), but do not
apply to the Municipality.

END OF NOTES
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REQUIRED SUPPLEMENFARY INFORMATION
BUDGETARY COMPARISON SCHEDULE — GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

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

Resources (Inflows):

P IORCTIY  LRRES, . .. orsmemmonsonmissitimat mserstmmaspcosseatn
Volume of Business Taxes..........cococeecnniiriennnnans
Intergovernmental Revenues............coceveuemivenirenns

License and Permils........c.cccocvnniceriinnes

BUDGET AMOUNTS

Total Resources (INflows) ......ccccccrvererenrannsennes

Ampunts Available for Appropriation ............

Charges to Appropriations (Outflows):

Mayor and Municipal Legislature..............cc.c.....
General Government P RRly W

Public Safety.... TR s ey
Public Works.........covevevennas

Culture and Recreation.....

Health and Sanitation NS
Human Services and Welfare.............coovviceivnnaees
Transfer ta Other Funds.........ccoivemrencvenrensirrorens

Total Charges to Appropriations..........cccecvevne.

BUDGETARY FUND BALANCE, JUNE 30, 2004...

ORIGINAL

$ 458,756

1,620,006
1,000,000
4,187,415
683,345
75,000
588.282

——i AT o

8,154,048

8.612.804

1,596,221
1,983,707
389,322
2,007,664
385,611
285,888
1,216,430
289,205

8.154.048

3 458756

See accompanying Notes to Required Supplementary Information.
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FinaL

$ 458,756

1,620,006
1,011,580
4,488,112
305,316
74,689
1,164,647

8,664.350

9.123.106

2,180,646
2,226,207
302,041
1,982,301
394,883
314,344
1,050,128
213,800

8.664.350

§ 458756

ACTUAL AMOUNTS VARIANCE WITH
(BUDGETARY BASIS) FINAL BUDGET
(SEENOTEA)  POSITIVE (NEGATIVE)
3 458,756 $ -
1,620,006 - =
1,011,580 -
4,363,656 (124,456)
305,316 -
74,689 -
1,210,503 45,856
8.585.750 (78.600)
9.044.506 (78.600)
2,096,767 83,879
2,195,376 30,831
300,001 2,040
1,943,917 38,384
393,539 1,344
285,301 29,043
1,046,639 3,489
213.800 -
8.475.340 189.010
§__569.166 110410
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SABANA GRANDE, PUERTO RICO

BUDGETARY COMPARISON SCHEDULE — GENERAL FUND ol
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

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

Expenditures
GENERAL FUND
Sources/Inflows of Resources:
Sources/Inflows of Resources:
Acrual Amounts (Budgetary Basis) “Available for Appropriation” from the '
Budgetary Comparison Schedule (See Page 39)........ccociiiiciiiiiciiieeeceiiese st emses s snsens ¥ 9,044,506
Difference — Budget to GAAP:
The Fund Balance at the Beginning of Year is a budgetary resource but is not a
Current-Year Revenue for financial reporting purposes. ........cccccviiciciisieiisiisiisissssissasnasaeseass (458,756)
Prio:l..and Current Adjustments t0 REVENUES. ........cceuiueiereriiereernssssnaresissesesesssssssessssnssssssssassessenss (182.596)
Total Revenues as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 16).........cccoceirnirnenesrscnsessrinssesseessncns $ 8.403.154
Uses/Outflows of Resources:
Actual Amounts (Budgetary Basis) “Total Charges to Appmpnatwn" from the
Budgetary Comparison Schedule (See Page 39).... TR i PR T e Rt e $ 8,475,340
Difference — Budget to GAAP:
Prior Year expenditures are not outflows of budgetary resources but are expenditures
For financial Teporting POTPOSES i i s s s ses s eassvissasyessss smoid Lavaa iva 222,201
Encumbrances for supplies and equipment ordered but not received are reported
in the year the order is placed for budgetary reporting purpoSes. .........ccccveiseeesencisiesnmesseenesens (213,800)
ATSEENt 0 E X TIICE, vy vspusn covantnmbaiies s g v e e R e O AN Y — (83.035)
Total Expenditures as Reported on the Statement of Governmental Funds Revenues, 3
Expenditures and Changes in Fund Balance (See Page 16).........cccocovemniecisncnnionsssensesseinnenens $ 8053291

