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CPA DIAZ-MARTINEZ, PSC 
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS 

INDEPENDENT AUDITORS' REPORT 

To the Honorable Mayor and 
Member of the Municipal Legislature 
Municipality of San Lorenzo, Puerto Rico 

ENHANCINl;THt ~ALITY Of ACCOVNTIN<;. AVDmNC ANO AUUtATION JtRVICU 

201 GauliBr Benitez Ave. 
Consolidated Mall C-31 

POBox8369 
Caguas, PR 00726-8369 

Phones: (787) 746-051O1:'46· 11851 746-1370 
Fax: (787) 746·0525 

cpadla1m.1rtlntz@hotmall.com 

We have audited the accompanying financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of the Municipality of San Lorenzo, Puerto Rico (Municipality), as of and 
for the fiscal year ended June 30, 2005, which collectively comprise the Municipality's basic financial statements as 
listed in the Table of Contents. These financial statements are the responsibility of the Municipality's management. 
Our responsibility is to express an opinion on these basic combined financial statements based on our audit. 

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

We were unable to obtain sufficient and competent evidence to support the valuation, existence, completeness and 
rights applicable to certain capital assets in governmental activities and we were unable to satisfy ourselves by 
means of other auditing procedures. 

In our opinion, except for the effects, if any, of such adjustments, as might have been determined to be necessary 
had we been able to obtain sufficient evidence to certain capital assets in governmental activities as explained in 
third paragraph, 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, 2005, and the respective changes in financial position, for the fiscal year then ended 
in conformity with accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued our report dated December 16, 2005 on 
our consideration of the Municipality's internal control over financial reporting on our test of its compliance with 
certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report 
is to describe the scope of our testing of internal control over financial reporting and compliance and the results of 
that testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That 
report is an integral part of an audit performed in accordance with Government Auditing Standards and should be 
considered in assessing the rP.sults of our audit. 

2 Member ot: Amerlc:an Institute ot Certltied Public Accountants (AICPA) 
Pueno Rico society 01 Cenllied Public Atcountants 

Enrolled In the AICPA Peer Revtew Program Sloco 1988 
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The Management's Discussion a11d Analysis and budgetary comparison information on pages 4 through 12, and 29 
and 30, are not a required par! of the basic financial statements but are supplementary information required by 
accounting principles generally accepted in the Untted States of America. We have applied certain limited 
procedures, which consisted principally of inquiries of management regarding the methods of measurement and 
presentation of the required supplementary information. However, we did not audit the information and express no 
opinion on it. 

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

' c p /J ~ -)) ~ ' rf,ti!_ 
CPA DIAZ-MARTINEZ,~ PS~ 
Certified Public Accountants & Consultants 
License Number ·12, expires on December 1, 2007 

Caguas, Puerto Rico 
December 16, 2005 

2112541 

3 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

The management of Municipality of San Lorenzo, Puerto Rico (Municipality) offers this narrative 
overview and analysis of the financial activities of the Municipality for the fiscal year ended June 30, 
2005. The new reporting model required by Govenunental Accounting Standards Board Statement No. 34 
was implemented during fiscal 2003. The financial statements associated with it are described in the 
following narrative as well as in the Notes to Financial Statements. 

The Management's Discussion and Analysis (MD&A) is designed to focus on the current year activities, 
resulting changes and currently known facts, and much of the information is comparable to prior year. We 
encourage readers to consider this information with the Municipality's basic financial statements that 
follow. 

FINANCIAL HIGHLIGHTS 

The following are key financial highlights for the fiscal year: 

•!• The net assets of the Municipality exceeded its liabilities at June 30, 2005 by $21.8 million 
and at June 30, 2004 by $22 million. 

•!• The Municipality's total net assets decreased by $0.131 million during 2005 and increased by 
$4.0 during 2004. 

•!• As of June 30, 2005, the Municipality's govenunental funds reported combined ending fund 
balances of $6.0 million, a decrease of $0.54 million from the prior year. 

•!• At June 30, 2005, net change for the General Fund was $1.02 million, or 10 percent of total 
general fund expenditures and transfers out. 

•!• The Municipality's capital assets increase as a result of this year's operations ($5.235 
million). Capital assets as of June 30, 2005 are $28.17 million (net of depreciation). 

•!• The Municipality's total bonded debt increased by $4.49 million or 68 percent during the 
fiscal year by new issuance of $2.57 million for capital projects and $1.9 million for 
operating expenses. 

•!• Loans principal payments were $.8 million and$. 7 million in 2005 and 2004, respectively. 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS 

This discussion and analysis are intended to serve as an introduction to the Municipality's financial 
statements. The Municipality's basic financial statements comprise three components: government-wide 
financial statements; fund financial statements; and notes to the financial statements. This report also 
contains other supplementary information in addition to the basic financial statements themselves. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

FOR n1E FISCAL YEAR ENDED JUNE 30, 2005 
Page2 

COMPONIJN1'$ OP nJB PINANCIAL STATBlllJNI'S 

es to the Financial Stalt!1'11e1W 

Government-wide Financial Statements 

The government-wide financial statements are designed to provide readers with a broad overview of the 
Municipality's finances, in a manner similar to a private-sector business. 

The Statement of Net Assets presents information on all of the Municipality's assets and liabilities, with 
the difference between the two reported as net assets. Over time, increases or decreases in net assets may 
serve as a useful indicator of whether the financial position of the Municipality is improving or 
deteriorating. 

The Statement of Activities presents information showing how the Municipality's net assets changed 
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying event 
giving rise to the change occurs, regardless of the timing of the related cash flows. Thus, revenues and 
expenses are reported in this statement for some items that will result in cash flows in future fiscal 
periods. 

Both of the government-wide financial statements of the Municipality are principally supponed by taxes 
and intergovernmental revenues. The governmental activities of the Municipality include general 
government, public safety, public works, human services and welfare, culture and recreation, physical 
environment and urban development. Property taxes, municipal license taxes, state and federal grants 
finance most of these activities. 

Fund Financial Statements 

A fund is a grouping of related accounts that is used to maintain control over resources that have been 
segregated for specific activities or objectives. The Municipality, like other state and local governments, 
uses fund accounting t.o ensure and demonstrate compliance with finance-related legal requirements. 
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Governmental funds. 

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

The Municipality adopts an annual appropriated budget for its general fund. A budgetary comparison 
statement has been provided for the general fund to demonstrate compliance with this budget. 

Notes to the Basic Financial Statements 

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

Other Information 

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

GOVERNMENT-WIDE FINANCIAL ANALYSIS 

Governmental Net Assets 

As noted earlier, net assets may serve over time as a useful indicator of a government's financial position. 
In the case of the Municipality, assets exceeded liabilities by $21.8 million as of June 30, 2005 versus 
$21.9 million as of June 30, 2004. Our analysis below focuses on the net assets (Table 1) and changes in 
net assets of the Municipality's governmental activities. 

6 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 
Page4 

Table 1 
Statement of Net Assets 

As of June 30, 

Current and non-current assets .. . 
Capital assets ..... ........................ . 

Total Assets ....................... . 

Current liabilities ..................... .. 
Deferred revenues ..................... . 
Long-term liabilities .................. . 

Total Liabilities ................. . 

Net Assets: 
Investment in capital assets .. .. 
Restricted .............................. .. 
Unrestricted ......... ............ ... ... . 

Total Net Assets •.......•.....•.• 

2005 

$11,062,360 
28,170.387 
39,232.747 

827,951 
1,704,419 

14.863.211 
17,395,581 

20,130,387 
8,060,366 

(6.353.587) 
$21.837.166 

2004 

$11,583,139 
24.024,303 
35.607.442 

1,893,955 
1,429,851 

10.315.454 
13,639.260 

17,999,303 
8,837,589 

(4.868.710) 
$21.968.182 

The largest portion of the 
Municipality's net assets reflects 
its investment in capital assets 
(e.g. land, buildings, machinery 
and equipment), less any related 
debt used to acquire those assets 
still outstanding ($20.1 million). 
These capital assets are used to 
provide services to citizens; 
consequently these assets are not 
available for future spending. It 
should also be noted that the 
resources required to repay the 
related debt must be provided 
from other sources, since the 
capital assets themselves cannot 
be used to liquidate these 
liabilities. 

An additional portion of the 
Municipality's net assets represents resources that are subject to external restrictions on how they may be 
used ($8 million). 

As of June 30, 2005 the Municipality presented unrestricted (deficit) net assets of ($6.4 million). This 
balance was affected by long term obligations such as compensated absences and other debts for the 
amount of $3,875,068 for which the Municipality did not provide funding in previous budgets. 
Historically, such obligations have been budgeted on a pay as you go basis without providing funding for 
their future liquidation. In addition, operational loans and certain general obligation bonds do not have a 
related capital asset to be reported as invested in capital assets, net of related debt section of net assets. 
Therefore, are reported as part of the unrestricted net assets section. 
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Governmental Activities 

Governmental activities decreased the Municipality's net assets by $131,016. Key element of this 
decrease is depreciation expenses for the amount of $1,088,563 and decrease in capital grants and 
contributions ($2,920,4 79). 

The cost of all governmental activities this year was $17.8 million. Table 2 presents the cost of each of 
the Municipality's largest programs. A visual description are presented in Graphs 1 and 2) 

Table 2 
Changes in Net Assets 

For Fiscal Years Ending June 30, 

Revenues: 
Program Revenues: 

Operating Grants and Contributions 
Capital Grants and Contributions .... 

General Revenues: 
Property Taxes .............................. .. 
Volume of Business Taxes ............. . 
Construction Taxes ........................ . 
Intergovernmental .......................... . 
Other General Revenues ....... ......... . 

Total revenues ........................... . 

Expenses: 
General Administration ........ ........ .. . 
Public Safety ................ ................. .. 
Public Works ................................. . 
Health and Sanitation ..................... . 
Culture and Recreation .................. . 
Solid Waste Disposal.. ................... . 
Human Services and Welfare ......... . 
Urban Development ....................... . 
Interest Costs ..... .......................... .. . 

Total expenses ........................... . 

Changes in net assets ....................... . 
Net assets - beginning, as Restated* .. 
Net assets - ending .......................... .. 

