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'l(enneth o/argas 
CERTIFIED PUBLIC ACCOUNT ANT 

103 LIGHTHOUSE DRIVE RAMEY, P.R. 00603 
Tel./Fax (787) 890-3797 

INDEPENDENT AUDITORS' REPORT 

Hon. Mayor and Municipal Council 
Municipality of Aiiasco 
At1asco, Puerto Rico 

I have audited the accompanying general purpose financial statements of the Municipality of 
Aiiasco, Puerto Rico, as of and for the fiscal year ended June 30, 2001, as listed in the table of 
contents. These general purpose financial statements are the responsibility of the Municipality of 
Aiiasco management. My responsibility is to express an opinion on these general purpose 
financial statements based on my audit. 

Except as discussed in the following paragraph, I conducted the 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. 
Those standards require that I plan and perform the audit to obtain reasonable assurance about 
whether the general-purpose financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
general-purpose financial statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall general
purpose financial statement presentation. I believe that my audit provides a reasonable basis for 
my opinion. 

As described in Note l, the Municipality's Enterprise Fund records are not kept following the 
procedures and practices described by Generally Accepted Accounting Principles. The 
Municipality does not maintain accounting records sufficient to assure that all transactions are 
recorded. Accordingly, it was not practicable for me to extend my auditing procedures 
sufficiently to determine that all of the assets and liabilities are recorded in Enterprise Fund of 
the accompanying general purpose financial statements. Accordingly, I do not express an 
opinion as to the amounts presented in the Enterprise Fund of the accompanying general-purpose 
financial statements. 



I 

Page2 

In my opinion, except for the effects of such adjustments, if any, as might have been determined 
to be necessary had I been able to determine that all assets and liabilities were recorded and had 
the accounting records been adequate to assure that all transactions are recorded in the Enterprise 
Fund, the general-purpose financial statements referred to above present fairly, in all material 
respects, the financial position of the Municipality of Afiasco, Puerto Rico, as of June 30, 200 l, 
and the results of its operations for the fiscal year then ended, in conformity with generally 
accepted accounting principles. 

Aguadilla, Puerto Rico 
December 5, 2001 

Stamp number 1688070 of the 
Puerto Rico Society of 
Certified Public Accountants 
has been affixed to the 
original copy of this report. 

KENNETH VARGAS 
License 2251 
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MUNICIPALITY OF ANASCO 

COMBINED BALANCE SHEET - ALL FUND TYPES 
AND ACCOUNT GROUPS 

JUNE 30, 2001 
Proprietary 

Governmental Fund T:r:ees Fund Type Account Groue Total 

General General 

Special Debt Capital Enterprise fixed Long-tenn (Memorandum 

General Revenue Service Projects Fund Assets Debt only) 

ASSETS 

CASH $2,182,396 $2,990,624 $ - $- $12,466 $- $- $5,165,668 

CASH WITH FISCAL AGENT (NOTE 2) 1,054,707 1,054,707 

RECEIVABLES: 

Accounts Receivable 163,705 4,025 10,045 177,775 

Rent Receivable 64,306 64,306 

Municipal Tax 44,995 44,995 

Interest Receivable 15,720 15,720 

DUE FROM OTHER AGENCIES 

(NOTE 5) 206,551 117,976 324,527 

DUE FROM OTHER FUNDS (NOTE 6) 566,711 267,108 1,807 835,626 

PROPERTY PLANT AND EQUIPMENT 

(NOTES 1 AND 7) 1,051,612 38,482,862 39,534,474 

OTHER ASSETS: 

Amount to be provided for payment of: 

General Obligations bonds, Capital 

leases and notes payable (Note 11) 2,708,948 2,708,948 

Accrued vacations (Note 12) 1,122,1 79 1,122,179 

AMOUNT AVAILABLE IN DEBT 

SERVICE FUND (NOTES 8 AND 11) 1,054,707 1,054,707 

TOTAL ASSETS $3,244,366 $3,379,933 $1,054,707 $1,807 $1,074,123 $38,482,862 $4,885,834 $52, 123,652 

See notes to financial statements 
-3-
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MUNICIPALITY OF ANASCO 

COMBINED BALANCE SHEET - ALL FUND TYPES 
AND ACCOUNT GROUPS 

JUNE 30, 2001 
Proprietary 

Governmental Fund T~s Fund Type Account Groue Total 

General General 

Special Debt Capital Enterprise flXed Long-term {Memorandum 

General Revenue Service Projects Fund Assets Debt only) 

LIABILITIES AND FUND EQUITY 

LIABILITIES 

Accounts payable $301,413 $715,098 $233,587 $661,600 $1,911,698 

Due to other agencies {Note 9) 868,913 868,913 

Bonds payable {Notes 8 and 11) 3,119,274 3,119,274 

Notes payable {Notes 8 and 11) 995,000 582,695 1,577,695 

Capital leases {Notes 8 and 11) 61,686 61,686 

Deferred revenues {Note 10) 1, 175,913 80,404 1,256,317 

Accrued vacations {Note 12) 1,122,179 1,122,179 

Due to other Funds {Note 6) 45,261 466,123 87,242 237,000 835,626 

2,391,500 1,261,625 320,829 1,893,600 4,885,834 10,753,388 

FUND EQUITY 

Investment In general Fixed 

Assets {Note 7) 38,482,862 38,482,862 

Retained earnings 64,384 

Reserved for: 