NOTE B Explanation of Differences between Budgetary Fund Balance and GAAP Fund Balance
Budgetary Fund Balance, June 30, 2004 (Se€ Page 39) .....ccccurmiemiinniriieneenieneenessis s e 5 569,166

Timing Differences:

Net Chanpe N ENCUMDIANCES . ..c it b i s tbisiarisntss arsenitasinetin ieansarassbi G e ang e a st ar i et s issarasts sborn (41,061)
TN QTN AN, TRBITIS v i s s ons s 00 8 05385 435 8 S R 8 A TRV S A A VR 21,762
Unreserved Fund Balance, June 30, 2004 (See Page 14).......c.cc.oceiricininninernniesiseerassesseraeanss $§ 206343
END OF THIS SECTION
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCALYEAR ENDED JUNE 30. 2004 s
FEDERAL PAsS-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES

U.S. Department of Agriculture:
Pass-Through Department of Education:

Child and Adult Care Food Program...........cccceimivsmmmiioinns 10.558 N/AV § 307546

Direct Program: :

Water and Waste Disposal Loans and Grants ............cceeee. 10.770 5.125
Total U.S. Department of Agriculture.......coocvvnmeeriicurnonens 312,671

U.S. Department of Housing and Urban Development:

Pass-Through State — Office of Commissioner
Of Municipal Affairs:

State Block Grant Program (SBGP) 14.228 02-FD-55
00-FD-55
99-FD-55
98-FD-55
97-FD-55
96-FD-55
95-FD-55
94-AF-FD-55 832,511
Direct Program:

Section 8 Housing Choice Voucher Program.........cccceueee. 14.871 708.637

Total U.S. Department of Housing and
Urban Development ........owimmsinssisniiasinssasimsssssass 1,541,148

U.S. Department of Justice:

Direct Program:
Edward Byrne Memorial State Program ...........coeecvenns 16.580 52,680
Local Law Enforcement Block Grant .........coeeeeerieercranns 16.592 18,552
Public Safety Partnership and Community
Policing Grants (Cops).....cocuerunee 16.710 70,537
Total U.S. Department of JUSHCE ......cociiieierninsninincienes 141.7

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

Pass-Through Office of the Governor:
POLlC ASSSIANTIGIANE., oo corrosi tarsinanss s massirpsmas stasnens 83.544 1247DR-PR-121 2.976

Subtotal Expenditures of Federal Awards
(Balance CarTY FOPWAIAY:, covomvuscivessssitesmsmsansemssiesmsisbitssasibins _1.998.564
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SABANA GRANDE, PUERTO RICO

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

FEDERAL PASs-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
Subtotal Expenditures of Federal Awards
(Balance Brought Forward)........cccocoriiinnnimimnnnecnssnsinnenns $1.998.564
U.S. Department of Health and Human Services:
Pass-Through Office of Governor — Elderly Office:
Special Program for Aging, Title IIl, Part B ..o 93.044 N/AV - 71,503
Pass-Through Administration of Children and Families:
Child Care and Development Block Grant...........coccvvaeeee 93.575 CC-92-502 249,117
Head Start Program.......... : 93.600 02-CH-0483-36
02-CH-0483-37 4,700,900
Fami‘.ly Violence Prevention and Services...........cvvniruin 93.592 27,445
Social Services BIock Grant.........covuueesereasesssssecsessessessonns 93.667 34,723
Direct Program:
Early Head Start:;..oisuinimmimiainintiaimasiiee 93.600 682.966
Total U. S. Department of Health and
AN SeTVICEE 1. siirar el s et v s e et s 5.772.654
TOTAL EXPENDITURES OF FEDERAL AWARDS.... $7.771.218

See accompanying Notes to Schedule of Expenditures of Federal Awards.
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NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004 e

NOTE 1

NOTE 2

e

NOTE 3

NOTE 4

NOTE 5

GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
activity of the Municipality of Sabana Grande, Puerto Rico (Municipality) and is presented
on the modified accrual basis. The information in this schedule is presented in accordance
with the requirements of OMB Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations. Therefore, some amounts presented in this schedule may differ
from amounts presented in, or used in the preparation of, the general-purpose financial
statements. The reporting entity is defined in Note (1) (A) to the general-purpose combined
financial statements. =

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. The accompanying Schedule of Expenditures of Federal Awards is prepared from
Municipality’s accounting records and is not intended to present financial position or the
results of operations.

