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INDEPENDENT AUDITOR'S REPORT

Mayor of the Municipality of Vega Alta
Vega Alta, Puerto Rico

I have audited the accompanying financial statements of the Governmental Activities, each major fund
and the remaining fund information of the Municipality of Vega Alta, Puerto Rico, as of and for the
year ended June 30, 2004, which collectively comprise the Municipality of Vega Alta basic financial
statements as listed in the accompanying table of contents. These financial statements are the
responsibility of the Municipality’s management. My responsibility is to express opinions on these
financial statements based on my audit.

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

The Municipality of Vega Alta do not present ownership of some property buildings and lands, for that
reason I do not express an opinion on such amounts presented in these financial statements.

In my opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary as discussed in the preceding paragraph, the financial statements referred to above present
fairly, in all material respects, the respective financial position of each major fund and the remaining
fund information and governmental activities of the Municipality of Vega Alta, Puerto Rico, as of
June 30, 2004, and the respective changes in financial position thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

L



In accordance with Government Auditing Standards, I have also issued my report dated October
19, 2004 on my consideration of Municipality of Vega Alta, Puerto Rico internal control over
financial reporting and my tests of its compliance with certain provisions of laws, regulations,
contracts and grants. The additional report is not an integral part of a governmental auditing
standard audit in considering the results of the audit the separate report should be read in
conjunction with the auditor’s report considering the results of our audit.

My audit was performed for the purpose of forming an opinion on the Governmental Activities
financial statements of Municipality of Vega Alta, Puerto Rico taken as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is not a required part of the general
purpose financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the general purpose financial statements and in my opinion, is fairly stated
in all material respects, in relation the by general purpose financial statement a taken as whole.

As described in Note 1 to the basic financial statements, the Municipality of Vega Alta adopted
the provisions of Governmental Accounting Standards Board Statement No. 34, Basic Financial
Statements — And Management's Discussion and analysis-For State and Local Governments; as
of and for the year ended June 30, 2004. This result in a change in the format and content of the
basic financial statements.

The Management’s Discussion and Analysis and budgetary comparison information on pages 3
through 8 and 38 respectively, are not a required part of the basic financial statements but is
supplementary information required by the Accounting Principles Generally Accepted in the
United States of America. I 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, I did not audited the information and express no
opinion on it.

The stamp number 2024103 CPA JUAN A. CIAN

Licenge No. 1263
was affixed to the -
original of this report. Expires December 1, 2004

San Juan, Puerto Rico
October 19, 2004 s Lotws S
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Estado Libre Asociado de Puerto Rico
Gobierno Municipal del Pueblo de Vega Alta

Benjamin Declet Salgado
Director de Finanzas

MANAGEMENT’S DISCUSSION AND ANALYSIS

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

Fiscal year 2003-2004 operations sustain the Municipality’s track of solvency and sound fiscal
condition. The Governmental Wide financial statement also supports our statement. This
condition is achieved in a time of economy constrains and low revenues growth rates.

FINANCIAL HIGHLIGHTS
» The assets of the Municipality Government exceeded its liabilities at the close of the

current fiscal year by $26,335,770 (net assets). Of this amount $(732,436) are
unrestricted. Net assets may be used to meet the Municipality’s current operations.

» Loans principal payments were $631,000 during fiscal year 2003-04. Loan proceeds
from new debt issued amounted to $1,235,000 during the same fiscal year.



New Requirements for the Financial Reporting

The new approach on the preparation of the Municipality’s financial statements emphasizes on a
government wide (consolidated) view of its financial operations. Nevertheless major individual
funds are presented and evaluated in all of its details. Simultaneous implementation of both of
these perspectives allows user to address relevant questions about municipality’s performance
and provides a basis for comparisons and evaluation of services quality.

Because of the implementation of these new reporting standards, much of the information will
not be easily comparable with prior year data. However, in future years, comparisons will be
more meaningful and will provide a better understanding of the municipality’s financial position
and results of its operations.

Financial Statements Components

The basic financial statement consist of government wide financial statements, the major
individual funds financial statement, and notes to the financial statements that provides more
details.

The Statement of Net Assets reports information of the municipality as a whole. Increase or
decrease of net assets may serve as an indicator of whether municipality’s financial position is
improving or deteriorating. Those statements include all assets and liabilities using the accrual
basis of accounting, which is similar to the accounting used by most privet sector companies.
Accrual of the current year’s revenues and expenses are taken into account regardless of when

cash is received or paid.

The statement of Activities is focused on both the gross and net cost of various activities, which
are supported by the Municipality’s property tax, municipal licenses tax and other revenues. It is
intended to summarize and simplify the user’s analysis of the costs of governmental services.
The governmental activities reflect basic services, including police, public works, solid waste
disposal, community services, and general administration. Property tax, municipal license tax,
state and federal appropriations finance most of the services.



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 Major Governmental Funds
presentation provides detailed information about the most significant funds, not the Municipality
as a whole. The Municipality uses fund accounting to ensure and demonstrate compliance with
financial related legal requirements. The Municipality’s basic services are reported in
governmental funds, which focus on how money flows into and out of those funds and the
balances left at year-end that are available for spending. These funds are reported using a
accounting method called modified accrual accounting, which measures cash and all other
financial assets that can readily be converted to cash. The Governmental funds statement
provides a detailed short-term view of the Municipality general governmental operations and the
basic services it provides. Governmental funds information help you determine whether there
are more or fewer financial resources that can be spend in the near future to finance
Municipality’s programs. We describe the relationship between governmental activities and
governmental funds in reconciliation besides the fund 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 statement.

Infrastructure Assets

The Municipality implemented the major model portions of GASB statement 34 during the
current fiscal year. Historically, the governmental larger group of assets have not been reported
nor depreciated in governmental financial statement. The new statement required that this assets
be valuated and reported within the Governmental column of the Governmental Wide Statement.
Additionally, the government must elect to either depreciate these assets over theirs estimated
useful life or develop a system of assets management designated to maintain the service
delivered potentially to near perpetuity. If the government develops the assets managements
system, which periodically, by category, measures and demonstrate its maintenance system,
which periodically, by category, measures and demonstrate its maintenance of locally established
level of services standards, the government may record its cost of maintenance in lieu of
depreciation. The information about the condition and maintenance of condition of the
government infrastructure assets should assist financial statements users in evaluating a local
government and its performance over time.
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Government-Wide Statement

Statement of Net Assets

The Statement of Net Assets reports information of the municipality as a whole. Increase or
decrease of net assets may serve as an indicator of whether municipality’s financial position is
improving or deteriorating. In the case of the Municipality primary government assets exceeded
liabilities by $26,347,770 millions at the close of the recent fiscal year. The following reflects
the condensed Statement of Net Assets of the Government activities.

Statement of Net Assets
As of June 30, 2004
Current and other assets $14,423,000
Capital assets 32.970,548
Total assets 47,393,548
Current and other liabilities 5,310,834
Long-term liabilities 15,734,944 |
Total liabilities 21,045,778
Net assets:
Invested in capital assets, net related debt 18,680,210
Restricted for:
Debt service 2,412,647
Special and other funds 791,850
Capital projects funds 5,195,499
Unrestricted (732,436)
Total net assets $26,347,770

The principal increase of the net assets was due mainly to the inclusion of the capital assets of
the municipality. Such amount will increase as the infrastructure assets are identified and
included in the financial statements.



Statement of Activities
The following reflects the condensed Statement of Activities of the Primary Government:

For the year ended June 30, 2004

General revenue $ 13,774,595
Program revenue 2,561,343
Total revenue 16,335,938
Expenses
Governmental activities 17,586,004
Enterprise
Total expenses (17,586,004)
Change in net assets ($ 1,250.,066)

Economic Factors and Next Year Budget

The Municipality is a political legal entity with full legislative and administrative powers in
every area of municipal government, with perpetual existence and legal personality, separate and
independent from the central governmental of Puerto Rico. The Municipal Government
comprises the executive and legislative braches. The Mayor exercises the executive power and
the legislative power by the Municipal Legislature, which has 14 members.

The Municipality provides a full range of services including public works, education Public
safety, public housing, health, community development, culture, recreation and other
administrative services. The Municipality’s principal sources of revenues are property taxes,
municipal license taxes, contributions by the state government and federal grants.

The municipality has a wide industrial base which included the International Airport, hotels,
large pharmaceuticals, wholesalers, retail stores, financial institutions, restaurants, among others.
This industrial base has increased substantially during the most recent years.
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Estado Libre Asociado de Puerto Rico
Gobierno Municipal del Pueblo de Vega Alta

Benjamin Declet Salgado
Director de Finanzas

Contacting the Municipality’s Financial Management

The Municipality’s financial statements are designed to present users with general overview of
the Municipality’s finances. If you have questions about the report or need additional financial
information, contact the Municipality’s Director of Finance.

7 R

Benjamin Declet
Finance Director
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
STATEMENT OF NET ASSETS

ASSETS

Cash and investments
Cash with fiscal agent and other
Accounts receivable federal government
Accounts receivable government
Other accounts receivable
Capital assets

Total assets

LIABILITIES AND FUND EQUITY

Liabilities:
Accounts payable and accrued liabilities
Matured bond and interest payable
Due to other funds
Due to government entity
Deferred revenue
Noncurrent liabilities:

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
Special and other funds
Capital projects funds
Unrestricted
Total net assets

See notes to financial statement.