Encumbrances {Note 1) 160,078 1,365,067 466,912 1,992,057 

Unreserved: 

Designated for debt service 1,054,707 1,054,707 

Undesignated {deficit) 692,808 753,241 (785,934) (883,861) {223,746) 

Total fund equity {deficit) 852,886 2,118,308 1,054,707 (319,022) (819,477) 38,482,862 41,370,264 

Total liabilities and fund equity $3,244,386 $3,379,933 $1,054,707 $1 ,807 1,074,123 $ 38,482,862 $4,885,834 $52,123,652 

See notes to financial statements 
-4-



- - -- -MUNICIPALITY OF ANASCO 

COMBINED STATEMENT OF REVENUES, EXPENDITURES 

AND CHANGES IN FUND EQUITY ·ALL FUND TYPES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2001 
Proprietry 

Governmental Fund Types Fund Type Total 

Special Debt Capital Enterprise (Memorandum 
General Revenue Service Projects Fund only) 

REVENUES: 
Property taxes (Note 8) $2,057,868 $-- $513,325 $- $- $2,571,193 

Service revenue $382,923 
Municipal Tax (Note 3) 1,328,423 1,328,423 

Grants and contributions (Note 4) 3,129,452 5 ,552,711 8,682,163 

Licenses and permits 177,560 177,560 

Rent 1,314,242 1,314,242 

Interest 236,569 315 13 236,884 

Other 267,235 105,531 372,766 

8,511,349 5,658,557 513,325 382,936 14,683,231 

EXPENDITURES: 
General government 2,924,735 964,924 3,889,659 

Public works 1,290,537 464,170 1,754,707 

Capital outlay 1,557,565 1,611 ,892 3,169,457 

Health and Sanitation 886,671 52,542 1,266,798 939,213 

Public Safety 185,836 185,836 

Welfare 122,637 491 ,728 • 614,365 

Sports and recreations 529,639 529,639 

Debt service (Notes 8, 10 and 11): 

Property taxes advances 1,671 ,873 1,671,873 

Principal retirement 368,044 368,044 

Interest Payment 273,755 273,755 

5,940,055 3,530,929 2,313,672 1,611,892 1,266,798 13,396,548 

Excess of revenue over 
(under) expendltures 2,571,294 2,127,628 (1,800,347) (1,611,892) ~3,862) 1,286,683 

OTHER FINANCING SOURCES (USES) 
roperty taxes advances (Note 8) 1,671,873 1,671,873 

Operating transfer in 1,863,389 1,565,982 3,429,371 

Operating transfer out (2,076,993) {1,352,378) (3.429,371) 

Total other financing sources (uses) (405, 120) (1,352,378) 1.863,389 1,565,982 1,671,873 

Excess of revenues and other financing 
sources over (under) expenditures 2,166,174 775,250 63,042 (45,910) (883,862) 2,958,556 

TOTAL FUND EQUITY (DEF1c1n - JULY 1, 2000 
AS RESTATED (NOTE 14) (1,313,288) 1,343,058 991,665 (205,445) 815,990 

TOTAL FUND EQUITY (DEF1c 1n · JUNE 30, 2001 $852,886 $2,118,308 $1,054,707 ($251,355) ($883,862) $3,774,546 

See notes to financial statements 
-5-
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MUNICIPALITY OF MJASCO 

STATEMENT OF REVENUES AND EXPENDITURES 

BUDGET AND ACTUAL 

JUNE 30, 2001 

General Fund Debt Service Fund 
Variance Variance 
Favorable Favorable 

Budget Actual (Unfavorable) Budget Actual (Unfavorable) 
REVENUES: 

Property taxes $385,995 $2,057,868 $1,671,873 $4n,sa1 $513,325 $35,338 
Municipal Tax 1,330,000 1,328,423 (1,5n) 
Grants and contributions 2,687,488 3,129,452 441,964 
Licenses and permits 405,600 1n,560 (228,040) 
Rent Proceeds 1,020,000 1,314,242 294,242 
Interest 122,000 236,569 114,569 
Other 165,000 267,235 102,235 

6,116,083 6,511,349 2,395,266 4n,967 513,325 35,336 
EXPENDITURES: 

General government 3,060,652 2,924,735 135,917 
Public works 2,405,722 1,290,537 1,115,185 
Health and Sanitation 913,461 686,671 26,790 
Public Safety 198,369 185,836 12,533 
Welfare 130,381 122,637 7,744 
Sports and recreations 567,406 529,639 37,767 
Debt service: 

Property taxes 1,671,873 (1,671,873) 
Principal retirement 310,000 368,044 (58,044) 
Interest Payment 210,735 273,755 (63,020) 