B. The financial transactions are recorded by the Municipality in accordance with the terms
and conditions of the grants, which are consistent with accounting principles generally
accepted in the United States of America.

C. Expenditures are recognized in the accounting period in which the liability is incurred, if
measurable or when actually paid, whichever occurs first.

FEDERAL CFDA NUMBER

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

PASS THROUGH GRANTOR’S NUMBER

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

MAIJOR PROGRAMS

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

END OF NOTES
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4§ MENDOZA & RAMOS

Contadores Publicos Autorizados, C.S.P.

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

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

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

We have audited the basic financial statements of Municipality of Sabana Grande, Puerto Rico (the
“Municipality”) as of and for the fiscal year ended June 30, 2004, and have issued report thereon dated
January 20, 2005. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Municipality’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we coisidered the Municipality’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
basic financial statements and not to provide assurance on the internal control over financial reporting.
Our consideration of the internal control over financial reporting would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements in amounts that would be material in relation to the basic
financial statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. We noted no matters involving the internal
control over financial reporting and its operation that we consider to be material weakness. However, we
noted other matters involving the internal concol over financial reporting, which we have reported to
management of the Municipality in a separate letter dated January 20, 2005.



INDEPENDENT AUDITORS’ REPORT
Page 2

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

LL%;@' Noarve
M ﬁOS
CERTIFIED PUBLIC ACCOUNTANTS, C.S.P.

Guayama, Puerto Rico

CONTADORES
] 20, 2005 ;
RS PUBLICOS .
Stamp number 2026975 was
affixed to the original of this
repon.
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§¥ MENDOZA & RAMOS

Contadores Priblicos Autorizados, C,S.P.

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

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

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

Compliance

We have audited the compliance of the Municipality of SABANA GRANDE, Puerto Rico (the
“Munijeipality™) with the types of compliance raquirements described in the U. S. Office of Management
and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each of its major
federal programs for the fiscal year ended June 30, 2004. The Municipality’s major federal programs are
identified in the summary of 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 opinioft on the Municipality’s compliance based on our audit.

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

In our opinion, the Municipality complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the Fiscal Year Ended June 30, 2004.
However, the results of our auditing procedures disclosed an instance of noncompliance with those
requirements, which are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying Schedule of Findings and Questioned Costs as items 04-I11-01,
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND INTERNAL CONTROL
OVER COMPLIANCE APPLICABLE TO EACH MAJOR FEDERAL AWARD PROGRAM
AND ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Page 2

Internal Control Over Compliance

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

We noted certain matters involving the internal control over compliance and its operation that we
consider to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance that,
in our judgment, could adversely affect the Municipality’s ability to administer a major federal program
in accordance with the applicable requirements of laws, regulations, contracts and grants. Reportable
conditions are described in the accompanying Schedule of Findings and Questioned Costs as item 04-[1I-
01.
’

A material weakness is 2 condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts and grants that would be material in relation to a major
federal program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions, Our consideration of the internal control over
compliance would not necessarily disclose all matters in the internal control that might be reportable
conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However we believe none of the reportable conditions described
above to be material weakness.

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

N Ql & OZA & )
CERTIFIED PUBLIC ACCO UNTANTS, C.S.P.