JUNE 30, 2004

9

Governmental
Activities

10,697,955
3,295,798
116,731
251,319
60,900
32,970,845

47,393,648

669,679
1,509,281
57,800
307,538
2,584,539

181,997
15,734,944

21,045,778

18,680,210

2,412,647
791,850
5,195,499
(732,436)

26,347,770

Juan A. Feliciano Charneco * Certified Public Accountant
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“MuniCiPALI (Y OF vEGA ALTA, PUEKTO RICOT 7 & & &
STATEMENTS OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Net (expense)
Program Revenues revenue and change
Capital Grants  Operating Grants in Net Assets
Charges for and and Governmental
Functions/Programs Expenses Services Contributions Contributions Activities
EXPENDITURES:
Current:
General government 3 9,089,160 § (224,364) 9 (821,557) § (742,462) §$ 7,300,777
Public safety 1,515,275 (82,393) - - 1,432,882
Public works 3,773,039 (690,567) - - 3,082,472
Health 772,086 - - - 772,086
Culture and recreation 918,226 - - - 918,226
Debt service:
Interest and fiscal charges 1,518,218 - - - 1,518,218
Total governmental activities 17,586,004 (997,324) (821,557) (742,462) 15,024,661
GENERAL REVENUES
Property taxes $ 2,039,473
Municipal licenses tax 1,518,729
Licenses, permits and fines 2,789,055
Intergovernmental revenues 3,289,342
Other revenues 829,839
Other financing sources 3,308,157
Total general revenues 13,774,595
(1,250,066)
Changes in net assets
Net assets at beginning of year 27,597,836
Net assets at end of year $ 26,347,770

See notes to financial statements.

10
Juan A. Feliciano Charneco * Certified Public Accountant



ASSETS

Cash and investments
Cash with fiscal agent and other
Accounts receivable federal govemment
Due from general fund and other funds
Accounts receivable government

Total assets and other debits

LIABILITIE D CES
Liabilities:

Accounts payable and accrued liabilities
Due 1o special revenue funds and other
Matured bond and interest payable
Due to government entity
Deferred revenue

Total liabilities

Fund balances
Reserve for debt services
Encumbrances
General Fund
Special and other funds
Capital project fund
Total fund balances
Total liabilities and fund balance

MUNICIPALITY OF VEGA ALTA, PUERTO RICO
BALANCE SHEET - GOVERNMENTAL FUNDS
JUNE 30, 2004

=]

Amounts reported for governmental activities in the statement of

net assets are different because:

Capital assets used in governmental activities are not financial resources
and therefore,are not reported in the funds
Long-term liabilities, including bonds payable, are not due and payable in
the current period and, therefore, are not reported in the funds:
Accrued compensated absence
Liability for claims and judgments

Bonds payable

2004 Capital Debi Total
General Bond HUD Projects Service Other Governmental
Fund Issue Fund Programs Fund Fund Funds Funds

,668,651 ,227,63 580 § 1,461,812 - ,078, $ 10,697,955
- - - - 3,295,798 - 3,295,798
- - 116,731 - - - 116,731
601,889 - 60,900 - - 1,430,103 2,092,892
251,319 - - - - - 251,319
5 6,511,859 § 1,227,630 449211 § 1,461,812 3295798 §$ 3508385 $ 16,454,695
$ 669,679 § - - - - - % 669,679
1,430,103 - 189,532 - - 470,157 2,089,792
- - - - 883,151 - 883,151
307,538 - - - - - 307,538
2,584,539 - - - S - - 2,584,539
4,991,859 - 189,532 - 883,151 470,157 6,534,699
- - - - 2,412,647 - 2,412,647
23,525 - - - - - 23,525
1,496,475 - - - - - 1,496,475
- - 259,113 - - 532,737 791,850

- 1,227,630 566 1,461,812 - 2,505,491 5,195,499
1,620,000 1,227,630 259,679 1,461,812 2,412,647 3.038,22_5" 9,919,996
$ 6,511,859 § 1,227,630 449211 § 1,461,812 3295798 $ 3508385 §$ 16,454,695
32,970,845

(825,399)

(1,378,906)

(13,486,130)
852,636

Obligations under capital leases

Total net assets of governmental activities

See notes to financial statements.

Juan A. Feliciano Charneco * Certified Public Accountant

$ 26,347,770
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES - QOVERNMENTAL FUNDS

REVENUES
Property taxes
Municipal license tax
Licenses, permits and fines
Intergovernmental revenues
Rent of properties
Interest income
Other revenues
Federal financial award
Total revenues

EXPENDITURES:
Current;
General government
Public safety
Public works
Health
Capital projects
Culture and recreation
Debt service:
Principal retirement
Interest and fiscal charges
Total expenditures
Excess of revenues over (under) expenditures

Other financing source (uses):
Net advance of property taxes
Transfer in (out) to debt service fund
Interest expenditure
Net bond issued debt
Bond Expenditure
Total other financing source (uses)
Excess of revenues and other sources over
(under) expenditures and other uses
Fund balance June 30, 2003
Prior period adjustment
Fund balance June 30, 2004

See notes to financial statements.

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

2004 Capital Debt Total
General Bond HUD Proyect Service Other Governmental
Fund issue Fund Programs I Fund Fund " Funds | _ Funds l
$ 748,662 $ - &y - § 1,200,811 - 2,039,473
1,518,729 - - - - - 1,518,729
2,848,615 - - - - - 2,848,615
3,689,342 - - 763,637 - 1,323,881 5,776,960
290,567 - - - - - 200,567
164,884 - - - 23,687 - 188,571
829,839 - - - - - 829,839
- - 870,976 = - = 870,976
10,090,638 - 870,976 763,637 1,314,498 1,323,981 14,363,730
6,841,652 - 711,855 - - 1,103,825 8,657,332
1,391,614 - - - - - 1,391,614
2,857,781 - B - - - 2,857,781
754,466 - - - - - 754,466
- - 49,419 481,433 - 863,723 1,394,575
769,950 - - - - - 769,950
164,495 - - - 631,000 - 795,495
95,762 - - - 796,326 - 892,088
12,875,720 = 761,274 481,433 1,427,326 1,867,548 17,513,301
(2,785,082) - 109,702 282,204 (112,828) (643,567) (3,149,571)
3,308,157 - - - - - 3,308,157
- (635,672) - - - 635,672 - -
- - - < (23,770) - (23,770)
- 1,227,630 - - - - 1,227,630
- (2,575,000) - - - - (2,575,000)
2,672,485 (1,347,370) - - 611,902 - 1,937,017
(112,587)  (1,347,370) 109,702 282,204 499,074 (643,567) (1,212,554)
2,208,532 2,575,000 14,346 1,179,608 1,354,792 3,716,066 11,048,344
(575,935) — 135,631 - 568,781 (34,271) 84,206
$ 1,520,000 $ 1,227,630 § 258,679 § 1461812 § 2412647 § 3,038,228 § 9,919,996

12
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENS
JUNE 30, 2004

GENERAL ORGANIZATION

The Municipality of Vega Alta (the Municipality) was founded in 1775. 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 Puerto Rico. The
legislative body consistes of fourteen assemblymen also elected in the general elections of Puerto Rico

for a four-year period.

The Municipality provides services such as: health, public safety, sanitation, recreation and sports,
education, housing, transportation, welfare, construction and/or improvements of highways and streets,
and other general and administrative services.

The financial statements of the Municipality of Vega Alta (the Municipality) have been prepared in
conformity with generally accepted accounting principles (GAAP) as applicable to governmental
entitis, The Governmental Accounting Standards Board (GASB) is the primary standard-setting body
for establishing governmental accounting and financial reporting principles. The following summarizes
the Municpality significant accounting policies:

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The Municipality’s financial statements include the operations of all departments for which the
Municipality is financially accountable.

The financial statements present the financial position of the various fund types and accounts groups
and the results of operations of the various fund types of the Municipality. This includes the
organizational units governed by the Executive Officers and Members of the Municipal Assembly of
the Municipality. In evaluating the Municipality as a reporting entity, management has addressed all
the potential component units, which may or may not fall within the Municipality's financial
statements. The basic criterion for including a component unit within the Municipality's reporting
applying the provisions made entity of statement No. 14 of the Governmental Accounting Standard
Board (GASB), the oversight responsibility is by Vega Alta Municipality Assembly.

In evaluating the Municipality as a reporting entity, management has addressed all potential component
units, which may or may not fall within the Municipality’s oversight and control and, as such, be
included within the Municipality’s financial statement. The basic criteria for including a component
unit within the Municipality’s reporting entity is the exercise of oversight responsibility by the
Municipality’s Council. The specific criteria used by the Municipality for establishing oversight
responsibility are:

-14-
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MUNICIPALITY OF VEGA ALTA
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF
GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

Amounts reported for governmental activities in the statement of activities
are different because:

Net change in fund balance - total governmental funds
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.

Expenditures for capital assets 1,394,575
Less: current year depreciation (1,554,250)
The issuance of long-term debt provides current financial resources

to governmental funds, while the repayment of the principal of

of long-term debt consumes the current financial resources of

governmental funds. Neither transaction, however, has any effect

on net assets,
Net bond proceeds of bond issued (1,299,462)

795,495

Principal payments

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.

Change in net assets of governmental activities

13
Juan A. Feliciano Charneco * Certified Public Accountant

(1,212,554)

(159,675)

(503,967)

626,130

(1,250,066)




1

MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004
(Continued)

Accountability for Fiscal Matters
Budget Authority
Surplus/Deficit
Responsibility for Debt
Fiscal Management
Revenue Characteristics

Factors other than oversight, which may significantly influence the entity relationship, are:

Scope of Public Service
Special Financing Relationships

The relative importance of each criteria is evaluated in light of specific circumstances in order to
determine which component units are to be included as part of the reporting entity. Our specific
evaluations of the criteria applicable to be Municipality of Vega Alta indicate that the reporting entity
consists of all funds and accounts groups included in the combined balance sheet, therefore no
organizations, activities or functions were excluded from the reporting entity.