Other 

7,275,991 5,940,055 1,335,936 520,735 2,313,672 (1 '792,937) 

Excess of revenue over 
(under) expenditures ~1 , 159,908~ 2,571 ,294 3,731,202 (42,748~ (1,800,34!) ~1. 757,599) 

OTHER FINANCING SOURCES (USES) 
Operating transfer In {out) (419,064) (2,076,993) (1 ,657,929) 1,784,432 1,863,389 (78,957) 
Property Tax AdVances 1,578,972 1,671 ,873 92,901 

Total financing sources (uses) 1,159,908 (405,120) (1 ,565,028) 1,784,432 1,863,389 (78,9~ 
Excess of revenues over (under) 

expenditures and other financing 
sources (uses) $- $2,166,174 $2,166,174 $1,741,684 $63,042 ($1 ,678,642) 

See notes to financial statements 
-6-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES: 

A. 

B. 

The Municipality of Afiasco, Puerto Rico, is a public legal corporation with full 
legislative and administrative faculties in every affair of municipal character, 
with perpetual succession, existence and legal personality separate and 
independent form the govenunent of the Commonwealth of Puerto Rico. It 
operates under the Law Number 81 of August 30, 1991, known as "Autonomous 
Municipalities Law of the Commonwealth of Puerto Rico". The Municipality 
provides a full range of services including health, public works, environmental 
control, education, public safety, public housing and community development, 
culture and recreation as well as many other general and administrative services. 

The Municipal Govenunent is comprised of the executive and legislative 
branches. The executive power is exercised by the Mayor and the legislative by 
the Municipal Assembly. The members of these branches are elected in the 
general elections of Puerto Rico for a four year period. 

The general purpose combined financial statements of the Municipality are in 
accordance with generally accepted accounting principles (GAAP) as applied to 
governmental units. The Govenunental Accounting Standards Board (GASB) is 
a standard-setting body for governmental accounting and financial reporting. 
The GASB periodically updates its codification of the existing Governmental 
Accounting and Financial Reporting Standards, which, along with subsequent 
GASB pronouncements (Statements and Interpretations), constitutes GAAP for 
governmental units. The following is a summary of the more significant 
accounting policies: 

1. Reporting Entity 

The general-purpose combined financial statements present the financial position 
of the various fund types and account 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 Council. In 
evaluating the Municipality as a reporting entity, management has addressed all 

-7-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES (CONTINUED): 

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 
statements. The basic criterion 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: 

Manifestation of Oversight Responsibility: 

Selection of Governing Authority 
Designation of Management 
Ability to Significantly Influence Operations 

Accounting for Fiscal Matters: 

Budgetary 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 of the unit 
Any other relationship which, in substance, implies control or dependency. 

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 
the Municipality of Aiiasco, Puerto Rico indicates that the reporting entity 

-8-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

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

consists of all funds and account groups included in the combined balance sheet, 
therefore no organizations, activities of functions were excluded from the 
reporting entity. 

2. Fund Accounting 

The accounts of the Municipality are organized on the basis of funds and account 
groups, each of which is considered a separate accounting entity. The operations 
of each fund are accounted for with a separate set of self-balancing accounts that 
comprise it's assets, liabilities, fund equity, revenues, and expenditures, or 
expenses, as appropriate. Government resources are allocated to and accounted 
for in individual funds based upon the purposes for which they are to be spent and 
the means by which spending activities are controlled. The various funds are 
grouped, in the financial statements in this report, into three generic fund types 
and other funds category, as follows: 

GOVERNMENTAL FUNDS 

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 financial position and changes in financial position (sources, 
uses, and balances of financial resources) rather than upon net income. The 
following are the Municipality's governmental fund types: 

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

-9-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

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

Special Revenue Fund - Special Revenue fund is used to account for the 
proceeds of specific revenue sources (other than special assessments, expendable 
trusts, or major capital projects) that are legally restricted to expenditures for 
specified purposes. 

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, interest, 
and related costs. 

Capital Project Fund - Capital Project fund is used to account for financial 
resources to be used for the acquisition or construction of major capital facilities 
(other than those financed by Special Revenue Fund). 

PROPRIETARY FUND TYPE (UNAUDITED) 

Enterprise Fund - The Enterprise Fund is used to account for operations that are 
financed and operated in a manner similar to private business enterprises where 
the costs (expenses including depreciation) of providing hospital services to the 
general public on a continuing basis are financed through user charges. 

The Municipality's Enterprise Fund records are not kept following the procedures 
and practices described by Generally Accepted Accounting Principles. The 
Municipality does not maintain accounting records sufficient to assure that all 
transactions are recorded. Accordingly, it was not practicable for me to extend 
my auditing procedures sufficiently to determine that all of the assets and 
liabilities are recorded in Enterprise Fund of the accompanying general purpose 
financial statements. Hence, the amounts presented in the Enterprise Fund of the 
general purpose financial statements are unaudited. 