C{’ X

Guayama, Puerto Rico </ CONTADORES
January 20, 2005 PUBLICOS

s+ AUTORIZADOS

Stamp number 2026976 was S
affixed (o the original of this %
report
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2004

SECTION | - SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditors’ report issued:

Internal control over financial reporting:

B Unqualified Opinion
O Adverse Opinion

O Qualified Opinion
O Disclaimer Opinion

® Reportable condition(s) identified? K Yes O None Reported
® Material weakness(es) identified? O Yes & No _
Noncompliance material to financial statements noted? O Yes B No
Federal Awards
Internal control over major programs:
® Rei;ortable condition(s) identified? B Yes 0 None Reported
@  Material weakness (es) identified? O Yes No
Type of auditors’ report issued on compliance for
Major Programs: Unqualified Opinion [ Qualified Opinion
O Adverse Opinion O Disclaimer Opinion
Any audit finding disclosed that are required to be reported
in accordance with OMB Circular A-1337 B Yes O No
The Municipality’s major programs were:
CFDA Number Name of Federal Program

14.871 Section 8 Housing Choice Vouchers

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



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2004

SECTION II — FINANCIAL STATEMENT FINDINGS

NO MATTER IS REPORTED.

49



-

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2004

SECTION 111 — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

I
CRITERIA

CAUSE
EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

NUMBER 04-111-01

HEAD START PROGRAM (CFDA NO. 93.600)

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

PASS-THROUGH STATE — ADMINISTRATION OF CHILDREN AND
FAMILIES

COMPLIANCE AND INTERNAL CONTROL
DAVIS BACON

Municipality did not perform the required procedures to ensure that contractors
paid prevailing wages according to the Department of Labor rates as established
by the Davis-Bacon Act.

Davis-Bacon Act, as amended (40 USC 276a - 276a-7). The procedures
establish that the Municipality must interview the employees at the beginning, at
a middle stage and at the end of the project. Also the Municipality should verify
if the contractor is paying the prevailing wages according to the Department of
Labor.

Municipality’s Head Start Program is not in compliance with Davis-Bacon Act
(40 USC 276a - 276a-7).

Municipality did not perform the required procedures for the Head Start
Program to ensure contractors and subcontractors compliance with the Act.

We recommend the Head Start Program’s management to perform the required
procedures that includes obtaining prevailing wage rates from the Department of
Labor and comparing it with the payroll of the contractor, the assignment of
specific responsibility to one municipal employee to monitor contractors and
subcontractors for compliance, and to perform interviews to contractor’s and
subcontractor’s [aborers accordingly to the established requirements.

None

Pending the Corrective Action Plan.

END OF SCHEDULE




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE, PUERTO RICO

SCHEDUE-OF PRIOR AUDIT’S FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2004

(1) Audit Findings that have been Fully Corrected:
FISCAL YEAR 2003

Finding Number 03-111-01  Allowance Cost/ Cost Principles — No stamped as paid

CFDA Number 14.871
Questioned Cost None
Auditee Comments System and procedures are corrected.

Finding Number 03-111-03  Eligibility Tests — HUD-approved release and consent forms.
CFDA Number 14.871
Qll:estioned Cost None
Auditee Comments System and procedures are corrected.
Finding Number 03-I11-04  Special Tests and Provisions -
Housing Quality Standards inspections.
CFDA Number 14,871

Questioned Cost None

Auditee Comments System and procedures are corrected

FISCAL YEAR 2002
Finding Number 02-111-01 Eligibility Tests — HUD-approved release and consent forms.
CFDA Number 14.871
Questioned Cost None

Auditee Comments System and procedures are corrected.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SABANA GRANDE, PUERTO RICO

SCHEDULE OF PRIOR AUDIT’S FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2004

Finding Number 02-111-03  Special Tests and Provisions —
Housing Quality Standards inspections.
CFDA Number 14.871
Questioned Cost None
Auditee Comments System and procedures are corrected

(2) Audit Findings not Corrected or Partially Corrected:

FISCAL YEAR 2003

Finding Number 03-11I-02  Davis Bacon — Municipality did not develop a monitoring system to the
contractors.

CFFDA Number 14.871

Questioned Cost None

Auditee Comments We will develop the monitoring system and assign to an employee the

responsibility to obtaining contractor’s payrolls and perform the interviews
in accordance with this requirement.