In June 1999, the GASB issued Statement No. 34 Basic Financial Statements and Management
Discussion and Analysis for State and Local Governments. This Statement establishes new financial
reporting requirements for state and local governments. It requires new information and restructures
much of the informatio that governments have reported in the past. Comparability with reports issued
in prior years is affected. In June 2001, The GASB issued Statement No. 37 Basic Financial
Statements and Management Discussion and Analysis for State and Local Governments Omnibus,
which in part addressed the Management Discussion and Analysis (MD&A) requirements, Program
Revenue Classifications and Major Fund criteria requirements in the reporting model in Statement No.
34. The Municipality of Vega Alta is required to implement this standard for the fiscal year ended June
30, 2004.

-15-
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENS
JUNE 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

Basic Financial Statements-GASB Statement No. 34 (Continuation)

The government-wide Statement of Activities reflects both the gross and net cost per functional
category. The Statement of Activities reduces gross expenses (including depreciation) by related
operating grants and contributions. The operating grants include operating-specific grants.

This government-wide focus is more on the substantiality of the Municipality the change in
aggregate economic position resulting from the activities of the fiscal period.

The fund financial statements are, in substance, very similar to the financial statements presented
in the previous model. Emphasis here is on the major funds in the governmental category. Non-
major funds are aggregated into a single column.

The governmental funds financial statements are presented on a current financial resource
measurement focus and modified accrual basis of accounting. This is the manner in which these
funds are normally budgeted. This presentation is 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 actual experience conforms to the budget or fiscal plan.
Since the governmental fund statements are presented on a different measurement focus and
basis of accounting than the government-wide statement, a reconciliation is presented on the
fund statement, which briefly explains the adjustments necessary to transform the fund
statements into the governmental wide statements.

Basis of Presentation

The new model as defined in Statement No. 34 establishes criteria (percentage of the assets,
liabilities, revenues or expenditures/expenses of either fund category or the governmental and
enterprise combined) for the determination or major funds. The Municipality reports the
following major funds on Fund Financial Statements:

Major Funds

General Fund — Always a major fund. The general fund is the main operating fund of the
Municipality. It is used to account for all financial resources except those required to be
accounted for in other funds.
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENS
JUNE 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)
Basis of Presentation (Continuation)
Major Funds (Continuation)

HUD Programs Fund — This fund accounts for revenue sources for the development of
viable urban communities, decent housing, suitable living environment, rental assistance to
help very low-income families afford decent, safe and sanitary housing by encouraging
property owners to rehabilitate substandard housing and lease the units with rental
subsidies to low income families.

Debt Service Fund — Debt service fund is used to account for the accumulation of
resources for, and the payment of, general long-term debt principal and interest.

Capital Projects Fund — Capital projects fund is used to account for the financial resources
for the acquisition of personal property and/or construction of major improvements which
are not financed by other funds.

Other Funds - Special revenue funds are used to account for the proceeds of specific
revenues sources that are legally restricted to expenditures for specified purposes.

Basis of Accounting

The accounts of the Municipality are organized on the basis of funds, each of which is
considered to be a separate accounting entity. The Municipality has created various types of
funds. Each fund is accounted for by a separate set of self-balancing accounts, which include its
assets, liabilities, fund balances, and revenues and expenditures/expenses, as applicable. The
individual funds accounts for the governmental resources allocated to the Municipality for the
purpose of carrying on specific activities in accordance with laws, regulations, or other
restrictions.

17
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENS
JUNE 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

Basis of Accounting (Continuation)

Measurement Focus, Basis of Accounting

Govermnment-wide Financial Statements — The government wide financial statements are
reported using the accrual basis of accounting. Revenues are recorded when eamned and
expenses are recorded at the time liabilities are incurred, regardless of when the related
cash flows take place. Non exchange transactions, in which the Municipality gives (or
receives) value without directly receiving (or giving) equal value in exchange, include
grants. Revenue from grants is recognized in the fiscal year in which all eligibility
requirements have been satisfied.

Governmental Funds Financial Statement — Governmental funds are reported using the
current financial resources measurement focus and the modified accrual basis of
accounting. Under this method, revenues are recognized when measurable and available.
Available means collectible within the current period or 60 days after the end of the period
to use them to pay liabilities of the current period. Miscellaneous revenues are recorded
when collected. Revenues collected in advance of the fiscal year to which they apply are
recorded as deferred revenues and recognized as revenues in the year to which they apply.
Expenditures are generally recognized when the related fund liability is incurred. General
capital asset acuisitions are reported as expenditures in governmental funds.

Governmental Fund Types / Governmental Activities — Governmental funds are those
through which most governmental functions of the Municipality are financed. The
acquisition, use, and balances of the Municipality’s expendable financial resources and
the related liabilities are accounted for through governmental funds. The measurement
focus is upon determination of changes in financial position, rather than upon net income
determination.

Licenses and permits, charges for services, fines and forfeits and miscellaneous revenues

(except investment earnings) are recorded as revenues when received. Investment earnings
(interest) are recorded as earned since they are measurable an available.

-18-
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENS
JUNE 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

Encumbrances

Governmental funds employ encumbrances accounting. Under the encumbrance system, all
purchase orders, contracts and other commitments for the expenditure of funds are recorded in
order to reserve that portion of the applicable appropriation. Under generally accepted
accounting principles, encumbrances outstanding at year-end are reported as reservations of fund
balance and they constitute neither expenditures, nor liabilities. Encumbrances constitute the
equivalent of expenditures for budgetary purposes only, and accordingly, are reported with
expenditures in all budgetary basis statements.

Budgetary Data

The Municipality follows these procedures, which are in accordance with the municipal law; in
establishing the budgetary date reflected in the basic financial statements.

(1) On or prior to may 15, the Mayor submits to the Municipal Assembly a proposed budget
for the fiscal year commencing the following July 1st. The proposed budget includes

estimated expenditures and their financing sources.
(2) The budget document is available for public inspction prior to its approval by the

Municipal Assembly.
(3) Prior to July 1st., the annual budget is legally enacted through passage of the annual
appropriation ordinance.

The budget is prepared following the modified accrual basis of accounting except for the
encumbrances as described below.

The actual results of operations, presented in the Statement of Revenues, Expenditures and
Changes in Fund Balances-Budget and Actual-General Fund, are reflected in conformity with the
budgetary accounting of the Municipality for a better comparison with the budget information.

-19-
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENS
JUNE 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

Budgetary Data (Continuation)

Amendments to the budget, and budgetary transfers related to personal expenditures, require the
approval of the Municipal Assembly. Non-capital encumbrances lapse at the end of the next

fiscal year.

Since the budgetary basis differs from generally accepted accounting principles (GAAP), actual
amounts for the general fund and debt service fund in the accompanying Statement of Revenues
and Expenditures-Budget and Actual are presented on the budgetary basis to enhance
comparability. The principal differences are as follows:

(1) Encumbrances are recorded as expenditures under the budgetary basis and as
reservations of fund balance under the GAAP basis.
(2) The property tax advances are presented as revenue in the budgetary basis and as other

financing souces in the GAAP basis.
(3) The Municipality receives certain revenus as contributions from governmental entities,
legislative and private parties, which are not included therein nor are the related

expenditures.
(4) Certain debt issuance to acquire personal property is reflected in the general fund and is

restricted for that purpose.

The necessary adjustments to convert the result of operations of the general and debt service
funds fro the modified accrual of accounting to the budgetary basis are as follows:

Deposits

Substantially all cash balances are commingled in a general checking account and several special
purpose bank accounts, except for cash and investments restricted by law. Each fund records its
equity interest in the pooled cash balance. The available cash balance in the general checking
account beyond immediate needs is invested in interest-bearing deposits. Generally, cash is
deposited in interest-bearing bank accounts. Investment earnings are credited to the respective

fund.

Investments consist of short-term certificates and are stated at cost, which approximates fair
value.

-20-
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

Inventories
The general fund purchases office and printing supplies, gasoline, oil, medicines and other

items. The cost of purchases is recorded as an expenditures and the inventory is not recorded
in the basis financial statements since amount is insignificant.

Capital Assets

Fund Financial Statements

The capital assets acquired are recorded as expenditures at cost in the governmental funds.

Government Wide Financial Statement

Purchased capital assets are recorded at cost. Donated capital assets are recorded at their
estimated fair value a the time they are received by the Municipality and is capitalized in the
Statement of net Assets. Major renewals and betterment are capitalized: replacement,
maintenance and repairs, which do not improve or extend the life of the respective assets, are
charged to operations.

Depreciation is provided over the estimated useful life of the respective assets on straight-
line basis.

YVacation and Sick Leave and Other Compensated Absences

Municipal employees are granted 30 days of vacacion and 18 days of sick leave annually.
Vacation may be accumulated up to a maximum of 60 days and sick leave up to a maximum
of 90 days. In the event of employee resignation, the employee is paid for accumulated
vacation days up to the maximum allowed. Separation from employment prior to use of all
or part of the sick leave terminates all rights for compensation, except for employees with ten
years or more of service who are entitled to sick leave pay to the maximum allowed. The
Municipality is required to pay excess sick leave over 90 days on or before March 31 of the
accumulated excess at December 31 of prior year.

Employees’ maximum allowed accumulated vacation, with the employer’s share of payroll
taxes, are accounted in the Statement of Net Assets.

S0



MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

Insurance

The Municipality has insurance coverage for its public facilities and equipment, primarily to
provide protection in case of disaster and other losses. Also, principal officials of the
Municipality are covered under various surety bonds. The Secretary of the Department of
the Treasury of the Commonwealth of Puerto Rico is the designated agency to obtain the
necessary insurance coverage for the Municipality.