2005 

$ 5,727,308 

3,818,162 
1,831,020 
1,170,625 
4,544,241 

539A72 
17.630.828 

10,293,035 
529,209 

1,246,967 
651,574 
416,741 

1,470,440 
703,273 

1,906,573 
544.032 

17.761.844 

(131,016) 
21.968.182 

$21,837,166 

2004 

$ 3,934,297 
2,920,479 

4,034,144 
1,706,394 
1,289,680 
4,414,423 

321.362 
18.620.779 

7,818,936 
670,484 

1,330,921 
482,607 
606,004 

1,453,226 
1,314,612 

507,936 
391.240 

14.575.966 

4,044,813 
17.923.369 

$21.968.182 

Prior Period Adjustment for Capital Assets $297 thousand and $94 thousand for other expenses. 
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FINANCIAL ANALYSIS OF THE GOVERNMENT'S FUNDS 

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

Governmental Funds 

The focus of the Municipality's governmental funds is to provide information on near-term inflows, 
outflows, and balances of spendable resources. Such information is useful in assessing the Municipality's 
financing requirements. In particular, unreserved fund balance may serve as a useful measure of a 
government's net resources available for spending at the end of its fiscal year. At June 30, 2005, the 
Municipality's governmental funds reported combined ending fund balances of $6 million, a decrease of 
$.5 million from the prior year. 

Approximately 11 % of the combined fund balances ($4 million) constitutes fund balance available for 
spending at the government's discretion. The remainder of the balance ($2 million) is reserved to indicate 
that it is not available for new spending because it has already been committed (1) to pay debt service 
($1.2 million), or for other restricted purposes ($.8 million). 

The general fund is the chief operating fund of the Municipality. At June 30, 2005, unreserved fund 
balance (deficit) of the general fund was ($1.9) million and total fund balance was $.5 million. As a 
measure of the general fund's liquidity, the total fund balance represents 4.6 percent of total general fund 
expenditures and transfers out. 

BUDGETARY HIGHLIGHTS 

Budget and actual comparison schedules are provided in the Basic Financial Statements for the General 
Fund. The Budgetmy Comparison Schedule of the General Fund shows the original adopted budgets, the 
final revised budget, actual results, and variance between the final budget and actual results for the 
general and major special revenue funds (see Graph 3). 

After the original budget is approved, it may be revised for a variety of reasons such as unforeseen 
circumstances and other unanticipated revenues. Differences between the original 2005 budget and the 
final amended budget for the General Fund were relatively minor and can be related to appropriations to 
temperate to actual expenditures. 

10 



COMMONWEAL TII OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 
Pages 

GRAPH3 
PAlnicipality of San Lorenzo, Puerto Rico 

BudgotCo~n 
(In l\llllion of$) • ORIGl~L BUDGET 

15.00 

10.00 

5.00 

0.00 

-5.00 
JUNE2005 JUNE2004 

a FINAL BUOOET 

aACTUAL REVENUES 

• ~ENOITURES 

a UNE»'ENDED 
BALANCE 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capita} Assets 

The Municipality's investment in capital assets for its governmental type activities as of June 30, 2005 
amounted to $28.2 million (net of accumulated depreciation). This investment in capital assets includes 
land, buildings, improvements, machinery and equipment, parks, roads, and bridges. The total increase in 
the Municipality's investment in capital assets for the current fiscal year was $5.2 million. 

Major capital asset events during the fiscal year 
included Building for the amount of $2.3 
million. infrastructure for the amount of $1. 7 
million and construction in progress for $.635 
million, necessary to provides services to our 
citizens. Table 3 present the major classes of 
capital assets. 

Projects promoted during the year 2005 were: 
remodeling of Market Place, new Emergency 
Center, and minor infrastructures projects in 
the entire Municipality. 

TableJ 
Municipality of San Lorem:o's Capital Assets 

(Net of Depreciation) 
June 30, 

2005 

Land .................................... $ 9,831,485 
Consttuction in Progress ...... 2,573,494 
Buildings................... .......... 9,266,445 
Infrastructure ....................... 5,33 7,849 
Macbineiy and Equipment ... 563,024 
Motor Vehicles.................... 598.090 

2004 

$ 9,831,485 
1,938,244 
7,316,341 
3,858,866 

487,085 
592,282 

Total Capital Assets .......... $28, lJ0.387 $24.024303 
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Long-term Debt 

At June 30, 2005 the Municipality had total of $14.9 million in general obligations and others outstanding 
debts, as shown in Table 4. Of this amount, $11 million comprises debt backed by the full faith and 
credit of the government and $3 .8 million is other obligations. 

Table4 
Municipality of San Lorenzo's Long-Term Debts 

June 30, 

General Obligations ............. .. 
Special Notes ....................... . 
Others .................................. .. 

2005 

$ 8,550,000 
2,438,143 
3.875.068 

2004 

$ 5,980,000 
597,190 

3.738.264 

The Municipality is required to limit the amount of 
general obligation debt to 10% of the total 
assessment of property located within the 
Municipality in order for the bonds to be repaid 
with the proceeds of property taxes restricted for 
debt services. Other obligations include accrued 
vacation and sick leave, claims and judgments, and 
landfill obligation. More detailed information 
about the Municipality's long-term liabilities is 

Total Long-Term Debts ... .. $14.8§3.211 $10.315.454 presented in the notes to the financial statements. 
The Municipality continues to meet its financial 

needs through prudent use of its revenues and creative debt financing programs. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES 

Local, national and international economic factors influence the Municipality's revenues. Positive 
economic growth is correlated with increased revenues from property taxes, volume of business taxes, 
charges for services, as well as state and federal grants. Economic growth in the local economy may be 
measured by a variety of indicators such as employment growth, unemployment, new construction, 
assessed valuation, and other revenues. Also, new development in the center of the Municipality will 
promote the commerce and tourism during the next year. 

All of these factors were considered in preparing the Municipality's budget for the 2005 fiscal year. Some 
cost reductions helped fund improvements of existing facilities, public safety and works, economic 
development initiatives and human service improvements. 

CONT ACTING 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 
infom1ation, contact the Municipality's Finance Department at (787) 736-3511, or PO Box 1289, San 
Lorenzo, PR 00754. 

12 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

STATEMENT OF NET ASSETS 

JUNE 30, 2005 

ASSETS: 

Cash and Investments .......................................................................................................................... . 
Cash with Fiscal Agent ...... ................................................................................................................... . 
Receivables (net): 
Property Taxes ................................................................................................................................... . 
Governmental Units ............................................................................................................................ . 
Federal Grants .................................................................................................................................... . 

Capital Assets (Notes 1 & 6): 
Land, Improvements, and Construction in Progress ........................................................................... . 
Other Capital Assets, [Net of Depreciation] ........................................................................................ . 

Total Capital Assets .......................................................................................................................... . 

TOTAL ASSETS ............................................................................................................................. . 

LIABILITIES: 

Accounts Payable and Accrued Expenses ........................................................................................... . 
Accrued Interest ................................................................ ................................................................... . 
Deferred Revenue ................................................................................................................................ . 
Long-Term Liabilities (Note 7): 
Due within One Year .......................................................................................................................... . 
Due in More than One Year ................................................................................................................ . 

Total Liabilities ................................................................................................................................ . 

NET ASSETS 

Invested in Capital Assets, Net of Related Debt... ... ........................................................................... . 
Restricted for: 
Debt Service ..................................................................................................................................... . 
Community Development Projects ................................ ............................................................ ........ . 
Other Purposes ................................................................................................................................. . 

Unrestricted (Deficit) ........................................................................................................................... . 

TOTAL NET ASSETS ...................................................................................................................... . 

See accompanying Notes to Basic Financial Statements. 
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GOVERNMENTAL 
AcnvmEs 

$ 2,323,574 
6,119,298 

127,109 
235,742 

2,256.637 

12,404,979 
15,765.408 

28,170,387 

39.232.747 

613,522 
214,429 

1,704,419 

1,825,406 
13.037.805 

17.395,581 

20,130,387 

796,278 
3,071 ,900 
4,192,188 

(6,353.587) 

$21.837.166 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

STATEMENT OF ACTIVITIES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

FUNCTIONs/PROGRAMS 

Governmental Activities: 

Mayor and Municipal Legislature ..................... . 
General Government ...................................... .. 
Public Safety .................................................... . 
Public Works .................................................... . 
Culture and Recreation .................................... . 
Health and Sanitation ...................................... . 
Human Services and Welfare .......................... . 
Urban Development. ........................................ . 
Solid Waste Disposal... ................................... .. 
Interest on Long-Term Debt ............................ . 

Total Governmental Activities .................... . 

See accompanying Notes to Basic Financial Statements. 

EXPENSES 

$ 1,038,212 
9,254,823 

529,209 
1,246,967 

416,741 
651,574 
703,273 

1,906,573 
1,470,440 

544.032 

$17.761.844 

General Revenues: 
Taxes: 

CHARGES FOR 
SERVICES 

$ 

$ 

PROGRAM REVENUES 

OPERATING 
GRANTS AND 

CoN'TRJBUTIONS 

$ 
3,137,193 

29,046 

1,252,783 
1,308,286 

$ 5.727.308 

CAPrrAL 
GRANTS AND 

CONTRJBUTIONS 

$ 

$ 

Property Taxes, levied for General Purposes .............................. . 
Property Taxes, levied for Debt Service ..................................... .. 
Volume of Business Taxes ......................................................... .. 
Construction Taxes ....•....................................................•............. 

Intergovernmental .......................................................................... . 
Miscellaneous ................................................................................ . 

Total General Revenues .............................................................. . 

CHANGE IN NET ASSETS ....................................................... . 

Net Assets - Beginning of Year,~ Restated ................................ .. 

NET ASSETS - ENDING OF YEAR ............................................... . 