-10-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

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

ACCOUNT GROUPS 

Account groups are not funds. They do not reflect available financial resources 
and related liabilities. These are used to establish accounting control and 
accountability for the Municipality's general fixed assets and general long-term 
debt obligations respectively. The following are the Municipality's account 
groups: 

General Fixed Assets Account Group - This group of accounts is established to 
account for all fixed assets of the Municipality. 

General fixed assets are recorded as expenditures in the Governmental Funds and 
are capitalized at cost in the General Fixed Assets Group of accounts. Donated 
general fixed assets are recorded at fair market value of the asset at the time it was 
donated. Depreciation is not recorded in the general fixed assets account groups 
(See note 6). 

General Long-Term Debt Account Group - This group of accounts is 
established to account for all long-term debts of the Municipality. 

BUDGETARY CONTROL 

The Municipality's Annual Budget represents departmental appropriations 
recommended by the Mayor and the means of financing them. Prior to May 31 of 
each fiscal year, the Mayor submits to the Municipal Assembly a proposed budget 
for the following fiscal year, which starts on July I of each year. The proposed 
budget is available for public inspection prior to its approval. The Commissioner 
of Municipal Affairs examines the budget to verify if it complies with appropriate 

-11-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

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

laws and sends it to the Mayor for any comments or recommendation. Prior to 
June 1, the annual budget is legally enacted through passage of the annual 
appropriation ordinance. Appropriations in the Municipality budget consist of the 
following: 

General Fund appropriations for recurrent and ordinary function of the 
Municipality. 

Appropriations of Special Funds for specific purposes and for capital 
improvements are, for the most part, authorized by separate laws and do not 
require annual legislative budget authorizations because they are continuing 
appropriations. 

3. Basis of Accounting 

The modified accrual basis of accounting is followed by the governmental fund 
types. Under the modified accrual basis of accounting, revenues are recorded 
when susceptible to accrual, i.e., both measurable and available. "Available" 
means collectible within the current period or soon enough thereafter, normally 
within sixty days, to be used to pay liabilities of the current period. 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 liability is incurred. 

-12-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES (CONTINUED): 

Exceptions to this general rule include; ( 1) accumulated unpaid sick leave and 
other employee amounts which are not accrued; and (2) principal and interest on 
long-te1m debt, which is recognized when due. 

In applying the "susceptible to accrual" concept to intergovernmental revenues, 
the legal and contractual requirements of the numerous individual programs are 
used as guidance. There are, however, essentially three types of these revenues. 
For one type, moneys must be expended on the specific purpose or project before 
any amounts will be paid to the Municipality; therefore, revenues are recognized 
based upon the expenditures recorded. For the second type, moneys are received 
in advance and recorded as deferred revenues until the appropriate expenditures 
are made, at which time the revenues are recorded. For the third type, revenues 
are virtually unrestricted as to purpose of expenditure and nearly irrevocable or 
revocable only for failure to comply with the prescribed requirements, such as 
equal employment opportunity provisions. These resources are reflected as 
revenues at the time of receipt or earlier if they meet the "available" criteria. 

Property taxes are recognized as revenues when collected by the Municipal 
Revenue Collection Center (C.R.I.M.) of the Commonwealth of Puerto Rico, even 

though a portion of the taxes may be collected in subsequent years. 

Licenses and permits, fines and forfeits and miscellaneous revenues are recorded 
as revenues when collected, because they are generally not measurable until 
actually received. 

Interest income is recognized and accrued in the accounting period in which they 
are earned. 

-13-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES (CONTINUED): 

4. Encumbrances 

Encumbrance accounting, under which purchase orders, contracts and other 
commitments for the expenditure of moneys are recorded in order to reserve that 
portion of the applicable appropriation, is employed as an extension of formal 
budgetary integration. 

Where the appropriations lapse at year-end, these will be honored by the 
Municipality. Under generally accepted accounting principles, encumbrances 
outstanding at year end are reported as reservations of fund balance and they do 
not constitute expen~itures of liabilities since the commitments will be honored 
during subsequent year. 

5. Inventories 

The general, special revenue, and capital projects funds, purchases office and 
printing supplies, gasoline, oil and other expendable supplies held for 
consumption. The cost of purchases is recorded as expenditure in the appropriate 
fund and the inventory is not recorded in the general purpose combined financial 
statements. 

6. Fixed Assets 

General Fixed Assets are recorded as expenditures in the Governmental Funs and 
are capitalized at cost in the General Fixed Assets Group of Accounts. Donated 
general fixed assets are recorded at fair market value of the asset at the time they 
were donated. Depreciation is not recorded in the general fixed assets account 
groups. 

-14-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

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

2. 

7. Insurance 

The Municipality has insurance coverage for the public facilities and certain 
officials are covered by a fidelity bond. The Secretary of the Municipal Revenue 
Collection Center of the Commonwealth of Puerto Rico, is the agent 
commissioned to place all of the Municipality's insurance coverage. 
Corresponding premiums payable are withheld by the Municipal Revenue 
Collection Center from quarterly advances of annual property tax and subsidy sent 
to the Municipality. 