Restricted Assets
Investments and Certificates

Certain proceeds as well as certain resources set aside for their repayment, are classified as
restricted assets on the balance sheet because their use is limited by applicable bond
convenants. The “revenue bond” maintenance account is used to report those rental proceeds
that are restricted for use in maintenance of the properties. The “revenue bond fund
account”is used to segregate resources accumulated for det service payments over the next
twelve months. The “Debt Service Account”is used to report resources set aside to make up
potential future deficiencies in the “revenue bond fund account”.

Cash with fiscal agent

The cash with fiscal agent pertaining to the debt service represents property tax collections
retained by the Government Development Bank for Puerto Rico and another financial
institution restricted for the payment of Municipality’s debt service (See Note 2) and unused
proceeds from bonds and notes issued principally for the acquisition or construction of
permanent improvements are accounted in the capital project fund.

22-
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Reservations of Fund Balance

Reservations of fund balance represent portions of fund balances that are legally segregated
for a specific future use or are not appropriable for expenditure. The Municipality has the
following reservations of fund balance:

» Encumbrances — Represent future expenditures under purchse order, contracts and
other commitments. These committed amounts generally will become liabilities in
future periods as the goods or services are received.

Debt Service — Represents net ssets available to finance future debt service payments.

Capital Projects — Represent net assets available to finance future capital outlays.

Special Revenue Fund — Represent net assets available to finance specified outlays.

¥YY ¥ Y

General Fund — Represent net assets available not required to be accounted in another
fund.

Claims and Judgements

The estimated amount of the liability for claims and judgements, which is due on demand,
such as from adjudicated or settled claims, is recorded in the general fund and in the
Statement of Net Assets.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that effect the reported
amounts of asses and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actuals results could differ from those estimates.
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

2. PROPERTY TAXES

The “Centro de Recaudacién de Ingresos Municipales”(CRIM) is responsible for the assessment
of all real and personal property located within the Municipality of Vega Alta and for the levy,
administration and collection of the corresponding taxes.

The property tax is levied each year on the asessed value of the property at the beginning of the
calendar year. Assessed values of real property are established at the estimated current value
existing in the year 1957 and of personal property at the current value at the date of the
assessment.

Real property taxes are billed by the CRIM and are due in two equal installments in July and
January following the assessment date. Personal property taxes are self-assessed ad are due in
May 15, when the property tax return is required to be filed.

The tax rate per annum is 8.68% for real property and 6.68% for personal property of which
3.83% and 1.83%, respectively, belongs to the Commonwealth of Puerto Rico and 4.5% of both
percents belong to the Municipality. From the portion belonging to the Municipality, 3%
represents the Municipality’s basic rate,which is appropiated for general purposes and,
therefore, accounted for through the general fund. The remaining portion belonging to the
Municipality of 1.3% repesents the dd-valorem” tax withheld by the CRIM as fiscal agent, and
restricted for debt service which is accounted for through the debt service fund (See note 11).
The Municipality has reached the maximum statutory tax rate limit for the asic tax while there
is no limitation for the ad-valorem tax rate.

Complete real property tax exoneration is granted by the Commonwealth of Puerto Rico on the
first $15,000 of the assessed valuation of owner occupied residential units. However, the
Municipality receives the full amount levied, except for residential units assessed at less than
$3,500, on which a complete exemption is granted. Veterans have additional exemption from
taxes of $5,000 of the assessed alue of real property. The Department of Treasury instead of the
property taxpayer becoms the source of payment in these cases.

Complete exemption from personal taxes up to an assessment of $50,000 is granted to retailers
with an annual volume of net sales under $150,000.

-24-
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

The CRIM reports annually to the Municipality the estimated basic property tax and the tax to be
used for the det service, which will be collected in the fiscal year. The basic tax is advanced to
the Municipality during such fiscal year. It is the practice to amortize these advances through
the subsequent collection by the CRIM of the basic tax from the taxpayers.

The basic property tax advances from the CRIM are recorded in the general fund as other
financing sources. As this tax is collected and reported by the CRIM, it is recorded i the gneral
fund as revenue. The property tax received from the Department of Treasury, which is related to
the exoneration granted by the Commonwealth of Puerto Rico is reflected as revenue in
thegeneral fund.

Since the collection of property taxes from the taxpayers is under the administration f the CRIM,
the Municipality recognized as an expenditure the operational expenses allocated by the CRIM
to the Municipality, which amounted to $145,555 during 2004,

The following is a summary of the property tax advances, which resulted as an account
receivable, for the year ended June 30, 2004 and outstanding debt from 2003. The resulting
receivable is presented as a deferred revenue in the general fund for Fund Financial Statement
and as a revenue in the Government Wide Financial Statements. The debt has been presented in
the Statement of Net Assets as a non-current libility since payment is not anticipated to be paid
in near future.

Accounts Receivable:

Amortization through collections of property taxes by the CRIM
07-01-03 — 06-30-04 $ 6,575,802
Advance received, 07-01-03 — 06-30-04 (6,301,409)
Other discounts (63,024)
Total assets
Due from CRIM —2004 $ 211,319
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

3. DEPOSITS

Deposits include certificates of deposits amounting to $3,920,673. The Municipality’s cash
and investments at June 30, 2004, were entirely covered by the Federal Depository Insurance
Corporation by collateral provided by the banks and held by the Department of the Treasury
pursuant to applicable laws and regulations. Cash with fiscal agent is maintained in interest-

bearing accounts in the Government Development Bank for Puerto Rico and is collaterized by
the Commonwealth of Puerto Rico.

Puerto Rico laws authorize governmental entities to invest in direct obligations or obligations
guaranteed by the federal government or the Commonwealth of Puerto Rico. The Municipality
is also allowed to invest in bank acceptances, other bank obligations and certificates of deposit in
financial institutions authorized to do business under the federal and Commonwealth laws.
During the year, the Municipality invested its funds in interest-bearing bank accounts, and

short-term certificates of deposit, if due date is not more than 90 days the certificate considered
as cash equivalents.

. CONCENTRATION OF CREDIT RISK

The Municpality maintains its csh account in local commercial banks, whose accounts are
warranty by the Federal Deposit Insurance Corporation (FDIC) up to $100,000. Deposits in
excess of $100,000 are collaterized by the bank securities to property safeguard such funds.
Nevertheless, Management believes that concentration of credit risks is limited because
balances are deposited with high standing financial institutions.

5. MUNICIPAL LICENSE TAXES

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 under the industrial Incentives Acts of Puerto Rico. All
taxpayers are required to file their declarations by April 15 of each year.

The tax rates are as follow:

1% for financial institutions
for all other organizations 0.5%

Taxes are payable in two equal semiannual installments on July 1 and January 1 following the
levy date. If they are paid before their maturity, the taxpayer is granted certain discounts.

The deferred revenue of the general fund correspond to the business tax levied received from the
next fiscal year.
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

6. INTERFUND TRANSACTIONS

Due From/To Other Funds (Fund Financial Statement)

Interfund receivables and payables generally reflect temporary loans, billings for services
provided and recovery of expenditures. The balance are as follows:

Funds Due From Due To
General $601,889 $1,430,103
Other Funds 1,430,103 470,157
HUD Programs - 131,732
$2,031,992 $2,031,992

The Inter-fund receivables and payables on fund financial statement are eliminated on Statement
of Net Asets (Government Wide Financial Statement).

. INTERGOVERNMENTAL REVENUES

Sources of intergovernmental revenue consit primarily of governmental payments from the
Commonwealth of Puerto Rico and in lieu of tax” payments from certain “quasipublic”
corporations, such as the Puerto Rico Electric Power Authority.

Grants and subsidies received from the Commonwealth of Puerto Rico include, aong others, a

general subsidy for capital improvements. Almost all these intergovernmental revenues are
accounted for in the general fund.
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S < =1

==

MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

8. CAPITAL ASSETS

Fund Financial Statements

JUNE 30, 2004

The Municipality charged costs of capitalizable outlays as expenditures categories in the

Governmental Fund Financial Statements.

Governmental activities:

Capital assets, not being depreciated:
Land
Construction in progress

Total capital assets not being depreciated

Capital assets, being depreciated
Buildings and building improvements
Infraestructure
Equipment
Vehicles
Lease Vehicles and equipment

Total capital assets being depreciated

Less accumulated depreciation for;
Buildings and building improvements
Infraestructure
Equipment

Vehicles
X 2 Lease Vehicles
Total accumulated depreciation
Total capital assets being depreciated, net
Governmental activities capital assets, net

X1 Beginning balance of infraestructure and equipment were adjusted according to audit.
X2 Lease vehicles and equipment not included in the Municipal property records.

Balance

Retire- Balance
X1 6/30/2003 Additions ments 6/30/2004
$ 3,682,139 $ - § 3,682,139
2,843,411 264,447 2,843,411 264,447
6,525,550 264,447 2,843,411 3,946,586
23,541,139 2,843,411 - 26,384,550
20,770,843 - 20,770,843
1,404,836 73,392 - 1,478,228
6,482,566 70,575 - 6,653,141
248,522 - - 248,522
52,447,906 2,987,378 - 55,435,284
5,335,276 496,379 - 5,831,655
14,912,839 338,929 - 15,251,768
613,819 128,717 - 742,536
3,981,552 560,565 - 4,542 117
13,289 29,660 - 42,949
24,856,775 1,554,250 - 26,411,025
27,591,131 1,433,128 - 29,024,259
1] 1 1 1 s 2 E !3 | | I L L)

Governmental activities:

General government

$ 431,828

Public safety 41,268
Public works 915,258
Culture and recreation 148,276
Health 17,620
Total depreciation expense- governmental activities $1,554,250
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

Government Wide Financial Statements

Capital assets purchased are carried at historical costs. Contributed assets are recorded at fair
value as of the date donated. Additions, Improvements and other capital outlays that
significantly extend the usefull life of an asset are capitalized. Other costs incurred for repairs
and maintenance are expensed as incurred. Depreciation on capital assets is calculated using the

straight-line method over the following estimated useful lives:

Vehicles, Heavy Equipment
Furniture and Fixture

Computer and Electronic Equipment

Buildings
Infrastructure
Improvements

5-25 $300

5-10 $300

10 $300
50 $1
60 $1
20-40 $1

In addition, the Municipality assigned a 10% residual value on most Capital Assets.