14 

NET (EXPENSE) 
REVENUE 

($ 1,038,212) 
(6, 117,630) 

(500,163) 
(1,246,967) 

(416,741) 
(651,574) 
549,510 

(598,287) 
(1,470,440) 

(544.032) 

(12.034.536) 

2,926,260 
891,902 

1,831,020 
1,170,625 
4,544,241 

539.472 

11.903.520 

(131,016) 

21.968.182 

$21.837.166 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

BALANCE SHEET - GOVERNMENTAL FUNDS 

JUNE 30, 2005 

GENERAL 

ASSETS 

Cash and Investments (Note 1) .................................. . $ 1,509,076 
Cash with Fiscal Agent ............................................... . 1,256,733 
Receivables: 

Property Taxes ........................................................ .. 12,608 
Federal Grants ......................................................... .. 
Due from Governmental Units ................................. .. 82,070 
Due from Other Funds .............................................. . 705,072 

Total Assets ....... " ........................... " ..................... .. ~ a.sss.55~ 

LIABILITIES AND FUND BALANCES 

Liabilities: 

Accounts Payable ....................................................... . $ 350.446 
Accrued Interest .......................................................... . 
Due to Governmental Units ........................................ . 13,730 
Due to Other Funds ................................................... .. 863,408 
Deferred Revenues: 

Volume of Business Tax .......................................... .. 1,704,419 
Christmas Bonus ..................................................... .. 82,070 
Local Grants ............................................................ .. 12,608 
Federal Grants ........................................... ............... . 

Total Liabilities ............................................................ . 3,Q26,681 

Fund Balances: 

Reserve For: 
Encumbrances .......................................................... . 1,172,225 
Debt Service ............................................................. . 
Future Expenditures ................................................. . 1,256,733 

Unreserved (Deficit} .................................................... . (1,890,QBOl 

Total Fund Balances ................................................... . 538,87~ 

TOTAL LIABILmES AND FUND BALANCES ........ .. 1 a,5§5,~ 

See accompanying Notes to Basic Financial Statements. 

$ 

SBGP 
FUND 

23 

2,075,821 

I 2.QZ5,Mi 

$ 13,230 

34,237 

2,Q28,3n 

g,075,844 

1 2,!m,IW 
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STATE OTHER TOTAL 
DEBTSERVICI: AsslGNMENTS GOVEIWMENTAL GOVERNMENTAL 

FUND FUND FUNDS FUNDS 

$ $ 413,888 $ 400,587 $ 2,323,574 
1,378,318 3,484,247 6,119,298 

114,501 127,109 
180,216 2,256,637 
153,672 235,742 
~.293 1,589,365 

i l,f92.§:19 i 413,!HI§ I 5,1Qa,6l§ 112,§51 ,Z~ 

$ 480,000 $ $ 71,976 $ 915,652 
214,429 214,429 

13,730 
7,442 4,020 680,258 1,589,365 

1,704,419 
82.070 
12,608 

t1g,on 2,140,454 

ZOl,871 4,020 §2~.a11 6,67'l,,727 

1,172,225 
790,948 790,948 

409,868 4,239,304 5,905,905 
(1,890,080} 

zoo,948 409,868 4,239,~ 5,978,998 

1 1.ma1~ I i!~.111§ s 5,l03.§l5 IJ2 ~J,725 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

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

JUNE 30, 2005 

Total Fund Balances - Governmental Funds (Page 15) .............................................................. .. 

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

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

Non-Depreciable Assets ..................................................................................... . 

Depreciable Capital Assets ................................................................................. . 
Infrastructure Assets .......................................................................................... .. 
Accumulated Depreciation .................................................................................... . 

Total Capital Assets .................................................................................... . 

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

SBGP .................................................................................................................. . 
Child Care ........................................................................................................... . 
Property Taxes ................................................................................................... .. 
Christmas Bonus ................................................................................................. . 

Total Deferred Revenues ............................................................................ . 

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

General and Special Bonds ................................................................................ . 
Solid Waste Disposal ......................................................................................... .. 
Compensated Absences ..................................................................................... . 
UMSDebt ........................................................................................................... . 
Claims and Judgments ....................................................................................... . 
Christmas Bonus ................................................................................................. . 
Property Taxes ................................................................................................... .. 

Total Long-Term Liabilities .......................................................................... . 

Total Net Assets of Governmental Activities (Page 13) ................................................................ . 

See accompanying Notes to Basic Financial Statements. 
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$12,404,979 

15,938,823 
5,801,262 

(5.974.677) 

2,028,377 
112,077 
12,608 
82.070 

(10,508,143) 
(181,222) 

(1,009,456) 
(282,807) 

(1,255,097) 
(164,140) 

(1.146.486) 

$ 5,978,998 

28,170,387 

2,235,132 

(14.547.351) 

$21 .837.166 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

BALANCE SHEET - GOVERNMENTAL FUNDS 

JUNE30 2005 

STATE OTHER TOTAL 
SBGP DEBT SERVICE AsslGNMENTS GOVERNMENTAL GOVERNMENTAL 

GENERAL fuND FUND FUND FUNDS FUNDS 

REVENUES 

Property Taxes ............................................................ $ 2,913,652 $ $ $ 891,902 $ $ 3,805,554 
Volume of Business Taxes ................... .. .... ................. 1,831,020 1,831,020 
Federal Assistance .................................................... .. 968,066 1,239,235 2,207,301 
Intergovernmental ............................................... ......... 4,556,240 914,643 2,222,550 7,693,433 
Licenses and Permits ...................... ........................... 1,170,625 1,170,625 
Miscellaneous .................. ............................................ 53a.~2 5ae.4Z2 

Total Revenues ............................................................ 11 ,01 1,00~ 968,06~ ~14,643 891,902 3,~61,785 17,247,405 

EXPENDITURES 

Current: 
General Government ................................................... 1,140,652 1,140,652 
General Government ............. ...................................... 5,369,237 3,085,797 8,455,034 
Public Safety ........................................................... ..... 768,899 37,965 806,864 
Public Works ................................................................ 1,880,118 10,593 1,890,711 
Health and Sanitation .................................................. 624,038 27,536 651,574 
Culture and Recreation .............. .................................. 634,840 634,840 
Solid Waste Disposal ................................................... 1.470,440 1.470,440 
Human Services and Welfare ...................................... 1,202,740 1,202,740 
Urban Development ................................... .. ................ 1,264,246 1,336,901 2,601,147 

Capital Outlay ........................................................ ........ 14,512 2,038,406 2,052,918 
Debt Service: 
Principal ....................................................................... 821,813 821,813 
Interest and Other Charges ......................................... 544Qa2 544,032 

Total Expenditures ....................................................... 11,9Q2,736 1,264.246 2,038,406 1.365,845 5.701.532 22,272,765 

OTHER FINANCING SOURCES (USES) 

Proceed of Note ....................................................... .... 1,915,000 2,570,000 4,485,000 
Transfers - In .............................................................. 851,402 474,670 907,130 2,233,202 
Transfers - Out ................ ........................................... (851,§10) (938,880) (442,712) (2,233,202) 

Total Other Financing Sources and Uses .................... 1 ,914,7~ (9~,§§Q) 474,670 3,034,418 ~,485,000 

Net Change in Fund Balances ...... ............................... 1,023,065 (296,180) (2.062,643) 727 794,671 (540,360) 

Fund Balance - Beginning (Deficit) ............................... 2~,180 2,47g,5j1 790,221 3,444,633 6,519,358 

~ . a ~~968 ~ z~~ ~ ~.239304 § 5.~t!i~D 

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

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES 
IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVmES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

Net Change In Fund Balances - Total Governmental Funds (Page 17) ....................................... .. 

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

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

Urban Development .............................................................................................. . 
Depreciation Expense ........................................................................................... . 

Excess of Capital Outlay over Depreciation Expense .................................. .. 

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

Revenues in the Statement of Revenues, Expenditures, and Changes in Fund Balance that 
correspond to prior year resources are not recorded as revenues in the Statement of Activities ... 

Repayment of long-term debt principal is expenditure in the governmental funds, but the repayment 
reduces Long-Term Liabiltties in the Statement of Net Assets. In the current year the 
repayments were .............................................................................................................................. . 

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 Property Taxes Advance - Law No. 42 .............................................. . 
Decrease in Property Taxes Advance- PR Treasury Department ..................... .. 
Decrease in Property Taxes Advance-Law No. 146 .......................................... . 
Decrease in Christmas Bonus .............................................................................. . 
Increase in Bonds ................................................................................................. . 
Increase in LIMS Debt .......................................................................................... . 
Decrease in Debt Service Expenses .................................................................... . 
Decrease in Solid Waste Disposal ........................................................................ . 
Increase in Compensated Absences ................................................................... .. 

Change In Net Assets of Governmental Activities (Page 14) ........................................................ .. 

See accompanying Notes to Basic Financial Statements. 
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$ 5,234,647 
(1 .088.563) 

(78,777) 
32,881 

155,415 
23,998 

(5, 177, 766) 
(282,807) 

55,000 
72,000 

(35.516) 

($ 540,360) 

4,146,084 

1,657,138 

(925,119) 

766,813 

(5,235.572) 

($ 131.016) 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of San Lorenzo, Puerto Rico (Municipality) was 
founded in the year 1ns, 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 legslative body consists of 14 
Legislators also elected in the general elections of Puerto Rico for a four· 
yearpenod. 

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 (GAAP) as 
prescribed by the Governmental Accounting Standards Board (GASS). 
The GASB is the standard-setting body for governmental accounting and 
financial reporting. The GASS periodically updates tts codification of the 
existing Governmental Accounting and Financial Reporting Standards 
which, along with subsequent GASS pronouncements (Statements and 
Interpretations) constitutes GAAP for governmental units. The following is 
a summary of the more significant of such policies. 

A. Financial Reporting Entity 

The accompanying baste 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 untt in the reporting entHy was 
made by applying the provisions ol GASBS No. 14, as amended by 
GASBS No. 39, Determining Whether Certain Organizations Are 
Component Units - an amendment of GASB Statement No. 14. 

The basic criteria for induding a potential component unit within the 
reporting entity is if potential component units are financially accountable 
and other organizations for which the nature and signtticance 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 mclude 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. 

GASBS No. 39 provided additional guidance to detennine whether certain 
organization for which the primary government is not financially 
accountable should be reported as components units. A legally separate, 
tax-exempt organization should be discretely presented as a component 
unit if all of the following criteria are met: {a) the economic resources 
received or held by the separate organization are entirely or almost 
entirely for the direct benefit of the primary government, its component 
units, or its constituents; (b) the primary government, or its component 
units, is entHled to, or has the ability to otherwise access, a majority of the 
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economic resources received or held by the separate organization, and; 
(c) the economic resources received or held by an individual organization 
that the specific primary government, or Its component units, is entitled to, 
or has the ability to otheiwise access, are significant to the primary 
government. 