8. Total column (Memorandum only) 

The amounts presented under this column represents the aggregate amount of the 
different types of funds and account groups. The total under this column was not 
obtained from elimination's or consolidations, accordingly, they do not present 
consolidated information. 

CASH AND INVESTMENTS 

A. Cash in bank and investments 

To facilitate better management of the Municipality's resources substantially, all 
cash is combined in pooled operating accounts. The amounts reflected as cash in 
the balance sheet represent the individual funds' equity in pooled cash balance, 
except restricted funds held by the Municipal Revenue Collection Center for 
repayment of principal and interests on general long-terms obligations, and 
federal financial assistance. 

The Municipality's deposits at year-end were entirely covered by Federal 
depository insurance or by collateral provided by the banks and held by the 
Department of Treasury of the Commonwealth of Puerto Rico pursuant to 
applicable laws and regulations. 

-15-
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

2. CASH AND INVESTMENT (CONTINUED) 

As of June30, 2001, the Municipality had short-term investments of $2,736,395 
in certificates of deposits. The Municipality records all interest revenues earned 
from investment activities in the General Fund. 

B. Cash with fiscal agents 

An annual special~ of .65% of the assessed value of all real and personal 
properties is levied by the Municipality. The proceeds of said tax are required to 
be credited to the Debt Service Fund for payment of general obligation bonds and 
notes of the Municipality. The property taxes are collected by the Municipal 
Revenue Collection Center as agent for the Municipality and are retained by the 
Department for debt service purposes. At June 30, 2001, the balance of cash 
retained by the Municipal Revenue Collections Center amounted to $1,054,707. 

3. MUNICIPAL TAX 

Municipal tax receivable are recorded in the fiscal year in which payment is due and, 
accordingly, represents taxes which are due and uncollected at June30, 2001. 

The annual municipal tax is levied each year based on the prior year's gross income of all 
commercial and industrial organizations doing business in the Municipality of Aiiasco 
which are not totally or partially exempt from this tax under the Industrial Incentives 
Laws of the Commonwealth of Puerto Rico. 

The annual return of business volume should be filed on April 15 of each year and 
payable in two equal installments due on June 30 and December 31 of each year. The 
rate for municipal tax determination in the Municipality of Aiiasco is .005 of gross 
revenues. 

The collections in advance of municipal tax of the next year or fiscal period are recorded 
as deferred revenues in the General Fund. The Municipality invoiced and collected in 
advance during the current year $1,175,913 corresponding to the next fiscal year 
municipal tax revenues. See note 10. 
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

GRANTS AND CONTRIBUTIONS 

Represent intergovernmental, revenue sources which consist of contributions received 
from certain quasi-public corporation of the Government of Puerto Rico, such as the 
Water and Sewer Authority, the Electric Power Authority, Puerto Rico Telephone 
Company and from certain federal agencies, such as U.S. Department of HUD. 

Concessions and subsidies received from the Government of Puerto Rico include, among 
others, a general subsidy for general operation and for the financing of capital 
improvements. 

Contributions received are in lieu of tax payments from the quasi-public corporation. 

These inter-governmental revenues are recorded in the General Fund, except those related 
with capital improvements which are recorded in the Capital Projects fund and those 
legally restricted to expenditures for specified purpose which are recorded in the Special 
Revenue Fund. 

S. DUE FROM OTHER AGENCIES 

Represents amounts receivable from grants and contributions and other revenues from 
local and federal agencies as follows: 

A) GENERAL FUND 
Department of Education $ 51,000 
Other 155.551 

~206.551 

B) SPECIAL REVENUE FUND 
HUD: 

SBGP u 17,976 
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

6. INTERFUND RECEIVABLE AND PAY ABLE BALANCES 

7. 

Interfund receivable and payable balances at June 30, 2001 are as follows: 

Interfund 

Receivable Payable 

General Fund $566,711 $ 45,261 
Special Revenue Fund 267,108 466,123 
Capital Projects Fund 1,807 87,242 
Enterprise Fund 237.000 

$835.626 $835.626 

FIXED ASSETS 

General fixed assets have been acquired for general governmental purposes. Assets 
purchased are recorded as expenditures on various governmental funds and accounted for 
in the general fixed assets account group. These are capitalized at cost or, if donated, at 
the estimated fair market value of the asset at the date the asset is donated. Maintenance, 
repairs and minor renewals are expensed as incurred. Asset dispositions and retirements 
are informed monthly to the Department of Treasury and written-off previous 
authorization of said department. 

Depreciation is not provided on general fixed assets. Certain substructure or 
improvements constructed, such as roads, streets, gutter, curbs, sidewalks, and drainage, 
are not recorded in this group of accounts. 
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I MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

7. FIXED ASSETS (CONTINUED) 

Following is summary of changes in general fixed assets for the year ended June 30, 
2001. 