9. GENERAL LONG-TERM DEBT

General in General Long — Term Debt

The principal long-term obligation of the Municipality are obligation bonds issue to finance
permanent improvements and purchases of equipment. The Municipality ‘s long-term debt
retirements are appropriated and paid from resources accumulated in the debt service fund.

2004

The following is a summary of bonds of the Municipality of Vega Alta for year ended June 30,

Payable at

Balance
Description July 1, 2003 | Additions | Reductions 2004
General Obligations Bonds| $13,181,363 | $1,235,000 $631,000 | $13,438,000
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2004
General Obligation Bonds:
Original Interest Balance
Description Amount Rate 06-30-04 Due Date
Bonds Series 1995-96 | § 990,000 510-6.63% |$ 835,000 07-01-2019
Bonds Series 1995-96 3,425,000 4.70-6.63% 2,930,000 07-01-2020
Bonds Series 1996-97 610,000 4.87-6.10% 545,000 07-01-2021
Bonds Series 1999-00 340,000 2.70-7.2%% 80,000 07-01-2004
Bonds Series 1999-00 995,000 5.00-7.50% 685,000 07-01-2002 |
Bonds Series 1999-00 940,000 2.8-7.89% 815,000 07-01-2016
Bonds Series 1999-00 135,000 5.00 115,000 07-01-2024
Bonds Series 2000-01 230,000 2.70-7.81% 215,000 07-01-2025
Bonds Series 2001-02 230,000 5.81% 150,000 07-01-2025
Bonds Series 2001-02 500,000 2.70 - 5.00% 480,000 07-01-2021 ™
Bonds Series 1999-00 49?),000 5.00 0.00 07-01-2004 >
Bonds Series 2002-03 2:5 8;,000 6.5% 2,500,000 07-01-2027
Bonds Series 2003-04 1,235,000 6.5% 1,235,000 07-01-2028
—p
Bonds Series 1989-90 4,965,000 | 4.750-7.758% | 2,853,000 07-01-2020
TOTAL 8 17,670,000 $ 13,438,000
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

The annual requirements to amortize all bonded debt outstanding as June 30, 2004 follows:

LEASSOR- Lehigh Municipal Leasing, Inc.

The Municipality pay the amount of $21,688 in a monthly basis for vehicle and equipment
lease, guarantee with the property lease and can be acquired of the end of the lease for §1.

Year Ending Principal Interest Total

2005 $ 578,000 $ 031,281 $ 1,509,281
2006 533,000 631,135 1,164,135
2007 533,000 622,209 1,155,209
2008 576,000 597,570 1,173,570
2009 597,000 844,264 1,441,264
Subsequent years 10,621,000 4,762,434 15,383,434

Total $13,438,000 $ 8,388,893 $21,826,893

LEASE PAYABLE

Original
Description Amount | Interest Rate Balance Due Date
Municipal Lease
MPR -010676 | $1,017,130 9.476% $852,636 01-08-08
Year Ending 1::1::::: Principal Interest
2005 $260,257 $181,997 $78,260
2006 260,257 201,631 58,626
2007 260,257 222,786 37,471
2008 260,257 246,222 14,035
TOTAL $1,041,028 $852,636 $188,392
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

10. DEBT SERVICE FUND

The revenues of the debt service fund arise from the additional property tax and are recognized
when collected and informed by the CRIM (See Note 2). The CRIM retains these collections for
the payment of principal and interest of bonds and notes issued by the Municipality. Interest
income is for the payment of interest or special obligations notes and property taxes are for the
debt service requirements of the genera obligations bonds and notes.

Principal and interest on these obligations are paid by the Government Development Bank for
Puerto Rico from funds obtained fro the Following:

Property taxes $1,290,811
General funds 635,672
Total $1,926,483

Expenditures for the year 2003-2004 were as follows:

Principal $631,000
Interest 796,326
Total $1,427,326

11. RETIREMENT SYSTEM

Plan Description

Regular employees of the Municipality contribute to a cost sharing multiple-employer defined
benefit retirement plan, administered by the Employee’Retirement System of the Government of
Puerto Rico and its instrumentalities (ERS). ERS covers all regular full time public employees
working for thecentral government, public corporations and the municipalities of Puerto Rico.
The system provides retirements pensions, death and disability benefits. Retirement benefits
depend upon age at retirement and number of years of credited service. Disability retirement
benefits are available to members for occupational and non-occupational disabilities. Benefits
vest after ten years of plan participation. The system was created under Act 447, approved on
May 15, 1951, as amended, and became effective on January 1, 1952. ERS issues a publicly
financial report that includes financial statements and required supplementary information of the
Plan, which may be obtained from the ERS at G.P.O. Box 42003, San Juan Puerto Rico. 00940.
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

The annual retirement benefits for those regular full-time employees hired on or before March
31, 1990 or those attaining permanent status before that date (Old Plan) and for those hired or
attaining permanent status on or after April 1, 1990 (New Plan) are as follows:

OLD PLAN
Eligibility Pension Benefits
Age 55 and 30 years 75% of average highest compensation
Of service during any years of credited service
Under 55 and 30 years 65% of average highest compensation
Of service during any 3 years of credit service

Participant in the System who retire prior to 30 years of credited service are entitled to an annual
retirement benefit equal to 1.5% of the highest compensation in any 3 years of credited service
for each year of service up to 20 years, and 2% for each year in excess of 20 years.

NEW PLAN
Eligibility Pension Benefits
Age 65 with 10 years 1.5% of average compensation during
of servie the final 5 years of credited services

multiples by the numbers of years
credited service

For both plants, the employees are vested when attaining ten years of credited services.

Disability and death are available with certain limitations and all annuities in pay status will be
increased every three years by 3% subject to the approval by the Legislature of Puerto Rico.
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

Funding Policy

The Act 447, as amended, is the authority under which obligations to contribute to the Plan by
the Plan members, employer and other contributing entities are established or may be amended.
The required contributions made by the Municipality were based on percentages established
by the Administrator of the System. Such percentages were not based on actuarial studies as
required by generally accepted accounting principles. An actuarial computation of the annual
contribution applicable to the Municipality has not been prepared. Accordingly, the amounts
by which the actual contributins differ from the required actuarial conf¥ibutions are not known.
The Municipality’s total payroll for the fiscal year 2004 amounted approximately $ 5,058,681
respectively. Members’contributions are 5.775% for gross salaries up to $6,600 plus 8.275% of
the gross salary in excess of $6,600 and the Municipality is required to contribute 9.275% of
gross salary. Actual contributions $158,472 and $77,878.

Federal Programs

The Municipality participates in a number of federal financial assistance programs. Although the
Municipality’s grant programs have been audited in accordance with the provisions of the Single
Audit Act of 1984, as amended, during the year ended June 30, 1996, these programs are still
subject to financial and compliance audits and resolution of previously identified questioned
costs. These grants are also subject to audit on behalf of the grantors to assure compliance with
grant provisions. If expenditures are disallowed due to noncompliance with grant program
requirements, the Municipality may be required to reimburse to the grantor agency.
Accordingly, the Administrations’s compliance with applicable grant requirements will be
established at some future date. Nevertheless, the Municipality’s management expects the

" amount of expenditures, which may be disallowed by the granting agencies from such audits, to

be immaterial.

Compftroller’s Office Audits

The Municipality of Vega Alta , Puerto Rico, has been audited by the Comptroller’s Office of the
Commonwealth of Puerto Rico. The Comptroller’s Office has not issued a final report related to
the financial operations of the Municipality for the period of the single audit. These audit report
do not cover any findings sub-sequently disclosed to Municipality operation by the
Comptroller’s Office.
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

13. PRIOR PERIOD ADJUSTMENTS

General Fund

The general fund balance of prior period was adjusted by cash adjustment balance from prior
year of $1,080,175 less accounts receivable from other funds not recorded in Municipality
records and prior accounts payable cancelled these year.

Capital Projects and Other Funds s

Other funds accounts from prior year balance was distributed this yeér into capital project funds,
other funds and HUD Programs.

14. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budgetary Control

The Municipality’s annual budget is prepared on the budgetary basis of Accounting, which is
not in accordance with GAAP, and represents departmental appropriations recommended by
the Mayor and approved by the Municipal Legislature prior to the beginning of the fiscal
year. Ammendments to the budget, known as Mayor’s rcsolutlons do not require the
approval of the Municipal Legislature.

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

For budgetary purposes, encumbrance Accounting is used. The encumbrances (i.e., purchase
orders, contracts) are considered expenditures when incurred. For GAAP reporting purposes,
encumbrances outstanding at year-end are reported as reservations of fund balances and do

not constitute expenditures or liabilities because the commitments will be honored during the
subsequent year.