There are two methods of presentation of the component unH in the 
financial statements: blending - the financial data of the component unit's 
balances and transactions in a manner similar to the presentation of the 
Municipality's balance; and discrete - presentation of the component 
unifs financial data in column separate from the Municipality's balances 
and transactions. 

The relative importance of each criterion must be evaluated in light of 
specific circumstances in order to determine which components units are 
to be included as part of the reporting entity. Our specific evaluations of 
the criteria applicable to the Municipality indicate no organizations meet 
the crHeria 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, 2005, and the 
respective changes in financial position, where applicable, thereof for the 
fiscal year then ended. 

B. 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 
~ic financial statements). Both the government-wide and fund financial 
statements (wHhin 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 Activities) report information of all the activities of 
the Munlclpality. For most part, the effect of interfund activity has been 
removed from these government-wide financial statements. 
Governmental activities are normally supported by taxes and 
intergovernmental revenues. 

Business-type activities, which rely to a significant extent on fees and 
charges for support, are not reported seen the Municipality don't have 
such activities. 

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. 

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: 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

B. Ananclal Statement Presentation (continuation) 

• Invested in Capital Assets, Net of Related Debt - These 
consists of capital assets, net ol 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 credttors, 
granters, contributors, and the like, or imposed by law through 
constitutional provisions or enabling legislation. 

• 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 demonstrates the degree to which the direct 
expenses of a given function or segment is offset by program revenues. 
Direct expenses are those that are clearly identifiable with a specific 
function or segment. Program revenues include 1) charges to customers 
or applicants who purchase, use or directly benefit from goods, services, 
or privileges provided by a given function or segment, and 2) grants and 
contributions that are restricted to meeting the operational or capital 
requirements of a particular function or segment. Taxes and other items 
not property included among program revenues are reported instead as 
general revenues. 

Governmental Fund Financial Statements 

The fund financial statements (the Balance Sheet, the Statement of 
Revenues, Expenditures, and Changes in Fund Balance Net Assets) are, 
in substance, very similar to the financial slatements presented in the 
previous financial reporting model. Emphasis here is on the major funds 
in the 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. 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 confonns to 
the budgeted fiscal plan. 

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

The Municipality reports its financial position (Balance Sheet) and 
results of operations (Statement of Revenues, Expenditures and 
Changes in Fund Balance) in funds, which are considered separate 
accounting entities. The operations of each fund are accounted for within 
a set ol 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. 

Required Supplementary lnfonnation 

Required supplementary information consists of the Management 
Discussion and Analysis - a narrative introduction and analytical 
overview of the Municipality's financial activities. Also consists of the 
Budgetary Comparison Schedule - General Fund (see Section D of Note 
1) as required by GASS. 

C. Measurement Focus and Basis of Accounting 

Government-wide Rnanclal 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 eli9bility 
requirements imposed by the provider 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 enough thereafter to pay liabillties of the current period. For this 
purposes, the government considers revenues to be available if they are 
collected within sixty (60) days of the end of the current period. 

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 Municipaltty 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 eli9bility 
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 ol grants, 
money 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. 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

C. Measurement Focus and Basis of Accounting (continuation) 

Expenditures are generally recognized when the related liability is 
Incurred, as under accrual accounting. The exceptions to this general rule 
are the compensated absences and daims and judgments, if any, that 
are recorded only when payment is due. 

Property taxes, volume of business taxes, licenses and permits, and 
interest associated with the current fiscal period are all considered to be 
susceptible to accrual and so have been recognized as revenues of the 
current fiscal period. all other revenue items are considered to be 
measurable and available only when cash is received by the 
Municipality. 

The Municipality reports the following major funds: 

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

SBGP Fynd - 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. 

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

State Assignment Fund - This is the fund used to account 
for all the transactions of the Stale Assignment by Legislature 
Resolutions. The primarily objectives of these assignments is 
the development of projects on communities, not-for·proftt 
organizations, purchase of equipment and indirect assignment 
to persons of low and moderate income. 

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

0. 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, w~hin 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) lo lhe Management and Budget 
Director to amend (re-appropriate) each new year's budget, to the extent 
of outstanding encumbrances, and/or unexpended pr~ecVgrant 
appropriations at year end. Municipality's Legislature action is required 
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for (1) use of the budgeted Legislature contingency, and (2) the approval 
of a supplemental appropriatlon(s). During the year, several supplemental 
appropriations were necessary. 

The budget columns (original and final budgets) of the Budgetary 
Comparison - General Fund reHect the original budget and the amended 
budget (which have been adjusted for legally authorized revisions of the 
anrual budgets during the year). Appropriations, except remaining project 
appropriations, encumbrances, and unexpended grant appropriations, 
lapse at the end of each fiscal year. Amendments lo the budget, including 
transfers, require the approval of the Municipal Legislature. All 
encumbrance appropriations in the operating budget lapse at the end of 
the fiscal year. 

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

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

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

2. Payments of encumbrances of prior year are recorded as 
expenditures under GAAP but not under the budgetary basis. 

3. lnterfund transactions of the General Funds are not included in 
the budgetary basis. 

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

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

The Special Revenue Fund have not been included in the budgetary 
comparison because balances are not budgeted. Al~o the ~udget 
prepared for the Federal Financial Awards Programs 1nduded 1n the 
Gapltal Projects and Special Revenue Funds is based on a program 
period which is not necessarily the same fiscal year. Accordingly, it's not 
practical to present an annual comparison of budget for such programs. 

E. Cash 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 practi~ to ~isci~e 
certificates of deposit individually by fund in the combined financial 
statements. Interest earned on certH!cates of deposit and other short-term 
investments are recognized as revenue in the General Fund. Cash in the 
Special Revenue, Debt Service and Gapital Project Funds are restricted; 
accordingly, resources available were not used for pool investments. 

con ti~ 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2005 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

0. Budgetary Data (continuation} 

Cash with fiscal agent represents property tax collections retained by the 
Municipal Revenues Collection Center and undisbursed proceeds of 
certain bonds, loans or grants which are maintained in a cash custodian 
account by the Government Development Bank of the Commonwealth of 
Puerto Rico and is not collateralized. 

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

F. Receivable 

Receivable are stated nets of estimated allowances f()( uncollectible 
accounts, which are determined upon past coUection 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 ol purchases is recorded as expenditure 
in the appropriate fund and the inventory is not recorded in the basic 
financial statements. 

H. Capital Assets 

Property, plant and equipment purchased or acquired is carried at 
historical cost or estimated historical cost. Contributed assets are 
recorded at fair market value as of the date received. The Municipality's 
capitalizalion 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 CNer the 
following estimated useful lives: (See Table 1} 

TABLE1 
CAPITAL AssETS 

Buildings and Site Improvements 
Infrastructure 
Motor Vehicles, Furniture and Fixtures 
Machinery and Equipments 

YEARS 

40 
40 
5 

3-5 
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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 ot 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 lights for compensation, except for employees with 
ten years of service who are entltled to sick leave pay up to the maximum 
allowed. The Munlclpality accrued a liabillty for compensated absences, 
which meel 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 lights that vest or accumulate. 

3. Payment ot the compensation is probable. 

4. The amount can be reasonably estimated. 

In accordance with the abCNe 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 government-wide 
presentations (see Note 7). 

J. Insurance 

The Municipality has insurance coverage for its public facilities, primarily 
to provide protection from catastrophic losses. Also, principal officials ot 
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. 

IC. lntetfund Transactions 

lnterfund 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 beneftting 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. The Municipality has the 
following types of transactions among funds: 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

K. lnterfund Transactions (continuation) 

lnterfund 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 

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. 

interest bearing accounts in the Government Development Bank of 
Puerto Rico, which are uninsured and uncollateralized. 

During the year, the Municipality invested its funds in interest bearing 
bank accounts and short-term certificates of deposit. As June 30, 2005, 
there are not certificates of deposit outstanding. 

NOTE 3 CUSTODIAL CREDIT RISK RELATED TO DEPOSITS 

As of June 30, 2005, the Municipality's custodial credit risk was 
approximately $6.8 million, which is the bank balance of cash deposited 
at the Government Development Bank of Puerto Rico (GOV). These 
deposits are exempt from the collateral requirement established by the 
Commonwealth. 

Pursuant to the Investment Guidelines for the Commonwealth adopted by 
GOV, the Municipality may invest in obligations of the Commonwealth, 
obligations of the United States, certificates of deposit, commercial paper, 
banker's acceptance, or in pools of obligations of the municipalities of 
Puerto Rico, among others. 

NOTE 4 INTERFUND TRANSFER AND BALANCES 
Fund Deficit in the General Fund is primarily attributable to decrease in 
revenues. The deficit is expected to decrease in the future as a res~u.:.:..lt .=of _ _ ....;A.::::_....;l::.:NT:.:..:ER=FU..:.:..:N.::.D..:.T:..:RAN=S::.F..:E::..:RS=.... _ _ ___ ____ _ ...., 
a plan to reduce expenditures, obtain additional sources of INTERFUNDTRANSFERSWTTHINTHE GOVERNMENTAL FUNDS 
revenues. and appropriation in annual budget as require by State 
Municipal Law. 

M. Claims and Judgments 

SOURCES 

General Fund 
General Fund 
State Assignment 
State Assignment 
Other Fund 

Total 

TRANSFER TO 

Debt Service Fund 
Other Fund 
General Fund 
OtherFl.fld 
General Fund 

TABLE2 

AuoUNT PURPOSE 

$ 474,670 Debt payment 
376,940 Specific project funding 
408,690 Specific project funding 
530,190 Specific project funding 
442,7]2 Specific project funding 

1223-'3202 

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

N. Use of Estimates 

Transfers are indicative of funding for capital projects or debt service, and 
subsidies of various operations. (See Table 2) 

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 AND INVESTMENTS 

Investments consist of certificates of deposit. The Municipality's cash 
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 
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B. INTERFUND RECEIVABLE AND PAYABLE BALANCES 

lnterfund receivables and payables at June 30, 2005 are summarized as 
follows: (See Table 3) 

T ABLE3 
tNTERFUND INTERAIND 

RECEIVABLE PAYABLE AMOUNT 

General Fund Debt Service Fund $ 7,442 
General Fund SBGPFund 34,237 
General Fund State Assignment Fund 4,020 
General Fund Other Fund 659,373 
Other Fund General Fund 863,408 
Other Fund (Voucher) Other Fund (Portability) gQ,88§ 

TOTAL ll 589365 

continue 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 5 DUE TO GOVERNMENTAL UNITS 

As of June 30, 2005, balance due to other governmental unts of the 
General Fund for services rendered to the Municipality, consists of the 
following: (See Table 4) 

TABLE 4 

General Service Adminstration ............................ . 
Retirement System Administration ....................... . 
AEELA .................................................................. . 