(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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Data Collection Form for Reportin
AUDITS OF STATES, LOCAL GOVERNMENTS, AND HON %ROFI'I‘ ORGANIZATIONS
for Fiscal Year Ending Dates In 2004, 2005, or 2006

U.S. DEPT, OF COMM,- Econ. and Sial. Admin.- U.S. CENSUS BUREAU
ACTING AS COLLECTING AGENT FOR
OFFICE OF MANAGEMENT AND BUDGET

of States, Local Governments, and Non-Profit Organizations."

’ Complete this form, as required by OMB Circular A-133, *Audits

Federal Audit C ocuse
> 1201 E. 10th Slreelw
Jefersonville, IN 47132

GENERAL INFORMATION (To be campleied by auditee, except for Iltems 4 and 7)

1. Fiscal period ending date for this submission

2. Type of Circular A-133 audit

Month Day Year - 4
06 / 30 /2004 m Pe"?dzo%ﬂs"-: Eﬁ?%w“st 1X Single audit  2[] Program-specific audit
3. Audit period covered 4. FEDERAL Date received b
GOVERNMENT  Federal clearing
1(X Annual 2[J Biennial 3] Other - Months USE ONLY
5. Auditee Identification Numbers
a. Primary Employer |dentification Number (EIN) b. Are multiple EINs covered in this report? 1[]Yes 2[XINo
o c. [f Part |, item 5b = “Y@s," complete Part |, item 5¢
6[6]7|0]4[3]3]|5]3)0 on the continuation sheet onlrlﬁ;ige 4,
d. Data Universal Numbaring System (DUNS) Number e. Are multiple DUNS covered in this report? 1] Yes 2CINo
= i f. |f Part |, Item 5e = "Yes," complete Part |, ltem 5i
on the continuation sheet on Page 4.
6. AUDITEE INFORMATION 7. AUDITOR INFORMATION (7o be complated by auditor)

g. AUDITEE CERTIFICATION STATEMENT - This is to
u¥ that, to the best of my knowledge and belief, the auditee
1) engaged an auditor to perform an audit in accordance
with the provisions of OMB Circular A-133 for the period
dascrbed in Part |, ltems 1 and 3; (2) the auditor has completed

such audit 2 madamgnod audit report which states that
the auditwds bq in accortlance with the provisions of the
Circulay! and,/(3) the infermation included in Parts I, I, and I
of this data £ollection fofm is accurate and complete. | declare
thanhm  and corg

Date
Month Day Year
D50z |2y~

Printed Name of cwg official
MIGUEL G. ORTAZ VELEZ

a. Auditee name a. Auditor name

MUNICIPIO DE SABANA GRANDE CPA MENDOZA & RAMOS

b. Auditee address (Number and strest) b. Auditor address (Number and strest)

APARTADO 356 PO BOX 35
City City

SABANA GRANDE GUAYAMA =
State ZIP + 4 Code State ZIP + 4 Code <

PR ojolef3|7] PR ofol7(8|si

¢. Auditee contact ¢. Auditor contact :
Name Name

MIGUEL G. ORTIZ VELEZ CPA ISMAEL RAMOS ' '
Title Title

MAYOR PARTNER

d. Auditee contact telephone d. Auditor contact telephone
(787) 873 — 2060 (787 ) 884 — 9271

e. Auditee contact FAX €. Auditor contact FAX
(787 ) 873 —2590 (787 ) 864 — 9271

f. Auditee contact E-mail f. Auditor contact E-mail

CPARAMOS@PUERTORICO.ORG

9. AUDITOR STATEMENT - The data elements and
information included in this form are limited to those prescribed
by OMB Circular A-133. The information included in Pants Il and
il of the form, except for Part lll, ltems 7, 8, and 9a-9f, was
transferred from the auditor's report(s) for the period described
in Part |, tems 1 and 3, and is nol a substitute for such
reports. The auditor has not performed any auditin &groced:m
since the date of the auditor's report(s). A copy of mporung

package required by OMB Circular A-133, which includes the
cmnplete auditor's report(s), is avaiable in its enfirety from the
auditee at the address provided in Par | of this form. As
required by OMB Circular A-133, the information in Parts I
and I of this form was entered in this form by the auditor
based on information included in the reporting package. The
auditor has not performed any additional zuditing procedures in
connection with the completion of this form.