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

As of June 30, 2004 the municipal license tax was less than the amount budget, other

revenues budgeted amount include the prior period adjustment from the general fund, and no
the actual amount.
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Federal
CFDA Pass-through Federal
Federal Grantor / Pass-through Grantor Program Title Number Grantors Number Expenditures
U.S. Department of Housing and Urban Development
Department of Housing and Urban Development Public
and Indian Housing
Section 8 - Voucher 14-855 RQO056-VO-56-001-004 $ 387,107
Passed-Through - Commonwealth of PR Commissioners
Office of Municipal Affairs
Community Planning and Development 14-228 2003 50,837
Community Development Block Grant (State Program) 14-228 2002 185,308
14-228 2001 2,500
14-228 2000 14
14-228 1999 10,000
14-228 1998 5
14-228 1997 24,205
272,869
Housing Opportunities for Persons with AIDS 14-241 - 101,298
U.S. Federal Emergency Management Agency:
Passed-through Emergency Management State and Local Assistance
FEMA - Lluvia/November 83-544 1396 41
Total Federal Assistance 3 761,315

See notes to the schedule of expenditures of federal awards.
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MUNICIPALITY OF VEGA ALTA, PUERTO RICO
NOTES TO THE SCHEDULE
OF EXPENDITURES OF FEDERAL FINANCIAL AWARDS
FOR THE FISCAL YEAR THEN ENDED JUNE 30, 2004

(1) GENERAL

The accompanying schedule of expenditures of federal awards includes the federal grant
activity of Municipality of Vega Alta, Puerto Rico and is presented on the modified accrual
basis of accounting. The reporting entity is define in Note 1 to the financial statements of
the 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.

(2) MAJOR FEDERAL AWARDS

The Community Development Block grants and Housing Assistance Payments Programs,

represents the major federal financial awards of the Municipality. Major federal awards
represent 87% of total expenditures.

(3) FEDERAL CFDA NUMBER

The CFDA numbers included in this schedule were determined based on the program name

review of grant contract information and the office of management and budget catalog of
Federal Domestic Assistance.

(4) RELATIONSHIP TO GOVERNMENTAL FUNDS FINANCIAL STATEMENTS

Federal financial assistance expenditures are reported in the Municipality of Vega
Alta, Puerto Rico Combined Statement of Revenues, Expenditures and Change in
Fund Balances - All Governmental as follow:

Description HUD Program Other Funds Total
Federal Programs
Expenditures $761,274 $ 41 $761,315
State & Municipal :
Expenditures B 1,967,507 1,967,507
Total Expenditures $761,274 $1,967,548 $2,728,822
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MUNICIPALITY OF VEQA ALTA. PUERTO RICO
STATEMENT OF REVENUES, EXPENDITURES AND
CHANQES IN FUND BALANCE - BUDQET AND ACTUAL (BUDGET BASIS)
QGENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Adjusted Variance
Budgeted Amounts Actual Favorable
Original Final Note 1 {Unafavorable)
REVENUES :
Property taxes $ 473269 §$ 473269 § 473269 § -
Municipal license tax 2,200,000 2,200,000 1,518,729 (681,271)
Intergovernmental revenues 3,652,919 3,652,919 3,621,475 (31,444)
Licenses, permits and fines 2,018,000 2,018,000 2,848,615 830,615
Rent of properties 240,000 240,000 290,567 50,567
Interest income 208,000 208,000 164,884 (43,116)
Other revenues 1,880,175 1,880,175 789,840 (1,090,335)
Other sources 3,308,157 3,308,157 3,308,157 -
Total revenues $ 13,980,520 §$ 13,980,520 §$ 13,015536 § (964,984)
EXPENDITURES:
Current:
General government $ 6875499 §$ 6990971 $ 6667771 § 323,200
Public safety 1,539,298 1,573,009 1,391,614 181,395
Public Work 2,955,782 2,935,606 2,857,781 77,825
Health 754,467 754,467 754,466 1
Culture and recreation 957,242 828,235 767,950 60,285
Debt Service: -
Principal interest 164,455 164,495 164,495 -
Interest and fiscal charges 95,762 95,762 95,762 -
Transfer to debt service 637,975 637,975 635,672 2,303
Total expenditures $ 13,980,520 $ 13,980,520 § 13,335511 § 645,009
Excess of revenues over (under) expenditures $ (319975) $ (319,975)

Explanation of differences:

Sources/inflows of resources:
Actual amounts (budgetary basis) "available for appropiation" from the
bugetary comparison schedule $§ 13,015,536
Differences - budget to GAAP:
Transfers from other funds are inflows of budgetary resources but are not

revenues for financial reporting purposes. (3,308,157)
Revenues included in the statement of revenues and not in the
budgeteed amounts 383,259
Total revenues as reported on the statement of revenue, expenditure, and
changes in fund balances $ 10,090,638
Uses/outfiow of resources
Actual amounts (budgetary basis) “total charges to appropiations" from the
budgetary comparison schedule $§ 13,335,511
Differences - budget to GAAP:
Non budgeted expenditures 1,159,676
Budgeted expenditures included prior year (983,795)
Other financial resources transfered to debt service (635,672)

Total expenditures as reported on the statement of revenue, expenditures
and change in fund balances $ 12,875,720

See notes to budgetary comparison schedule.

See notes to financial statements.
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Mayor and Municipal Council
Municipality of Vega Alta, Puerto Rico

I have audited the financial statements of the Municipality of Vega Alta, Puerto Rico, as of and for the
year ended June 30, 2004, and has issued a qualified (for its general fixed assets) report thereon dated
October 19, 2004. I conducted my audit in accordance with generally accepted auditing standards and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Compliance
As part of obtain reasonable assurance about whether the Municipality of Vega Alta financial

statements are free of material misstatement, I performed tests of its compliance which certain
provision of law, regulations, contracts and grants, non-compliance 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 my audit and, accordingly, I do not express
such an opinion. The results of my tests disclosed no instances of non-compliance that are required to
be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing my audit, I considered Municipality of Vega Alta, Puerto Rico, internal
control over financial reporting in order to determine my auditing procedures for the purpose of
expressing my opinion on the financial statements and not to provide assurance on the internal control
over financial reporting. My consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements in
amounts that would be material in relation to the general purposes 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.
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I noted no matters involving the internal control over financial reporting and its operation that I
consider being material weaknesses. However, I noted other matters involving the internal control
over financial reporting that I have reported to management of Municipality of Vega Alta, in a
separate dated October 19, 2004.

This report is intended for the information of the board of directors, management and federal
awarding agencies and pass-through entities. However, this report is a matter of public record and
its distribution is not limited.

San Juan, Puerto Rico

October 19, 2004

The stamp number 2024104 CPA JUAN A. CIANO
Licenge No. 1263

was affixed to the e A A

original of this report. Xp ecem :
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Certified Public Accountant

406 Tnt. César Gonzalez Tel. (787) 879-4433
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAYOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Mayor of the Municipality of Vega Alta
Vega Alta, Puerto Rico

Compliance
I have audited the compliance of the Municipality of Vega Alta, Puerto Rico, with the types of

compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that are applicable to each of its major federal programs for the year
ended June 30, 2004. The Municipality of Vega Alta major federal programs is identified in the
summary of auditor's 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 Municipality of Vega Alta Management. My
responsibility is to express an opinion on Municipality of Vega Alta compliance based on my audit.

I conducted my audit in accordance with generally accepted auditing standards, the standards
applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States; and OMB Circular A-133, "Audits of States and Local Governments and
Non-Profit Organizations. Those standards and OMB Circular A-133 require that I require that I 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 Municipality of
Vega Alta, compliance with those requirements and performing such other procedures, as I considered
necessary in the circumstances. I believe that my audit provides a reasonable basis for my opinion. My
audit does not provide a legal determination on Municipality of Vega Alta compliance with those
requirements.

In my opinion, Municipality of Vega Alta, complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for the year ended June 30,
2004. However, the results of my auditing procedures disclosed instances of noncompliance with those
requirements that 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 2004-01, 2004-02,
2004-03 and 2004-04.
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Internal Control Over Compliance

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

My consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components does
not reduce to a relatively low level the risk that noncompliance with applicable requirements of
laws, regulations, contracts and grants that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. I noted no matters involving the internal
control over compliance and its operation that I consider being material weaknesses.

This report is intended for the information of the board of directors, management and federal
awarding agencies and pass-through entities. However, this report is a matter of public record and
its distribution is not limited.

San Juan, Puerto Rico

October 19, 2004 Gan o >

The stamp number 2024105 CPA A. FELICIANO QfiAJE
Licenge No. 1263

was affixed to the vt il I

original of this report. xp ember 1,
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MUNICIPALITY OF VEGA ALTA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2004

A. Summary of Audit results

Financial Statements

Type of auditor’s issued:
Internal control over financial reporting:
Material weakness(es) identified?

Rep(;rtable condition(s) identified not considered
to be material weaknesses?
reported

Noncompliance material to financial statements noted?
Federal Awards

Internal control over mayor programs:
Material weakness(es) identified?
Reportable condition(s) identified not
Considered being material weaknesses?

Type of auditor’s report issued on compliance considered
For mayor programs

Any audit findings disclosed that are required to be

Reported in accordance with Circular A-133,
Section .510(a) are reported on part C, of this schedule

-43-

Qualified

Yes X No

Yes X No None

Yes X No
Yes X No
Yes X No

Unqualified

SR Ve No
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Identification of Major Programs

CFDA Number(s)

Name of Federal Program or Cluster

14.855

Section 8 — Voucher

14-228

CDBG

Dollar threshold used to distinguish
Between type A and type B Programs

Auditee qualified as low-risk auditee

B - Financial Statements Findings

300,000

X __Yes No

No matters were reported regarding reportable conditions,
material weaknesses, and instances of non-compliance related to
the financial statements that are required to be reported in
accordance with paragraph 5.18 through 5.20 of Governmental
Auditing Standards.

C - Federal Award Findings and Questioned Cost

Federal Program Information
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Ref. No.

MUNICIPALITY OF VEGA ALTA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2004
(continued)

U.S. Department of Housing and Urban Development
Public and Indian Housing

CFDA No. 14-855

Grant No. RQ-56V056001/004

Year ended June 30, 2004

Finding / Noncompliance

2004-01

Statement of Condition and Criteria

During my test of compliance I noted that the Municipality is not
Complying with the criteria established by Standards of Financial
management Systems, Sub-part C, Section 21,b. ,24, CFR, Part .5 and Housing
Choice Voucher Program Guidebook.