Total Due to Governmental Units ... ............. . 

NOTE 6 CAPITAL ASSETS 

AMOUNT 

$ 8,143 
2,061 
~ 

wm 

Capital Assets activtties for the fiscal year ended June 30, 2005 was as 
follows (See Table 5) 

TABLES BALANCE 
JULY1, 

DESCRIPTION 2004 

Non-Depreciable Capital Assets: 
Land ......................................................... $ 9,831,485 
Construction in Progress ......................... g,~7,059 

Total Non-Depreciable Capttal Assets ..... 12.038,544 

Depreciable Capital Assets: 
Buildings .............................. .. .................. 9,604,435 
lnlrastructure ............................................ 4,066,559 
Machinery and Equipment ....................... 1,971,641 
Motor Vehicles ......................................... 1,5~~.355 

Total Depreciable Capital Assets ............. lZ,17Q,990 

Less Accumulated Depreciation: 
Buildings .................................................. (2.253,962) 
Infrastructure ............................................ (214,194) 
Macllnery and Equipment ....................... (1,517,848) 
Motor Vehicles ......................................... {901,§:ml 

Total Accumulated Depreciation .............. (4,887,582) 

Total Depreciable Capital Assets (fllet) .... 12,2~.~ 

CAPITAL ASSETS, NET ....................... &2~321 952 
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Depreciation expenses were charged to governmental 
Junctions/programs as follows: (See Table 6) 

TABLE6 

Mayor and Municipal Legislature ..................................... . 
General Government ...................................................... .. 
Public Safety .................................................................... . 
Public Works ............ .... ........................ ............................ . 
Urban Development. ........................................................ . 
Culture and Recreation .................................................... . 
Health and Welfare .......................................................... . 

AMOUNT 

$ 455,787 
66,723 

130,628 
272,140 

65,314 
87,085 
10.886 

Total Depreciation Expenses................................... $1 088 5§3 

BALANCE 
JUNE30, 

AoJIJSTMENTS AoomONS RETIREMENTS 2005 

$ 
,~.a1§J 

(2&a,el§l 

290,558 
6,501 

(292,866) 
,~,495) 

(~.302) 

(324,690) 

326,158 

l.408 

,~,834) 

(~ 29Z 649) 

$ 
635.250 

635.250 

2,328,309 
1,728,202 

298,508 
244,378 

4,599,397 

(378.205) 
(249,219) 
(222,569) 
(238,570) 

(1,088,563) 

3,510.834 

$ 4 146084 

$ $ 9,831,485 
2,573,494 

12,404,979 

12,223,302 
5,801 ,262 
1,977,283 
1,738,238 

21.Z40.085 

(2.956,857) 
(463,413) 

(1,414,259) 
0 ,140,148) 

(5,9Z4,6n) 

15,765,408 

$28170 387 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 7 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 8). The special obligations long-term notes retirements are paid 
through retention made by the Municipal Revenue COiiection Center from 
monthly advance of annual property tax and subsidy send to the 
Municipality. 

General obligations bonds and notes payable as of June 30. 2005, are 
comprised of the following individual issues: 

OESCRPTION 

General Obligations Bonds: 

$1,525,000, Series 1997, for construction purposes, 
payable in semi-annual installments ranging from 
$20,000 to $135,000, excluding interests at 8.00% 

AMOUNT 

until July 1, 2021 ............................................................. $ 1,300,000 

$575,000, Series 1996, for constructiai purposes, 
payable in semi-annual installments ranging from 
$15,000 to $60,000, excluding interesls at 8.00% 
until July 1, 2015 ......................... ............ .... .......... .......... 430,000 

$1,640,000, Series 1992, forconstrucllon purposes, 
payable in semi-annual installmenls ranging from 
$65,000 to $190,000, excl!ding inlerests at 6.36% 
111rough July l, 2006 ....................... ............................... .. 365,000 

$4,025,000, Serles 2003, for construclion purposes, 
payable in semiannual inslallments ranging from 
$140,000 to $310,000, excluding interests at 5.00%, 

TABLES 

$1,915,000. Series 2004, for operational p~ses. payable 
In semlaMual Installments ranging from $55,000 to $145,000, 
exctuclrg interests at 6.00%, ootil J.Jly 1, 2024 ................................ .. 1,855,000 

2,438.143 Total Special Oblgations Notes ....................................................... . 

Total General and Special Obligations..................................... s10 988143 

The Munlclpallty's general obligations long-term note retirements are 
appropriated and paid form resources accumulated in the Debt Service 
Fund (see Note 8). The special obligations long-tenn notes retirements 
are paid through retention made by the Municipal Revenue Collection 
Center from monthly advance of annual property tax and subsidy sent to 
the Municipality. 

The ainual requirements to amortize the general and special obligations 
outstanding as of June 30, 2005 are as follows (See Table 7): 

TABLE7 
YEAR ENDING PRINCIPAL INTEREST TOTAL 

J UNl!.301 PAYMl!lff PAYMENT PAYMENT 

2006 $ 750,313 $ 544,170 $ 1,294,483 
2007 855,063 530,346 1,385,409 
2008 427,767 495,251 923,018 
2009 435,000 472,240 907,240 
2010 460,000 448,546 908,546 

2011·2015 2,395,000 1,660,629 4,255,629 
2016-2020 2,740,000 1,169,288 3,909,288 
~1-2025 2,050,000 487,870 2,537,870 
2m6-2027 §75,000 §7,~Z~ ~&.3Z5 

TOTAL ilOm!! l~ i §OZ5Zl5 SlZllfi.'3~ 

B. OTHER LONG-TERM DEBTS 

Falowing are the Other Long-Term Debts (See Table 8): 

RETIREMElfTS BALANCI! 
NEW AND JUNE30, 

until J.Jly 1, 2027; (paid through COBG Funds) ............. . 3,885,000 DESCRPTIC»I 

BALANCE 
JULY 1, 
2004 issues ADJUSTMENT 2005 

$2,015,000, Series 2004. for conslructton purposes. 
payable in semiannual installments ranging from 
$90,000 10 $185,000, ex<ildi~ interests from 3.27% 
lo5.00%, until July 1, 2019 ............................................ . 

$555,000, Series 2004, for operatbnal purposes, 
payable in semiamual installments ranging from 
$70,000 to $90,000, excluding in1eres1s from 3.27% 
to5.00%,unti1July 1,2019 ........................................... .. 

Total General Obligalions Baids ................................. . 

Special Obligations Not&s: 

$221,269, Serles 1988, for operational purposes, 
payable in quarterly installments ol $2.766 excluding 
inlerests at 5.00%, through July 1, 2007 ....................... . 

$300.000. Series 1987. for construction purposes. 
payable in semiamual installments of $15,000, excluding 
interest at 9.00%, ttirough July l, 2007 ....................... .. 

$4,100,000, Series 1986, forcperationalpurposes, 
payable 1n semiannual inSlallments ranging from 
$205,000 to $264,000, excluding interests at 5.00%, 
until July 1. 2015 ........................................................... .. 

2,015,000 

555000 

8,550,000 

Property Taxes -MRCC..... $ 563,no $ $ 10.m $ 642,547 
Property Taxes-Treasury. 169,826 (32,881) 136,945 

1,255,097 
(155,415) 366,994 

Claims and Judgrnenls ....... 1 ).55,097 
Property Taxes-Law 146.. 522,409 
Solid Waste Disposal.......... 253,222 (72,000) 181,222 
LIMS Debt.. ........................ . 317.523 (34.716) 282.807 
Compensated Absences..... 913,940 a§,§1§ 1,002,4§§ 

TOTAL.............................. $ 3 738 2§4 i ~IM (I 2lfl 23.'i) i 31l1:5068 

C. CHANGES IN GENERAL LONG· TERM DEBTS 

The following is a summary of changes in long-term debts for the year 
ended June 30, 2005: (See Table 9) 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 8 DEBT RETIREMENT 

Revenues ot the debt service fund consists of the ad-valorem property 
taxes which are recogiized as revenue when collected from taxpayers 
and reported by the Municipal Revenue Collection Center of the 
Commonwealth of Puerto Rico to the Municipality (See Note 9). 

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

NOTE 9 PROPERTY TAXES 

The Municipal Revenue Collection Center ot 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 lax rate per annum is 8.08% for real property and 6.08% for personal 
property of which 1.03% of both belong to the Commonwealth ot Puerto 
Rico and 7.05% and 5.05%, respectively, belongs to the Municipality. 
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 ot 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 8). 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 Munfclpallty receives the 
full amount levied, except for residential units assessed at less than 
$3,500 on which a complete exemption is granted. The Municipal 
Revenue Collection Center, instead of the property taxpayer, becomes 
the source of payment in these cases. 

The Municipality grants a complete exemption from personal property 
taxes up to an assessment value of $50,000, to retailers with an annual 
net sales volume of less than $150,000. The Municipal Revenue 
Collection Center advances to the Municipality, on monthly payments, 
100% of the contribution assessed over property for each fiscal year. In 
accordance to Law, these advances will be 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. 
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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 
ot 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, 2005, the 
Debt Service Fund presented a receivable of $114,501 for the collection 
of additional property taxes during the next 60 days after end of year. 

NOTE 10 VOLUME OF BUSINESS TAX 

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

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

b. 1.00% for saving and loan associations. 

c. Other organizations: 

• 0.30% below $100,000. 
• 0.40% $100,000 through $200,000 
• 0.50% over $200,001 

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. 