Balance Additions Retirements Balance 
July 1, and/or and/or June 30, 
2000 Adjustments Adjustments 2001 

I Land $12,986, 786 $ 4,317 $ 4,317 $12,986, 786 
Buildings 

and others 
structures 12,631,648 12,631,648 

I 
Machinery 

vehicles and 
equipment 10,359,498 447,714 21,785 10,785,427 

I Construction 
in progress 1,775,520 303,481 2,079,001 

~ $ 37,753,452 $ 755,512 $ 26.102 $38.482,862 

ENTERPRISE FUND 

I Balance Additions Retirements Balance 
July 1, and/or and/or June 30, 
2000 Adjustments Adjustments 2001 . 

Buildings 
and others 
structures $ - $1,000,00 $ $1,000,000 

Machinery 
vehicles and 
equipment 51,612 51,612 

$ - $ 755.512 $ ~1,051,612 

-19-



I 
I 

MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

7. FIXED ASSETS (CONTINUED) 

8. 

As indicated in the Auditor's Report, the information in the Enterprise Fund is unaudited 
as described more fully on Note 1. 

PROPERTY TAX ADVANCES 

The Municipal Revenue Collection Center of the Government of the Commonwealth of 
Puerto Rico (C.R.l.M.) is responsible for the assessment of all the real and 
personal property located in the Municipality and of the administration and collection of 
the related taxes. 

Property taxes are levied annually over the assessed value of the property at the beginning 
of the calendar year, which amounts to 4.48% of the personal property and 6.48% of the 
real property values. The assessed value of real property evolves from the current value 
at the date of the assessment. The Municipality grants retailers with a volume of business 
ofless than $150,000 full personal property tax exemption up to $50,000 of the assessed 
value of the property. Also, property tax law grants, under certain circumstances, a tax 
exemption (exonerated) for the first $15,000 of the assessment made to properties 
occupied by their owner. Nevertheless, the Municipal Revenue Collection Center pays 
the Municipality the basic tax related to those $15,000 assessment, except for properties 
that have an assessed value of less than $3,500, which have full exemption. 

In addition of the basic property tax, an additional special property tax (.65%) is levied 
against taxpayers. The basic property tax is used for general purpose and is accounted for 
in the General Fund. The additional special property tax is retained by the Municipal 
Revenue Collection Center (cash with fiscal agent) and is used and designated for debt 
services and accounted for in the Debt Service Fund. 

The Municipal Revenue Collections Center notifies annually to the Municipality, the 
estimated basic and additional property taxes that they expect to collect in the next fiscal 
year. The basic property tax is received by the Municipality through advances from the 
Municipal Revenue Collection Center. When the Municipal Revenue Collection Center 
collects the property taxes, they are recorded against the respective advances. 

The non-exonerated portion of the basic property tax advanced by the Municipal Revenue 
Collections Center to the Municipality is recorded in the General Fund as other financing 
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

PROPERTY TAX ADVANCES (CONTINUED) 

sources and as a debt in the General Long-Term Debt Account Group. When the 
property tax is collected and notified to the Municipality by the Municipal Revenue 
Collections Center, they are recorded in the General fund as revenue and as expenditures 
for Debt Service. At the same time, the debt is recorded in the General Long-Term Debt 
Account Group. 

For the fiscal year ended June 30, 2001, the movement of advances of property taxes, was 
as follows. 

Balance, July 1, 2000 
Property tax advances (non-exonerated portion) 

Less: Collections of property 
taxes applied to debt 

$ -0-
1, 671,873 

1.671.873 
$ -0-

The additional special property tax is recorded as revenue in the Debt Service Fund when 
collected, and notified to the Municipality by the Municipal Revenue Collections Center 
(C.R.I.M.). 

9. DUE TO OTHER AGENCIES 

The balance of this account represents the following: 

(A) GENERAL FUND: 

Puerto Rico Telephone Co. 
Waste Disposal 
Department of Human Resources 
Aqueduct and Sewer Authority 
Others 
Treasury Department 
CRIM 
State Insurance Fund 
Electric Power Authority (Net) 
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

10. DEFERRED REVENUES 

The balance of this account represents the following: 

(A) GENERAL FUND 
Municipal tax received in advance (See note 3) 

{B) SPECIAL REVENUE FUND 
Unexpended funds received from 

HUD 

11. GENERAL LONG-TERM DEBTS 

$1.175.913 

$ 80,404 

General Long-Tenn Debts payable as of June 30, 2001, which constitute a first claim on 
available Municipality revenues and which are secured by the good faith credit and taxing 
power of the Municipality, are as follows: 

A. GENERAL OBLIGATIONS BONDS 

$227 ,000 series of 1979, payable in annual 
installments which range from $2,000 to 
15,000 plus interest at 5% interest rate. 
Bonds mature in January 1, 2003. 

$685,000 series of 1991, payable in annual 
installments which range from $20,000 to 
$85,000 plus interest at variable interest 
rate. Bonds mature in July 1, 2005. 