Printed Title of cerlifying official
MAYOR

r Date

'28) &' j=60s )

re ol au

1~

—

N

O
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Mark either: 1 X] Unqualified opinion OR
any combination of: 2 [] Qualified opinion 3 [] Adverse opinion <[] Disclaimer of opinion

2. |Is a "going concem"” explanatory paragraph included in the audit report? 10 yves 2IXINo
3. Is a reportable condition disclosed? 10 Yes 2[XINo - SkiP to item 5
4. Is any reportable condition reported as a maternal weakness? 10 Yes 2[No
5. Is a material noncompliance disclosed? 10Yes 2XINo

FEDERAL PROGRAMS (To be completed by auditor)

1. Does the auditor’s report include a statement that the auditeg's financial
statements include departments, agencies, or other organjzational units
expending $500,000 or more in Federal awards that have separate A-133

audits which are not included in this audit? (AICPA Audit Guide, Chapter 12) 1] Yes 2[XINo
2. %ﬁs isc :Jr::% l:?lfr1tgga§sﬂd.‘5% odésbt}i)nguish Type A and Type B programs? $ 300,000
3. Did the auditee qualify as a low-nsk auditee? (§___ .530) 1] Yes 2[XINo
4. |s a reportable condition disclosed for any major program? (§ ___ .510(a)(1)) 1X ves 2[0No-SKIP to item 6
5. Is any reportable condition reported as a matenal weakness? (§ ___ .510(a)(1)) 100 Yes 2XINo
6. Are any known questioned costs reported? (§ ___ .510(a)(3) or (4)) 1 ves 2(XINo

7. Were Prior Audit Findings related to direct funding shown in the Summary Schedule of
Prior Audit Findings? (§___.315(b)) 10 ves 2EINo

8. Indicate which Federal agency(ies) have current year audit findings related to direct funding or prior audit findings shown
in the Summary Schedule of Prior Audit Findings related to direct funding. (Mark (X) all that apply or None)

98 [J U.S. Agency for Inter- 83 [] Federal Emergency 43[] National Aeronautics and s8] Social Security
national Development Management Agency Space Administration Administration
10 ] Agricutture 30 [] General Services Administration 8o [ ] National Archives and  1a[J U.S. Department
23[] Appalachian Regional 93 [] Health and Human Services Records Administration of State
Commission o7 ] iHomeland Security s (] National Endowmentfor 20 Transportation
11[] Commerce 14 ] Housing and Urban 0 o 210 Tltfasury
941 Comoration for National Development 08 zahﬁnal Engowmam for  g2[] United States
and Community Service o3 [] Institute of Museum and o Ll Information Agency
31 IiDeforeo Library Services a7 National Science 64 ] Veterans Affairs
sa[] Education 15 ] Interior o : 0o[X] None
: o7 LI Office of National Dru :
811 Energy 16 L] Justice Control Policy g OJ Other - Specify:
65 L] Environmental 17 ] Labor so ] Small Business | I
Protection Agency oo (] Legal Services Corporation Administration ' ]
Each agency identified is required to receive a copy of the reporting package.
In addition, one copy each of the reporting package is required for:
« the Federal Audit ClearinghouS8 @rchiVes . . . . ... ..ottt vie vt one e ee e s X
s and, if not marked above, the Federal cognizantagency . . ... .. .....cume i anen.. @
Count total number of boxes marked above and submit this number of reporting packages . ... D )

Page 2 FORM SF-SAC (5-2004)
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INTERNET REPORT ID: 157179