NOTE11 INTERGOVERNMENTALREVENUES 

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. 

continue 
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MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 12 EMPLOYEE'S RETIREMENT PLAN 

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

Participation is mandatory except for members of the Legislature, 
Government Secretaries, Head ol Agencies and Public Instrumentalities, 
Assistants to the Governor, the Comptroller of the Puerto Rico, 
Gubernatorial Board and Commtttee appointees and Experimental 
Service Station employees. ERS provides 
retirement, death and disability benefits. Disability YEARS 
retirement benefits are available to members for OF SERVICE 
occupational and non-occupational disabilities. 
Retirement benefits depend upon age at retirement 30 or more 
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. 

30ormore 

30or more 

Under the plan, the employees and employer portions are contributed, for 
which, the employee amount is wtthheld from salaries. Covered 
employees are required by Commonwealth statute to contribute 5.775% 
for the first $550 of monthly salary plus 8.275% for the excess ol 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 ot 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 lees), or (c) earn a combination of both alternatives. 

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

The pension benefit for participants who retire with less than 30 years of 
service is computed at the rate of 1 Y2% ol 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 signtticant 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 beneftts for participants with 30 years 
of service are as follows (See Table 10): 

PARTICIPANT'S 
AGE PENSION BENEATS 

TABLE10 

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

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

65 or more 75% of the average of the three years of hig,est salary during 
the employee's service period (employees started working after 
April 1, 1990). 
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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 ot 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 ot 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 2005 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. 

continue 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2005 

NOTE 12 EMPLOYEE'S RETIREMENT PLAN (continuation) 

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 total 
pension expenditures recorded in the category of administration for the 
current and the previous years are as follows: (See Table 11) 

The historical trend information TABLE 11 
regarding the accumulation of FISCAL YEAR LAw No. 447 
assets and pension benefit 
obligation in the ERS is not 
available. For the ten-year trend 
information, refer to the 

2005 
2004 

$112 260 
$103760 

separately issued financial statements of the ERS as of and for the fiscal 
year ended June 30, 2005. The P.R. Retirement Plan Administration 
provides additional information of the ERS. They issue a publicly 
available financial report that indudes 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, MinUlas Station, San Juan, PR 
00940. 

NOTE 13 CONTINGENCIES 

A. CLAIMS AND JUDGMENTS 

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

In addition, the Municipality is a defendant or co-defendant in several 
legal proceedings, which are in discovery stage. Certain of these daims 
are covered by Insurance. Legal counsel with the information currently 
available can not determine the final outcome of these claims, with the 
exception of one (1) lawsuit related to personnel matter and back pay, to 
which the legal counsel Informed a loss of $1,255,097. 

B. FEDERAL GRANTS 

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

NOTE 15 FUTURE ADOPTION OF ACCOUNTING 
PRONOUNCEMENT 

The Governmental Accounting Standards Board (GASB) issued GASBS 
No. 42, Accounting and Financial Reporting for Impairment of Capital 
Assets and for Insurance Recoveries, which is effective for fiscal year 
beginning after December 15, 2004; and GASBS No. 46, Net Assets 

Restricted by Enabling Legislation, which is effective for 

SVSTEM2000 

period beginning after June 15, 2005. Early application is 
encouraged. The Municipality has not adopted the 
requirement of these statements. The following are other 
pronouncements issued that does not apply to the 
Municipality: 

$197§38 
$109§52 

GASBS No. 43, Financial Reporting for Postemployment Benefit 
Plans Other Than Pension Plans (Period beginning after December 
15, 2006) 

GASBS No. 44, Economic Condition Reporting: The Statistical 
Section (Period beginning after June 15, 2005) 

GASBS No. 45, Accounting and Financial Reporting by Employers 
for Postempfoyment Benefit Other Than Pension (Period begnning 
after December 15, 2007) 

GASBS No. 47, Accounting for Termination Benefit (Period 
beginning after June 15, 2005) 

END OF NOTES 

Table12 
NOTE 14 NET ASSETS RESTATEMENT Net Assets, as Previously Reported, 

Table 12 reconciles the June 30, 2004 Net Assets, as 
previously reported to BegMing Net Assets, as 
restated, July 1, 2004. 

Al June 30, 2004 ................................................. . 

Adjustment Due from Treasury Department ........ . 
Adjustment Due to Christmas Bonus ................... . 
Adjustment to Capital Assets ............................... . 

Beginning Net Assets, Restated, 
Al July 1, 2004 .................................................... .. 
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$22,359,900 

94,069 
(188,138) 
(297.649) 

$21 968182 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

REQUIRED SUPPLEMENTARY INFORMATION 
BUDGETARY COMPARISON SCHEDULE-GENERAL FUND 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

BUDGET AMOUNTS 
ORIGINAL FINAL 

BUDGETARY FUND BALANCE, JULY 1, 2004........... ($ 160.988) ($ 160.988) 

Resources (Inflows): 

Property Taxes ............................................................ . 2,828,024 2,828,024 
Volume of Business Taxes .......................................... . 1,707,250 1,707,250 
Intergovernmental Revenues ...................................... . 4,579,546 4,579,546 
License and Permits ................................................... .. 1,796,082 1,796,082 
Miscellaneous ............................................................. . 127,053 127.053 

Total Resources (Inflows) ....................................... . 11.037.955 11.037.955 

Amounts Available lor Appropriation ..................... .. 1Q,876,967 1Q,876,~7 

Charges to Approprialioos (Oulflows): 

Mayor and Municipal Legislature ................................ . 1,264,286 1,214,997 
General Government. .................................................. . 4,450,685 4,225,765 
Public Safety ............................................................... . 811,932 774,462 
Public Works ............................................................... . 1,467,970 1,436,756 
Culture and Recreation .............................................. .. 591,292 647,521 
Health and Sanitation .................................................. . 624,038 624,038 
Solid Waste Disposal .................................................. . 1,490,000 1,637,948 
Cap~al Outlays ............................................................ . 19,175 15,599 
Transfer to Other Funds .............................................. . 31S,5n 460,869 

T olal Charges to Appropriations ............................... . 11,037,955 11.037,955 

BUDGETARY FUND BALANCE, JUNE 30, 2005 ...... .. (i Jlil!.9SID fi 160.~ 

See acx:ompanying Notes IO Required Supplementaiy Information. 
29 

ACTUAL AMOUNTS 
(BUDGETARY BASIS) 

(SEE NOTE A) 

($ 160.988) 

2.913,652 
1,831,020 
4,556,240 
1,170,625 

539.472 

11.011.009 

10,850,021 

1,204,319 
5,217,567 

773,121 
1,725,284 

645,842 
624,038 

1,637,948 
14,512 

851,610 

12,694,241 

(i l 1llM 22Q) 

VARIANCE WITH 
FINAL BUDGET 

$ 

85,628 
123,770 
(23,306) 

(625,457) 
412.419 

(26,946) 

{26,946) 

10,678 
(991 .802) 

1,341 
(288,528) 

1,679 

1,087 
(300 741) 

{1,656,286) 

Ci l.~.232) 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

BUDGETARY COMPARISON SCHEDULE-GENERAL FUND 
NOTE TO REQUIRED SUPPLEMENT ARY INFORMATION 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

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

Sources/Inflows of Resources: 

Actual Amounts (Budgetary Basis) "Available for Appropriation" from the 
Budgetary Comparison Schedule (See Page 29) ....................................................................................... . 

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 . ....................................................•..........•........... 

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

Uses/Outflows of Resources: 

Actual Amounts (Budgetary Basis) "Total Charges to Appropriation" from the 
Budgetary Comparison Schedule (See Page 29) ....................................................................................... . 

Difference - Budget to GAAP: 

Prior-Year Expenditures are not outflows of budgetary resources but are expenditures 
for financial reporting purposes ............................................................................................................... .. 

Expenditures non budget ............................................................................................................................ . 

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

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

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

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

Budgetary Fund Balance, June 30, 2005 (See Page 29) ............................................................................. . 

Timing Differences: 

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

Non-budgetary Items ................................................................................................................................ . 

Unrestricted (Deficit) Fund Balance, June 30, 2005 (See Page 15) ............................................................. . 

END OF THIS SECTION 
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GENERAL FUND 

$10,850,021 

160.988 

$11.011.009 

$12,694,241 

397,629 

748,270 

(1 ,085,794) 

(851.610) 

$11.902.736 

($ 1 ,844,220) 

(161,719) 

115.859 

($ 1.890.080) 
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
AND REPORTS REQUIRED BY GOVERNMENT AUDITING 

STANDARDS AND OMB CIRCULAR A-133 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2005 

FEDERAL GRANTOR/ PASS THROUGH 
GRANTOR I PROGRAM OR CLUSTER Trru 

U.S. Department of Agriculture: 

Pass-Through State - Administration of Families and Children 

Child and Adult Care Food Program .......................................... . 

U.S. Department of Housing and Urban Development: 

Direct Programs: 

Section 8 Housing Choice Vouchers Program .......................... . 

Indirect Programs: 

Pass-Through State - Office of the 
Commissioner of Municipal Affairs 

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

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

U.S. Department of Justice: 

Public Safety Partnership and Community 
Policing Grants .......................................................................... . 

Local Law Enforcement Block Grant. ........................................... . 

Total U.S. Department of Justice ............................................... . 

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

Pass-Through Office of the Governor: 

Public Assistant Grant.. ............................................................. . 

U. S. Department of Health and Human Services: 

Pass-Through Administration for the Childhood Care 
and Integral Development. 

Child Care and Development Block Grant... .............................. . 

TOTAL EXPENDITURES OF FEDERAL AWARDS ..................... . 

See accompanying Notes to Schedule of Expenditures of Federal Awards. 
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FEDERAL 
CFDA 

NUMBER 

10.558 

14.871 

14.228 

16.710 
16.592 

83.544 

93.575 

PASS-THROUGH 
EtffiTY IDENTIFYING 

NUMBER 

N/AV 

R0037VO 

04-AF-FD-58 
03-AF-F0-58 
02-AF-FD-58 
01-FD-FC-58 
OO-FD·FC-58 

98-FD-58 
97-FD-58 

FEMA 1552DR·PR 
FEMA15010R-PR 
FEMA13960R-PR 

CC-V02 

FEDERAL 
Exf'ENDITURES 

$ 4.162 

546,522 

1.264.246 

t810.768 

20, 155 
22 

20,177 

227.001 

344,548 

$2.406.656 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

NOTE1 

NOTE 2 

NOTE 3 

NOTE 4 

NOTE S 

GENERAL 

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activities of the 
Munlclpallty of San Lorenzo, Puerto Rico (Municipality). The information in this Schedule is presented in 
accordance with the requirements of OMB Circular A· 133, Audits of States, Local Governments, and Non-Profit 
Organizations. Therefore, some amounts presented in this Schedule may differ from amounts presented in, or 
used in the preparation of, the basic financial statements. The Munlclpallty reporting entity is defined in Note (1) 
(A) to the basic financial statements. All federal financial awards received directly from federal agency as well as 
federal financial awards passed-through other government agencies are included on the Schedule. 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

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

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

C. Expenditures are recognized in the accounting period in which the liability is incurred, H 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 identHying number assigned by the pass-through entity for federal awards received as a 
subrecipient. Numbers identnied as N/A are not applicable and numbers identified as N/AV are not available. 