1. Accurate, current and complete disclosure of the financial results of
federally sponsored projects of programs.

2. Records that identify adequately the source and application of funds. The
records shall contain information pertaining to federal awards,
authorization, obligations, un-obligated balances, assets, outlays, income
and interest.

3. Effective controls and accountability for funds, property and other
assets.

To established procedures to comply with Financial and Program
Management Standards of funds from the Office of Public and Indian Housing
voucher program. It was noted during my audit that Municipality does not
maintain proper accounting records.

Cause
The Municipality does not comply with the Financial and Program

Management System Standards.
Effect

The Municipality does not maintain adequate procedures for the administration
of funds from the Public and Indian Housing Voucher.
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Auditor’s Recommendation

The Municipality must establish adequate procedures in order to control in a
more effective manner the financial and Program management system

standards.

Municipality Response:

We concur with auditor’s recommendations. The Municipality will
evaluate the actual administrative procedures followed to establish a
procedure, to comply with proper financial and program management system
standards.
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Ref. No.

MUNICIPALITY OF VEGA ALTA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2004
(continued)

U.S. Department of Housing and Urban Development
Public and Indian Housing

CFDA No. 14-855

Grant No. RQ56V056001/004

Year Ended June 30, 2004

Finding / Noncompliance

2004-02

Statement of Condition and Criteria

It was noted in my test of compliance, is not complying with the criteria
established by United States Treasury, Cash Management Requirements. The
Municipalities financial management system.

To established procedures to minimize the time elapsing between the transfer
of funds from Public and Indian Housing Voucher Program and the
disbursements by the Municipality. It was noted during my audit that
Municipality held cash balances over $5,000 for periods longer than 3 days.

Cause
The Municipality does not comply with the Cash Management Requirements
of the Department of Treasury of the United States.

Effect
The Municipality does not maintain adequate procedures for the
Administration of cash that determine properly their use needed.

Auditors Recommendation
The Municipality establishes adequate procedures in order to control in a more
effective manner the need of the federal funds used.

Municipality Response:

We concur with auditor’s recommendations. The Municipality evaluates the
actual administrative procedures followed to establish procedures to minimize
the time between the funds revenue and the expenditure.
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Ref. No.

MUNICIPALITY OF VEGA ALTA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2004
(continued)

Department of Housing and Urban Development

Public and Indian Housing

CFDA No. 14-241

Grant No. Housing Opportunities for Persons with Aids
Year ended June 30, 2004

Finding / Noncompliance

2004-03

Statement of Condition and Criteria

It was noted in my test of compliance that the Municipality is not complying
with the criteria established by the Standards of Financial management
Systems, Sub-part C, Section 21, b., 24 CFR, part 5 and Housing Choice
Voucher Program Guide book.

1. Accurate, current and complete disclosure of the financial results of
federally sponsored projects of programs.

2. Records that identify adequately the source and application of funds. The
records shall contain information pertaining to federal awards,
authorization, obligations, un-obligated balances, assets, outlays, income
and interest.

3. Effective controls and accountability for funds, property and other
assets.

To established procedures to comply with Financial and Program Management
Standards of funds from the Office of the Public and Indian Housing/Hopwa
Program. It was noted during my audit that Municipality does not maintain
proper accounting records.

Cause

The Municipality does not comply with the Financial and Program
Management System Standards.
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Effect

The Municipality does not maintain and adequate procedures for the
Administration of funds from Public and Indian Housing /Hopwa Program.

Auditors Recommendation

The Municipality must establish adequate procedures in order to control in a

more effective manner the financial and Program Management System
Standards

Municipality Response:

We concur with auditor’s recommendations. The Municipality will evaluate
the actual administrative procedures followed to establish a procedure, to
comply with proper financial and program management system standards.
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Ref. No.

MUNICIPALITY OF VEGA ALTA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2004
(continued)

Department of Housing and Urban Development
Public and Indian Housing

CFDA No. 14-241

Grant No. Housing Opportunities for Persons with Aids
Year ended June 30, 2004

Finding / Noncompliance

2004-04

Statement of Condition and Criteria

It was noted in my test of compliance, is not complying with the criteria
established by United States Treasury, Cash Management Requirements. The
Municipalities financial management system.

To established procedures to minimize the time elapsing between the transfer
of funds from Public and Indian Housing Voucher Program and the
disbursements by the Municipality. It was noted during my audit that
Municipality held cash balances over $5,000 for periods longer than 3 days.

Cause

The Municipality does not comply with the Circular 1075 of the Department of
Treasury of the United States.

Effect

The Municipality does not maintain adequate procedures for the
Administration of cash that determine properly their use needed.

Auditor’s Recommendation

The Municipality establishes adequate procedures in order to control in a more
effective manner the need of the federal funds used.

Municipality Response:

We concur with auditor’s recommendations. The Municipality evaluates the
actual administrative procedures followed to establish procedures to minimize
the time between the funds revenue and the expenditure.
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MUNICIPALITY OF VEGA ALTA
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED JUNE 30, 2004

2003 —Finding No. 1: Section 8 Housing
Section 8 Rental Program
CFDA No. 14.855
Year ended June 30, 2003
Finding Reported Again

2003 - Finding No. 2: Section 8 Housing
Section 8 Rental Voucher Program
CFDA No. 14.855
Year ended June 30, 2003
Finding Reported Again

2003 - Finding No. 3: Section 8 Housing
HOPUA
CFDA No. 14.241
Year ended June 30, 2003
Finding Reported Again

2003 - Finding No. 4: Section 8 Housing
HOPUA
CFDA No. 14.241
Year ended June 30, 2003
Finding Reported Again

2003 - Finding No.5: FEMA

FEMA - 1501 DR-PR -Lluvia noviembre
CFDA No. 83.544

Year ended June 30, 2003

Finding was Corrected

2003 ~ Finding No. 6: FEMA
FEMA - 1136 DR-PR Hortence
CFDA No. 83.544 %
Year ended June 30, 2003
Finding was corrected
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Estado Libre Asociado de Puerto Rico
Gobierno Municipal del Pueblo de Vega Alta

Benjamin Declet Salgado
Director de Finanzas

Ref. No.

2004-01

Ref. No.
2004-02

CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2004
(continue)

Finding /Corrective Action
Planned/Person Responsible:

Statement of Condition:
The Section 8 — Voucher Program Standard for financial
Management System.

Corrective Action Planned:

The Section 8 — Voucher Administration will evaluate and
Implement adequate procedure to control and use in effective
Manner federal funds. Standards for financial management
system.

Person Responsible:
Benjamin Declet, Finance Director

Finding /Corrective Action
Planned/Person Responsible:

Statement of Condition:
The Section 8 — Voucher Program cash balance over $5,000 for
Periods end longer than 3 days.

Corrective Action Planned:

The Municipality Section — 8 Voucher administrator established
Adequate procedures to control and use in a effective manner,
Federal Funds.

Person Responsible:

Benjamin Declet, Finance Director
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Anticipated
Completion Date

On or before
end of 2004-05
fiscal year

Anticipated
Completion Date

On or before
end of 2004-05
fiscal year
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CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2004
(continue)

Ref. No. Finding /Corrective Action
2004-03 Planned/Person Responsible:

Ref. No.
2004-03

Statement of Condition:

The Housing Opportunities for Persons with Aids Program
Standards for financial management system.

Corrective Action Planned:

The HOPUA Administration will evaluate and implement
adequate Procedures to control and use in an effective manner,
federal funds. Standards for financial management system.

Person Responsible:
Benjamin Declet, Finance Director

Finding /Corrective Action
Planned/Person Responsible:

Statement of Condition:
The Housing Opportunities for Persons with Aids Program
Cash balnce over $5,000 for periods end longer than 3 days.

Corrective Action Planned:

The Housing Opportunities for persons with aids administrator
Established adequate procedure to control and use in effective
Manner federal funds.

Person Responsible:

Benjamin Declet, Finance Director
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Anticipated
Completion Date

On or before
end of 2004-05
fiscal year.

Anticipated
Completion Date

On or before
end of 2004-05
fiscal year.
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INTERNET REPORT ID: 150746

12/29/2004

OMB No. 0348-0057

roan SF-SAC

(5-2004)

Data Collection Form for Reporting on
AUDITS OF STATES, LOCAL GOVERNMENTS, AND NON-PROFIT ORGANIZATIONS
for Fiscal Year Ending Dates in 2004, 2005, or 2006

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

Complete this form, as required by OMB Circular A-133, Audits B Federss Augit Clearingtiouse
of States, Local Governments, and Non-Profit Organizations.® (ETOU / Jeffersonvilie, IN 47132

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

J A r-.l

1. Fiscal period ending date for this submission

2. Type of Circular A-133 audit

Month  Day  Year . et - ,
06 / 30 /2004 ?g‘iﬁl;&'&"g&'g‘; E?;%%Eﬂmf 1 X single audit 2] Program-specific audit
3. Audit period covered 4. FEDERAL Date received b
GOVERNMENT  Federal clearinghouse
USE ONLY .

a0 Other - Months

1% Annual 2[] Biennial

5. Auditee Identification Numbers

a. Primary Employer Identification Number (EIN)

6(6|/7|10|4/3|3|5/2)|4

‘-‘
b. Are multiple EINs covered in this report? 1] Yes 2D No
c. li Patt |, tem 5b = "Yes," complete Part |, Item 5c

#

on the continuatign sheet on Page 4.

d. Data Universal Numbering System (DUNS) Number

e. Are multiple DUNS covered in this report? 1 Yes 2[]No
f. If Part |, ltem 58 = "Yes," complete Part |, Item 5f

onthe continuation sheet on Page 4.