2/26/2005 (Page 3-#1 of 2) Primary EIN: (6 -|0{4|3|3|5(3|0
AT CHATE | FEDERAL PROGRAMS - Continued
9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR 10. AUDIT FINDINGS
CFDA Number Research Major program
Federal | and Name of Federal Amount Direct yos, o] conarne oitidenl,
f;é?,?y ' Extension 2 develop- program expended award Major mudlt compliance p ra!el;encas
PRI : ey program ke raquuem.ent(s) number(s)
@ | (b) (c) (d) (e) {f) _ (@ (h) (@) (b)
: I 10 Yes 10 Yes | 10 Yes
1,0 ,558 2[XINo | cHILDAND ADULT CARE FOOD $ 307,546 .00| 2KINo | 2[XINo o N/A
i 1 Yes 1®Yes | 100 Yes
110,.770 2 (X1 No WATER AND WASTE DISPOSAL LOAN $ 5125.00| 2LJNo | 2(XINo o N/A
i
1| ) 1O Yes 1Yes | 10]Yes
1 | 4,228 2 X No STATE BLOCK GRANT $ 832,511 .00] zXINo | 2[XINo 0 INIA
I 1[JYes 1@ Yes | 1 X Yes
11 4 : 871 2 XI No SECTION 8 HOUSING CHOICE VOUCHERS $ 708,637 .00 20No | 200No U o NJA
li : 10 Yes 1XYes | 10 Yes
1,6 ,.580 2 X No EDWARD BYRNE MEMORIAL STATE $ 52,680 .00 2LINo | 2XINo o N/A
| : 10 Yes 1 X Yes | 10Yes
11 61,592 2 [XI No LOCAL LAW ENFORCEMENT BLOCK $ 18,552.00] 2LI1No | 2[XINo o N/A
t
:— I 1 [ Yes 1XYes | 1 CYes
1,6 : 710 2 No PUBLIC SAFETY PARTNERSHIP AND COMMUNITY $ 70,537 .00| 2LINo | 2[XINo o N/A
| : 1 [ Yes 10Yes | 10Yes
813 ,.544 2B No PUBLIC ASSISTANCE GRANT $ 2976.00( 2XINo | 2XINo 0 N/A
: : 1 [ Yes 1Yes | 100Yes i
9 ,31.044 2 X No SPECIAL PROGRAM FOR AGING $ 77,503.00| 2XINo | 2[XINo 0 NJ/A
55 1 [1Yes 10 Yes | 100 Yes :
913!.575 »DINO | CHILD CARE AND DEVELOPMENT $ 249,117 .,00| 2XINo | 2[XINo 0 A
L JF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTQCOPY
TOTAL FEDERAL AWARDS EXPENDED > THIS FAGE, ATTACH ADDITIONAL PAGES TO THE FORM,
$ 7,771,218 .00} AND SEE INSTRUCTIONS
1 See Appendix 1 of instructions for valld Federal Agency two-digit prefixes.
2 Or other Identifying number when the Catalog of Federal Domestic Assistance (CFDA) number is not availabla. (See Instructions)
3 if major program is marked “Yes,” enier only one letter (¥ = Unqualified opinion, @ = Qualfiled opinion, A = Adverse opinion, B = Disclaimer of opinion) comespanding to the
type of audit report In the adjacent box. |f major program is markad "No," leave the type of audit report box blank.
4 Enter the lstter(s) of all typa(s) of compllance raquirameant(s) that apply to audit findings (i.a., noncompliance, raportabla conditions (Inclisding matarial weaknesses), questionad
cosls, fraud, and other items reporied under §___ .510(a)) reported for each Federal program.
A. Activities allowed or unallowed E. Eligibility I. Procurement and suspension L. Reporting :
B. Allowable costs/cost principles F. Equipment and real property management and debarment M. Subrecipient monitoring
C. Cash management G. Matching, level of effort, earmarking ;1( :;rogiram ‘“anme o S N. Special lests and provisions
. Davis - Act H. Period of availability of Federal fund S HORPEOPOL LY SICaIaOn. an O. None
K 2 NIAD!QF:IVD :‘ 2 Bacon Ac eri availability of Federal funds el i e el /
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INTERNET REPORT ID: 157179

2/26/2005 (Page 3-#2 of 2) Primary EIN: 6|6|—|0|4|3(3(5|3|0
/|| FEDERAL PROGRAMS - Continued )
9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR 10. AUDIT FINDINGS
CFDA Number Research Maijor program

S | e Lo M < R P L R W
A tension . : ;
P?:gg A st PROH program | 3 requirement(s) number(s)

@ | (0) (c) (@) (@) 0] (0) (h) (a) (b)