MAJOR PROGRAMS 

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

END OF NOTES 
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CPA DIAZ-MAilTINEZ, PSC 
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS OJHA>JCD-ICTHE QYALITY OF ACCOVIJtlloJC, AVDITlloJC A>JDATTEn'ATIOloJ fElV1CH 

201 Gautier Benitez Ave. 
Consolidated Mal/ C·31 

P0801t8369 
Caguas, PR 00726-8369 

Phones: (781) 746·05101/46·1185I746·1370 
Fax: (787) 746-0525 

cpadlazm,lftlnez@hotmall.com 

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

To the Honorable Mayor and 
Members of the Municipal Legislature 

Municipality of San Lorenzo, Puerto Rico 

We have audited the financial statements of the governmental activfties, each major fund, and the aggregate 
remaining fund information of Municipality of San Lorenzo, Puerto Rico (MunlcipaJlty), as of and for the fiscal 
year ended June 30, 2005, which collectively comprise the Municipality's basic financial statements and has issued 
our qualified report thereon dated December 16, 2005. The report was qualified because we been able to obtain 
sufficient evidence to certain capital assets in governmental activities. Except as discussed in the preceding 
sentence, we conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audtts contained in Government Auditing Standards, issued by the 
Comptroller General of the Untted States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Municipality's internal control over financial reporting in 
order to determine our auditing procedures for the purpose of expressing our opinions on the financial statements 
and not to provide an opinion on the internal control over financial reporting. However, we noted certain matter 
involving internal control over financial reporting and its operation that we consider to be reportable condition. 
Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or 
operation of the internal control over financial reporting that, in our judgment, could adversely affect the Municipality's 
ability to record, process, summarize and report financial data consistent with the assertions of management in the 
financial statements. Reportable condition is described in the accompanying Schedule of Findings and Questioned 
Costs as item 2005-11-0·I. 

A material weakness is a reportable condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts 
that would be material in relation to the financial statements being audited may occur and not be detected within a 
timely period by employees in the normal course of performing their assigned functions. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal control that might be 
reportable conditions that are also considered to be material weakness. However, of the reportable condition 
described above, we consider item 2005-11-01 to be a material weaknesses. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Municipality's basic financial statements are free of 
material misstatement. we performed tests of its compliance with certain provisions of laws, regulations, contracts 
and grant agreements. noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no 
instances of noncompliance or other matters that are required to be reported under Government Auditing Standards. 
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON 
COMPLIANCE AND OTHER MATIERS REQUIRED BY GOVERNMENT AUDITING STANDARDS 
Page2 

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

\~ (J f fl- ,{)>~ - ) ) rP5 c_, 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2007 

Caguas, Puerto Rico 
December 16, 2005 

2112542 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH 
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133 

To the Honorable Mayor and 
Members of the Municipal Legislature 

Municipality of Puerto Rico, Puerto Rico 

Compliance 

We have audited the compliance of the Municipality of San Lorenzo, Puerto Rico (Municipality) with the types of 
compliance requirements described in the U. S. Office of Management and Budget (OMBJ Circular A-133 
Compliance Supplement that are applicable to each of tts major federal programs for the fiscal year ended June 30, 
2005. The Municipality's major federal programs are identified in the summary of auditors' result section of the 
accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of laws, regulations, 
contracts and grants applicable to each of its major federal programs is the responsibility of the Municipality's 
management. Our responsibility is to express an opinion on the Municipality's compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States 
of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States; and OMS Circular A-133, Audits of States, Local Governments, and Non
Profit Organizati011s. Those standards and OMB Circular A· 133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above 
that could have a direct and material effect on a major federal program occurred. An audit includes examining, on a 
test basis, evidence about the Municipality's compliance with those requirements and performing such other 
procedures, as we considered necessary in the circumstances. We believe that our audit provides a reasonable 
basis for our opinion. Our audit does not provide a legal determination on the Municipality's compliance with those 
requirements. 

In our opinion, Municipality complied, in all material respects, wtth the requirements referred to above that are 
applicable to each of its major federal programs for the Fiscal Year Ended June 30, 2005. However, the results of our 
auditing procedures disclosed some instances of nonccmpliance 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 05-111-01 through 05-111-03. 

Internal Control Over Compliance 

The management of the Municipality is responsible for establishing and maintaining effective internal control over 
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In planning 
and performing our audit, we considered the Municipality's internal control over compliance with requirements that 
could have a direct and material effect on a major federal program in order to determine our audtting 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 P.· 133. 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH 
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133 
Page2 

We noted certain matter invoiving 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 wtth applicable requirements of laws, 
regulations, contracts and grants. Reportable condttions are described in the accompanying Schedule of Findings 
and Questioned Costs as items 05-111-01 and 05-111-02. 

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

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

~PA ~ 'J.v,ll/IL'Ii. I (f 5G
CPA DIAZ~MAF{flN~;-p~~--U 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2007 

Caguas, Puerto Rico 
December 16, 2005 

37 

:· .J) 
:~. :>:) .> . ,. 



PART Ill 

FINDINGS AND QUESTIONED COSTS 

38 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

SECTION I - SUMMARY OF AUDITORS' RESULTS 

Financial Statements 

Type of audttors' report issued: 

Internal control over financial reporting: 

• Reportable condition(s) identified? 

• Material weakness(es) 1dentttied? 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over major programs: 

• Reportable condition(s) identified? 

• Material weakness (es) identified? 

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

Any audtt finding disclosed that are required to be reported 
in accordance with Section 510 (a} of Circular A-133? 

Identification of Major Programs: 

181 Unqualified Opinion 
D Adverse Opinion 

181 Yes 

181 Yes 

D Yes 

181 Yes 

D Yes 

181 Unqualttied Opinion 
D Adverse Opinion 

[g) Yes 

CFDANumber Name of Federal Program or Cluster 

State Block Grants Program 14.228 
14.871 
93.575 

Section 8 Housing Choice Voucher Program 
Child Care and Development Block Grant 

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

Auditee qualified as low-risk audttee? 

39 

$300,000 

D Yes 

D Qualified Opinion 
D Disclaimer Opinion 

D None Reported 

0 No 

181 No 

D None Reported 

[g) No 

D Qualttied Opinion 
D Disclaimer Opinion 

D No 

181 No 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

FINDING 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION II-FINANCIAL STATEMENT FINDINGS 

NUMBER 2005-11·01 

It was noted in our tests of property and equipment records that the Municipallty did not 
follow policies and procedures in order to account for capital assets and to maintain 
adequate and updated inventory records. An undeterminable number of municipal 
roads, equipment, land, and other capita! assets have not been identttied, Incorrectly 
capitalized, segregated and valued by the Municipality. 

Accounting principles generally accepted in the United States of America require capital 
assets to be properly identified, valued and recorded in the Municipality's accounting 
records and accordingly, reported in the basic financial statements. 

Municipality has not established adequate internal controls to assure that infrastructure 
inventory records are complete and that valuation of such assets is accurate. 

Municipality is not presenting all capital assets fairly for financial statement purposes 
since infrastructure is not complete and is not properly valued. 

We recommend Municipality to take the necessary steps to properly identify and value 
all municipal roads and complete its infrastructure inventory records, to present accurate 
amounts of all capita! assets. 

None 

Pending the Corrective Action Plan. 

continue 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SAN LORENZO, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2005 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS ANO QUESTIONED Cosrs 

NUMBER 05-111-01 

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

COMPLIANCE AND INTERNAL CONTROL 

EARMARKING 

During our earmarking tests, we noticed that the Municipality exceeded the limits on 
administrative costs per contracts in program years SBGP-98 and SBGP-00. 

Code of Federal Conduct Subpart I, 24 CFR, Section 570.503 (a) (1), states that before 
disbursing any SBGP funds to a sub·recipient, the recipient shall sign a written 
agreement with the sub-recipient. The agreement shal remain in effect during any 
period that the sub-recipient has control over SBGP funds, including program iicome. 

Municipality failed to implement procedures to ensure that administration costs did not 
exceed the limits established by the grant agreement. 

Municlpallty is not in compliance with 24 CFR, Section 570.503 (a) (1), which requires 
the recipient of SBGP funds to comply with al the terms and dispositions set forth by the 
grant agreement. 

We recommend management to implement the necessary procedures in order to comply 
with program regulations. 

None 

Pending the Corrective Action Plan. 

continue 
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FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS ANO QUESTIONED CosTS 

NUMBER 05-111-02 

STATE BLOCK GRANT PROGRAM (CFDA N0. 14.228) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
PASS-THROUGH STATE - OFFICE OF COMMISSIONER OF MUNICIPAL AFFAIRS 

COMPLIANCE AND INTERNAi. CONTROL 

CASH MANAGEMENT - DAYS ELAPSED 

Municipality sometimes requested federal financial assistance and did not use it to 
cover immediate expenditures incurred. 

Code of Federal Conduct. Subpart I. 24 CFR, Section 570.489 (c) (1), states that units of 
general local governments shall use procedures to minimize the time elapsing between 
the transfer of funds by the State and disbursement for CDBG activities, according with 
Treasury Circular 1075. 

Municipality did not maintain appropriate cash management procedures in order to 
request funds to federal agencies only for immediate needs. 

Municipality is not in compliance with 24 CFR, Section 570.489 (c) (1), and held excess 
amounts of funds on Its bank accounts. 

We recommend management to implement the necessary procedures in order to comply 
with program regulations, and ensure that funds are only requested to cover immediate 
needs. 