$100,000 series of 1991, payable in annual 
installments which range from $15,000 to 
$19,000 plus interest at 5% interest rate. 
Bonds mature in January 1, 1997. 
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

11. GENERAL LONG-TERM DEBTS (CONTINUED) 

$2,150,000 - series of 1995, payable 
in annual installments which 
range from $80,000 to 235,000 
plus interest at variable interest 
rate. Bonds mature in July 1, 2009. 

$865,000 series of 2000, payable in annual 
installments of$30,000 to $90,000 plus 
interest at variable interest rate for the first 
two years and 7 .5% interest rate thereafter. 
Due 07101 /02. 

$420,000 series of 1995, payable 
in annual installments which 
range from $15,000 to 50,000 plus 
interest at variable interest rate. 
Bonds mature in July 1, 2009. 

B. SPECIAL OBLIGATION NOTES 

$730,000 series of 1988, payable in annual 
installments of $25,000 to $85,000 plus 
interest at variable interest rate. Due 07101102. 

$565,000 series of 1997, payable in annual 
installments of $3,750 to $12,875 plus 
interest at 7.5% interest rate. Due 07/01/02. 
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

11. GENERAL LONG-TERM DEBTS (CONTINUED) 

C. CAPITAL LEASES 

$91,844 Capital Lease for purchase of equipment the note will 
be payable in semiannual installments of $14,210 including interest. $ 50,389 

$61,585 Capital lease for purchase of equipment. The notes 
will be payable in semiannual installments of $11,749 including interest. 11.297 

ENTERPRISE FUND - SPECIAL OBLIGATION NOTES 

$1,010,000 series of 2000, payable in annual 
installments of $15,000 to $90,000 plus 
interest at 8% interest rate. Due 07/01/2025. 

$ 61.686 

$995,000 

The following is a summary of general long term debt transactions for the year ended . 
June 30, 200 I: 

Capital Enterprise 
Bonds Notes Leases Fund 

Balance, July 1, 2000 $3,354,274 $ 672,695 $ 104,730 $ 
Current additions 1,000,000 

3,354,274 672,695 104,730 1,000,000 
Current payments 235.000 90,000 43,044 15,000 

Balance, June 30, 2001 ~3.119,274 $ 582,695 $ 61,686 $ 995,000 
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

11. GENERAL LONG-TERM DEBTS (CONTINUED) 

The debt service requirements and present value of minimum lease payments for the next 
years are as follows: 

Year ended 
June 30 Bonds 

2002 $ 250,000 
2003 280,000 
2004 285,000 
2005 310,000 
2006 340,000 

Thereafter 1,65-074 

~3,119,274 

Notes 

$ 85,195 
18,750 
20,000 
20,000 
23,750 

415.000 

~ 582,695 

Capital Leases 

$ 35,263 
26,423 

$ 61,686 

Enterprise 
Fund . 

$ 15,000 
15,000 
15,000 
15,000 
15,000 

920,000 

$995,000 

As per Note 7, the Municipality levies an annual special tax of .65% of the assessed value 
of real property. The proceeds of said tax are required to be credited to the Debt Service 
Fund for payment of general obligation bonds and notes of the Municipality. The 
property taxes are collected and retained by the Municipal Revenue Collections Center as 
agent for the Municipality. 

As indicated in the Auditor's Report, the infonnation in the Enterprise Fund is unaudited 
as described more fully on Note 1. 
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13. 

MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

ACCRUED VACATIONS 

Employees are entitled to 30 days vacations leave and 18 days sick leave per year. The 
regular vacations can be accumulated to a maximum of 60 days at the end of a calendar 
year and for sick leave up to 90 days. Employees are entitled to payment of unused sick 
leave upon retirement if the employee has been employed in the government for at least 
ten years. The Municipality accrues a liability for compensated absences which meet the 
following criteria. 

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

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

In accordance with the above criteria and requirements as established by GASB number 
16, the Municipality has accrued a liability for compensated absences, which has been 
earned but not taken by Municipal employees. The liability for compensated absences, 
which will not require the use of expendable available financial resources is included in 
the General Long-Tenn Debt Account Group. As of June 30, 2001, accrued vacations 
and sick leave amounted to $1, 122, 179. 

FUND EQUITY (RESERVES AND DESIGNATIONS) 

A. Reserved for encumbrances - This reserve represents the portion of purchase 
orders and contracts awarded for which the goods or services have not yet been 
received at June 30, 2001. 

B. Designated for debt service - In accordance with legal restrictions, these 
amounts are reserved for payments of principal and interest of general long-term 
debts maturing in later years. The resources for this reserve arise from the 

· additional special property tax, as per Note 7. 
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MUNICIPALITY OF ANASCO 
NOTES TO COMBINED FINANCIAL STATEMENTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

14. BEGINNING FUND BALANCE RESTATEMENT 

15. 

16. 