6. AUDITEE INFORMATION

7. AUDITOR INFORMATION (To be complsted by auditor)

a. Auditor name

d. Auditee contact telephone
(787) 883 — 5900

a. Auditee name
[MUNICIPALITY OF VEGA ALTA JUAN A. FELICIANO CHARNECO -
b. Auditee address (Number and street) b. Auditor address (Number and stiset)
APARTADO 1390 SAN LUIS 151 e |
City City
VEGA ALTA ARECIBO
State ZIP + 4 Code 5 State * ZIP + 4 Code o3
PR 00 (7 (2|3 1/3/9{0 PR 0j0i|6]1]|2
c. Auditee contact ¢. Auditor contact
Name Name
BENJAMIN DECLET JUAN A. FELICIANO CHARNECO
Title Title
FINANCE DIRECTOR CERTIFIED PUBLIC ACCOUNTANT
d. Auditor contact telephone

(787 ) 879 — 4433

e. Auditee contact FAX
(787) 883 — 6890

e. Auditor contact FAX
(787 ) 880 — 1402

f. Auditee contact E-mail

f. Auditor contact E-mail

g. AUDITEE CERTIFICATION'STATEMENT ~ This is.fo
certify that, to the best of my knowledge and bellef, the auditee
has: (1) engaged an auditor to.perform an audit in;accordance
with the provisions of OMB Circular A-133 for thé period
described in Part |, Items 1 and 3; (2) the auditor has dompléted
such audit and presented a signed audit report which states-that
the audit was conducted in accordance with the provisions of the
Circular; and, (3) the information included in Parts 1, I, and 1il
of this data collection form.is accurate and complete. | declare

that the fpgegoing is true and correct.

\L / 2%/ 0%

cc.\c.\'

'_;’ri T_Narne of certifying offici
dﬁ S AW DA

9. -AUDITOR STATEMENT - The data elements and

information included in this form are limited to those prescribed

OMB Circular A-133: The information included in Parts Il and
Il of the form, excaptfor Part Ill, Items 7, 8, and 9a-9f, was
transferred from the auditor's repori(s) for the period described
in Part |, ltems 1 and 3, and is not a substitute for such
reporis. The auditor has not performed any audilingl procedures
since the date of.the auditor's r{s}). A copy of the reporting
package required by:OMB Circular A-133, which includes the
complete auditor's report(s), Is available in its entirety from the
auditee at the-address provided In Part | of this form. As
required by OMB Circular A-133, the information in Parts Il
and 1l of this form was entered in this form by the auditor
based on information included in the reporting package. The
auditor has not.performed any additional auditing procedures in
-connaction with the completion of this form.

Pﬁnl'ﬂi of certifying al
\ Weewle Ne u\‘\r

Sign ) of auditor j
ear
Y b /J,Jym /29 /%%
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INTERNET REPORT ID: 150746 12/29/2004

Primary EIN:

PBART ! 1 FINANCIAL STATEMENTS (fo be compisted by auditor)

. Type of audit report

Mark either: 1O Unqualified opinion OR

any combination of: 2 [XI Qualified opinion 3 [] Adverse opinion 4[] Disclaimer of opinion

L3

in the Summary Schedule of Prior Audit Findings related to direct funding. (Mark (X) all that apply or None)
4a[] National Aeronautics and 96 [] Social Security

ga (] U.S. Agency for Inter- 83[] Federal Emer%%ncy
ency

2. Is a "going concem" explanatory paragraph:included in the audit report? 1 Yes 2XINo
3. Is a reportable condition disclosed? 1JYes 2[XINo - SKIP to item 5
4. |s any reportable condition reported as a material weakness? 1Yes 2[0No
5. Is a material noncompliance disclosed? tdYes 2[XINo
PART. fﬂ | | FEDERAL PROGRAMS [To be completed by auditor) :
1. Does the auditor's report include a statement that the auditee’s financial
statements include departments, agencies, or other organizational units
expending $500,000 or more in Federal awards that have separate A-133 ;
audits which are not included in this audit? (AICPA Audit Guide, Chapter 12) 10 Yes 2@ No
2. What is the dollar threshold to distinguish Type A and Type B rams?
(OMB Circular A-133 § - .520(b)) il g LA
3. Did the auditee qualify as a low-risk auditee? (§___ .530) 1@ ves 2[JNo
4. Is a reportable condition disclosed for any major program? (§ ___ .510(a)(1)) 1 Yes 2(XINo-SKIP to ltem 6
5. Is any reportable condition reported as a material weakness?<(§ ___.510(a)(1)) 10Yes 2[0No
6. Are any known questioned costs reported? (§ ___ .510(a)(3) or (4)) 100 ves 2[XINo
7. Were Prior Audit Findings related to direct funding shown in the Summary Schedule of
Prior Audit Findings? (§__.315(b)) 1 X Yes 2[0No
8. Indicate which Federal agency(ies) have current year audit findings related to direct funding or prior audit findings shown

national Development Management Space Administration
10 ] Agriculture 39 [] General Services Administration 89 [[] National Archives and
23 (] Appalachian Regional 83 Heajth and Human Services Records Administration
Commission o7 Homeland Security 05 [ National Endowment for
11 [ Commerce 14Xl Housing and Urban O o
g4 ] Corporation for National Development s Nah}r_:inai Er?dowment for
and Communty Service  oa [J Institute’of Museum and iEsLIEiteS.
12[J Defense Library Services 4«0 gaﬁog:ilj Science
! oundation
; 15 Interior -
84 L] Education 0 o7 [J Office of National Drug
81 [J Energy 8L} Justice ; Control Policy
g6 (] Environmental 17 Labor 59 ] Small Business
Protection Agency 09 [] Legal Services Corporation Administration

Each agency Identified is required to receive a copy of the reporting package.
In addition, one copy each of the reporting package is required for;

¢ the Federal Audit Clearinghouse archives ... .......c.covuiiinvni e ennnn..
« and, if not marked above, the Federal cognizant agency .. ........c.ovvrvennevannns W

Count total number of boxes marked above and submit this number of reporting packages .. ..

Administration

19 ] U.S. Department
of State

20 [] Transportation
21 [ Treasury

82 ] United States
Information Agency

64 ] Veterans Affairs
oo ] None
(] -Other ~ Specify:
| ]
I |

FORM SF-SAC (5-2004)
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INTERNET REPORT ID: 150746 12/29/2004 (Page 3 - #1 of 1) Primary EIN: 6|6[—|0(4(3|3|5(2|4
FEDERAL PROGRAMS - Continued >
:DERAL AWARDS EXPENDED DURING FISCAL YEAR h 10. AUDIT FINDINGS
CFDA Number Research Major program s
al : E and Name of Federal Amount Direct Major | ifyes, type :grﬂ?::}gnﬂe Argfgg}lﬂgg
¥ ,  Extension de::gﬁp- program expended award grogiem g;,r% requirement(s)® | number(s)5
: (b) (c) (d) (e) 0 (@ (h) (a) (b)
[ 1CYes 1XYes | 1% Yes
4 |.855 2XINo | secrioN s-voucHER $ 387,107.00| 200No | 200No | U | cL 2004-01,2004-02
: 1JYes 10Yes | 1[X Yes
4  ,228 2[XINo COMMUNITY DEVELOPMENT BLOCK GRANT $ 272,869 .00 2XINo | 200No v 0 N/A
]
| 1 Yes 10Yes | 100Yes
4 .241 2[XINo HOUSING OPPORTUNITIES FOR PERSONS WITHAIDS  ($ 101,298 .00| 2XINo | 2[XINo CcL 2004-03, 2004-04
I y[OYes 10Yes | 100 Yes
3 .54 2[XINo FEMA - LLUVIAS NOVIEMBRE $ 41.00| 2KINo | 2[XINo o NIA
: 1 Yes 10OYes | 100 Yes
b i 2JNo $ 00| 2C0No | 200No
i 1JYes 10 Yes | 10 Yes
it 4 2[INo $ .00| 200No | 2[INo
: [ 1OYes 10Yes | 10Yes
L } 2[JNo $ 00| 20No | 2[0No
bt 1Yes 10 Yes | 100 Yes
. 200No $ , 00| 200No | 200No
| = -
el 1C]Yes 10Yes { 10 Yes
¢ 2[JNo $ .00 200No | 2[JNo
F 1] Yes ' 1O Yes |10 Yes
ki 20No $ 00| 20No | 200No
IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY
TOTAL FEDERAL AWARDS EXPENDED > THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM,
$ 761,315 .00] AND SEE INSTRUCTIONS

T See Appendix 1 of Instructions for valid Federal Agency iwo-digit prefixes.
20 otherideritifying number when the Catalog of Federal Domestic Assistance (CFDA) number is not available. (See Instructions)

3 If major program Is marked "Yes," enter only one letier (U = Unqualified oplnion, @ = Qualified opinion, A = Adversé opinion, P = Disclalmer of opinlon) corresponding to the
type of audit report in the adjacent box. If major program is marked "No," Ieave the type of audit report box blank.

4 Enter the letter(s) of all type(s) of compliance requirement(s) that aﬂniy 1o audit findings (i.e., noncompliance, reporiable conditions (including material weaknesses), questioned

costs, fraud, and other ltems reported under §___ .510(a)) reported for each Federal program.
A. Activities allowed or unallowed E. Eligibility l. Procurement and suspension L. Reporting
B. Allowable costs/cost principles F. Equipment and real property management and debarment M. Subrecipient monitoring
C. Cash management G. Matching, level of effort, earmarking J. Program Income N. Special tests and provisions
_D. Davis - Bacon Act H. Period of availability of Federal funds K. Real property acquisition and 0. None

CRbis relocation assistance P. Other /