: [ 10 Yes 10Yes | 1[X Yes

| 3 |.600 2[XINo HEAD STAR $ 4,700,900 .00 2XINo | 2[INo Y D 04-111-01

= 10 Yes 10Yes | 100 Yes
9| 3,,592 2 X No FAMILY VIOLENCE PREVENTION AND SERVICES $ 27,445 .00 2KINo | 2[XINo o N/A

} : 10 Yes 10Yes | 10Yes
9, 3,667 2 (X' No SOCIAL SERVICES BLOCK GRANT $ 34,723 .00| 2XINo [ 2[(XINo o N/A

= 3 1] Yes 1XYes | 18 Yes
918 : 600 2 X No EARLY HEAD START $ 682,966 .00| 2LINo | 2LINo ] 0 INIA

: : 1 O Yes 10Yes | 10Yes

b i 2No $ 00| 20No | 200No

I 10 Yes 10Yes | 10Yes

| il 2 [INo $ 00l 200No | 200 No

: | 1 Yes 1OYes | 10Yes

[ ke 2[JNo $ 00| 20No | 200No

| : 1 Yes 10 Yes | 10Yes

- 2 JNo $ 00| zL0No | 2[JNo

: : 1D Yes 1OYes | 1OYes

I 2[JNo $ 00| 20No | 200No

I 1] Yes 1Yes | 1OYes

Lt 2[INo $ 00| 20No | 200No

- IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY
TOTAL FEDERAL AWARDS EXPENDED » THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM,
$ 7,771,218 .00} AND SEE INSTRUCTIONS

C. Cash management

D. Davis - Bacon Act
\ 5 N/A for NONE

! See Appendix 1 of instructions for valid Federal Agency two-digit prefixes.
2 Or other identifying number when the Catalog of Fedaral Domestic Assistance (CFDA) number is not available. (See instructions)

3 i major program Is marked "Yes,” enter only gne letter (U = Unqualmed opinion, @ = Qualified opinion, A = Adverse opinion, D = Disclaimer of opinion) corresponding to the
type of audit raport in the adjacant box. If major program Is markad 'No * leave the type of audit report box blank.

4 Enter the letter(s) of all typa(s) of compliance raquirament(s) that apply to audit findings (i.e., noncompliancs, raportable conditions (including material weaknesses), questionad
costs, fraud, and other items reporied under § .510(a)) reported for each Federal program.

A. Activities allowed or unallowed
B. Allowable costs/cost principles

E. Eligibility

F. Equipment and real property management
G. Matching, level of effort, earmarking
H. Period of availability of Federal funds

I. Procurement and suspension

and debarment

b

. Program income
Real property acquisition and

relocation assistance

L. Repording
M. Subrecipien! monitoring

N. Special tests and provisions
O, None

P. Other
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é"  PAF ____- Item 5 Continuation Sheet

: c. List the multiple Employer Identification Numbers (EINs) covered in this report. f. List the multiple DUNS covered in the report.
1] IN|:|A 21 ¥ 41 2 T IN[£[A s 21 =
2 g 22 & a2 = 2 i g 22 o
3 R 23 e 43 o 3 X ! =3 =
4 = 24 A a4 = 4 i g 24 =
5 i 25 = 45 9 5 2 L 25 A
6 = 26 = 46 - 6 i = 26 =
7 o 27 == 47 1 7 L = 27 =
8 = 28 x 48 8 = 4 28 )
9 = 29 1 49 = 9 e = 29 =
10 B 30 o 50 A 10 . A 30 -
11 b 31 5 54 i 11 Ll 3 31 g
12 ol 32 & 52 a 12 i K 32 %)
13 = 33 = 53 < 13 ) = 33 .
14 L 34 - 54 = 14 7] o 34 41
15 = 35 i 55 4 15 iy = 35 e
16 = 36 4, 56 = 16 | ! 36 &
17 b 37 ] 57 i 17 4 " 37 X
18 e 38 = 58 = 18 - 24 38 =

% 19 = 20 s 59 & 19 = i 399 =

§ 20 Py 40 1 80 L) 20 & = 40 "

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