None 

Pending the Corrective Action Plan. 

continue 
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FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDI GS ANO QUESTIONED COSTS 

NUMBER 05-111·03 

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

COMPLIANCE 

SPECIAL TESTS AND PROVISIONS 

During our watting fist test we noticed that the list did not contain the required information 
to assure that the selection of new tenants admitted to the program where in accordance 
with the Public Housing Agency tenant selection policies. There was no evidence that a 
particular list order was followed in selecting participants to the program. This Is a prior 
year audit finding. 

Code of Federal Regulations, 24 CFR, Subpart E, Section 982.204 (b) states that the 
waiting list that the Municipality maintains must contain the following information for 
each applicant listed: applicant name, family untt size, date and time of application, 
qualttication for any ranking preference or focal preference and racial or ethnic 
designation of the head of household. 

Municipality did not establish controls to ensure that the watting fist is being managed 
according to regulation in order to guarantee the correct selection of applicants. 

Municipality is not in compliance wtth 24 CFR, Subpart E, Section 982.204 (b}, and 
could be admitting participants to the program at any given time where another 
participant (with a higher priortty status) might have been selected if the established 
protocols were followed. 

We recommend management to impf ement the necessary procedures in order to comply 
wtth program regulations, and ensure that the process of selection and admission of 
participants is performed according to said regulations and requirements. 

None 

Pending the Corrective Action Plan. 

END OF SCHEDULE 
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(1) Audit Findings that have been Fully Corrected: 

FISCAL VEAR 2004 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFDA Number 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

04·111-01 

14.228 

None 

04·111-02 

14.871 

None 

04·111-03 

14.871 

None 

04-111-05 

14.228 

None 

04-111-06 

14.871 

None 

Davis-Bacon Act 
Municipality did not develop a monitoring system to the contractors. 

System and procedures were corrected. 

Eligibility Test 
Tenant's files did not contain any evidence ot the deeds to the property. Proprietor's name 
mentioned at the property deeds was different from those who were receiving the HAP 
payment. 

System and procedures were corrected. 

Eligibility Test 
HUD· approved release and consent forms submitted by the family. 

System and procedures were corrected. 

Procurement, Suspension and Debarment 
Missing contract dauses. 

System and procedures were corrected. 

Procurement, Suspension and Debarment 
Tenanfs files did not contain all contracts required. Some of the contracts were not the 
required HUD's word-to-word form. 

System and procedures were corrected. 

continue 
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(1) Audit Findings that have been Fully Corrected: (continuation) 

Finding Number 04-Rl-07 

CFDANumber 93.575 

Questioned Cost None 

Auditee Comments 

Finding Number 04·111-09 

CFDANumber 14.871 

Questioned Cost None 

Auditee Comments 

FISCAL YEAR 2003 

Finding Number 03-111-01 

CFDANumber 14.288 

Questioned Cost None 

Auditee Comments 

Finding Number 03-111-02 

CFDANumber 14.871 

Questioned Cost None 

Auditee Comments 

Finding Number 03-111-04 

CFDANumber 14.871 

Questioned Cost None 

Audltee Comments 

Reporting 
Municipality did not maintain a current and complete Qa)eral ledger for the Child care 
Program funds for the Fiscal Year 2003-2004. 

System and procedures were corrected. 

Special Tests and Provisions 
No evidence of an initial unit inspection report. 

System and procedures were corrected. 

Davis· Bacon Act 
Municipality did not develop a monitoring system to the contractors. 

System and procedures were corrected. 

Eligibility 
HUD-approved release and consent forms submitted by the family. 

System and procedures were corrected. 

Eligibility 
Tenant's files did nct contain any evidence of the deeds to the property. Proprieto(s name 
mentioned at the property deeds was different from those \IA'lo were receiving the HAP 
payment 

System and procedures were corrected. 

continue 
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(t) Audit Findings that have been Fully Corrected: (continuation) 

Finding Number 03-11Hl5 Procurement Standards 
Missing contracts' dauses. 

CFDANumber 14.228 

Questioned Cost None 

Auditee Comments System and procedures were corrected. 

Finding Number 03-111·07 Special Test and Provisions 
Participant's files did not have a untt inspection report. 

CFDANumber 14.871 

Questioned Cost None 

Audltee Comments System and procedures were corrected. 

(2) Audit Findings not Corrected or Partially Corrected: 

FISCAL YEAR 2004 

Finding Number 04·1U-04 

CFDANumber 93.575 

Questioned Cost None 

Auditee Comments 

Finding Number 04·111-0B 

CFOANumber 14.871 

Questioned Cost None 

Auditee Comments 

Finding Number 04-lD·10 

CFDANumber 14.871 

Questioned Cost None 

Auditee Comments 

Period of Availability of Funds 
Municipality did not liqlidate current obligations as required by the pass-through entity. 

Pending liquidation. 

Special Test and Provisions 
The wailing list did not contain the required information to assure compliance with selection 
paicies. 

Instruction was 9ven to S~ion 8 Coorcfinator to revise the waiting list and complete ~ in 
accordance to regulallon. 

Special Test and Provisions 
There was no evidence of reas~e rent determination on the participanrs files. 

Instruction was given to Section 8 Coordinator to revise the waiting list and complete it in 
accordance to regulation. 

continue 
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(2) Audit Findings not Corrected or Partially Corrected: (continuation) 

FISCAL YEAR 2003 

Finding Number 03-111.()6 Special Test and Provisions 
The waiting list did not contain the required information to assure compliance with selection 
policies. 

CFDA Number 

Questioned Cost 

Auditee Comments 

14.871 

None 

Instruction was given to Section 8 Coordinator to revise the waiting list and complete it in 
accordance to regulation. 

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

NONE 

(4) Audit findings is no longer valid: 

FISCAL YEAR 2002 

Finding Number 02·111-02 Davis· Bacon Act 
Municipality did not develop a monitoring system to the contractors. 

CFDANumber 14.288 

Questioned Cost None 

Auditee Comments Two years or more are passed without federal agency action. 

Finding Number 02·111·03 Eligibility 
HUD- approved release and consent forms submitted by the family. 

CFDA Number 14.871 

Questioned Cost None 

Auditee Comments Two years or more are passed without federal agency action. 

Finding Number 02-111·05 Eligibility 
Tenant's files did not contain any evidence of the deeds to the property. 

CFDA Number 14.871 

Questioned Cost None 

Auditee Comments Two years or more are passed without federal agency action. 

continue 
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(4) Audit findings is no longer valid: (continuation) 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

02-111·07 

14.228 

None 

02-111-09 

14.228 

None 

02-111-10 

Procurement Standards 
Missing contracts' clauses. 

See Finding Number 03·111-05. 

Special Test and Provisions 
Missing initial (preliminary) unit inspection. 

Two years or more are passed without federal agency action. 

Special Test and Provisions 
The waiting Ust did not contain the required information to assure compliance with selection 
policies. 

CFDANumber 14.871 

Questioned Cost None 

Auditee Comments Two years or more are passed without federal agency action. 

Finding Number 02·111·11 Special Test and Provisions 
No evidence of the determination of reasonableness of rent payment. 

CFDANumber 14.871 

Questioned Cost None 

Auditee Comments Two years or more are passed without federal agency action. 

Finding Number 02-111-12 Special Test and Provisions 
Participant's files did not have a unit inspection report. 

CFDANumber 14.871 

Questioned Cost None 

Auditee Comments Two years or more are passed without federal agency action. 

continue 
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(4) Audit findings is no longer valid: (continuation) 

FISCAL YEAR 2001 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Audttee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

01·111-02 Allowable Cost/ Cost Principles 
Missing documents that justify the disbursement. 

83.544 

$3,570 

Two years or more are passed without federal agency action. 

01·111-04 Davis-Bacon Act 
Municipality did not develop a monitoring system to the contractors. 

14.228 

None 

Two years or more are passed without federal agency action. 

01-111-05 Eligibility 
HUD· approved release and consent forms submitted by the family. 

14.855-14.857 

None 

01·111·11 

14.228 

None 

01-111·16 

14.855-14.857 

None 

Two years or more are passed without federal agency action. 

Procurement Standards 
Missing contracts' clauses. 

Two years or more are passed without federal agency action. 

Special Test and Provisions 
Participant's files did not have a unit inspection report. 

Two years or more are passed without federal agency action. 
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(4) Audit findings is no longer valid: (continuation) 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

FISCAL YEAR 2000 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

01·111·17 

14.855-14.857 

None 

01·111·19 

14.228 

None 

00-111-05 

83.544 

$31,800 

00·111-08 

14.228 

None 

OG-111-09 

14.855-14.857 

None 

Special Test and Provisions 
The wailing list did not contain the required information to assure compliance with selection 
policies. 

Two years or more are passed without federal agency action. 

Special Test and Provisions 
Participant files did not have the initial (preliminary) unit inspection. 

Two years or more are passed without federal agency action. 

Allowed Cost - Cost Principles 
Municipality did not maintain adequate control over the record keeping of documents that 
justify the disbursement. 

Two years or more are passed without federal agency action. 

Davis-Bacon Act 
Municipality did not develop a monitoring system to the contractors. 

Two years or more are passed without federal agency action. 

Eligibility Test 
HUD· approved release and consent forms submitted by the family. 

Two years or more are passed without federal agency action. 

continue 
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(4) Audit findings is no longer valid: (continuation} 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

FISCAL YEAR 1999 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFOANumber 

Questioned Cost 

Auditee Comments 

00·111·10 

14.228 

None 

00-111·13 

14.855· 14.857 

None 

00·111·19 

14.855-14.857 

None 

99-111-02 

14.228 

None 

99·111-04 

14.228 

None 

Procurement Standards 
Missing contracts' clauses. 

Two years or more are passed without federal agency action. 

Special Test and Provisions 
The waiting list did not contain the required information to assure compliance with selection 
policies. 

Two years or more are passed without federal agency action . 

Special Test and Provisions 
Participants' files did not have a unit inspection report . 

Two years or more are passed without federal agency action. 

Davis-Bacon Act 
Municipality did not develop a monitoring system to the contractors. 

Two years or more are passed without federal agency action. 

Procurement Standards 
Missing contracts' clauses. 

Two years or more are passed without federal agency action. 

END OF SCHEDULE 
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