Beginning Fund Balance of Special Revenue Fund have been restated due to accounting 
adjustments which affect the Fund Equity of this governmental fund as follows: 

Beginning balance at July 1, 2000 
Accounting adjustment 

Beginning balance as restated, July 1, 2000 

CONTINGENCIES 

$2,139,859 
(796.801) 

$1 .343,058 

The Municipality is, at present, a defendant in a number of legal matters that arise from 
alleged improper application of policies and negligence in the ordinary course of the 
Municipality's activities. The legal counsel of the Municipality has advised that at this 
stage in the proceedings of lawsuits he cannot offer an opinion as to the probable 
outcome. In addition the Municipality is a defendant and/or co-defendant in several 
legal proceedings which are in the discovery stage. Some of these claims are covered by 
insurance. The final outcome of these claims cannot be determined by legal counsel with 
the information currently available. Accordingly, the financial statements do not include 
adjustments, if any, that could result from the resolution of these legal proceedings. 

The Municipality receives federal grants for specific purpose that are subject to reviewed 
audit by the grantor agencies. Although such audits could generate expenditure 
disallowance under terms of the grants, it is believed that any required reimbursements 
would not be material. 

ESTIMATED MUNICIPAL SOLID WASTE LANDFILL CLOSING COSTS 

According to the Environmental Protection Agency's (EPA) regulations, the Municipality 
must follow certain closure functions and post-closure monitoring and maintenance 
procedures in order to obtain the right to operate a new landfill. Consequently, the GASB 
Number 18 was promulgated for the governmental entities to comply with these 
regulations. As of June 30, 2001, the Municipality has an active landfill. The estimated 
closing costs are not presently available. 
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MUNICIPALITY OF ANASCO 
SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2001 

Federal 
Federal Grantor I Pass-Through CFDA 

Grantor I Program Title Number Expenditures 

U.S. DEPARTMENT OF HUD 

Direct programs: 
Lower Income Housing Assistance 

Program 14.156 $ 16,099 
Section 8 Housing Voucher Program 14.177 338.107 

354~206 
Passed through Municipal Services 

Administration: 

State Block Grant Program: 

Program Year 1995 14.219 $ 18,483 
Program Year 1997 14.219 91,365 
Program Year 1999 14.219 255,555 
Program Year 2000 14.219 792,587 

Total State Block Programs 1.157,990 

Total U.S. Department of HUD 1,512,196 

OTHER FEDERAL ASSISTANCES 51.207 

Total Federal Assistance $1,563.403 

The accompanying Notes to Schedule of Expenditures of Federal Awards 
are an integral part of this Schedule. 
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MUNICIPALITY OF ANASCO 
NOTES TO SCHEDULE OF EXPENDITURES 

OF FEDERALA WARDS 

GENERAL 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

The accompanying Schedule of Expenditures of Federal Awards includes the 
federal grant activity of the Municipality of Afiasco, Puerto Rico, and is presented 
on the modified accrual basis of accounting. The information in this schedule is 
presented in accordance with the requirements of OMB Circular A-133, Audits of 
States , Local Governments, and Non-Profit Organizations. Therefore, some 
amounts presented in, or used in the preparation of, the general-purpose financial 
statements. The Municipality reporting entity is defined in Note (1) (B) to the 
general purpose financial statements. Federal agencies as well as federal financial 
assistance passed through other government agencies are include on the schedule. 

2. BASIS OF ACCOUNTING 

A. The accompanying Schedule of Federal Financial Assistance is presented 
using the modified accrual basis of accounting, which is described in Note (1) 
(C) to the general purpose financial statements. 

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

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

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

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's Catalogue of Federal Domestic Assistance. 
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MUNICIPALITY OF ANASCO 
NOTES TO THE SCHEDULE OF FEDERAL 

FINANCIAL ASSISTANCE PROGRAMS 
FOR THE FISCAL YEAR ENDED 

JUNE 30, 2001 

4. RELATIONSHIP TO GENERAL PURPOSE FINANCIAL STATEMENTS 

5. 

6. 

Federal financial assistance revenues and expenditures are reported in the 
Combined Statement of Revenues, Expenditures and Changes in Fund Balance -
All Governmental Fund Type in the Municipality of Afiasco, Puerto Rico's 
general purpose financial statements. 

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS 

Expenditures of federal assistance awards are reported in the Municipality's 
Combined Statement of Revenues, Expenditures and Changes in Fund Balance -
All Governmental Fund Type as Follows: 

SPECIAL CAPITAL 
DESCRIPTION REVENUE PROJECT TOTAL. 

Federal Progran1s Expenditures $1,394,822 $ 168,581 $1,563,403 
Municipal expenditures 2,136,107 1,443,311 3,579.418 

Total expenditures $3.530.929 $1,611.892 $5.142,821 

MAJOR PROGRAMS 

Major programs are identified in the Summary of Auditor's Results Section of the 
Schedule of Finding and Questioned Costs. 
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'J(enneth o/argas 
CERTIFIED PUBLIC ACCOUNTANT 

103 LIGHTHOUSE DRIVE RAMEY, P.R. 00603 
Tel./Fax (787) 890-3797 

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON 
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED 
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN 
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

Hon. Mayor and Municipal Council 
Municipality of Aiiasco 
Afiasco, Puerto Rico 

I have audited the general purpose financial statements of the Municipality of Aiiasco, 
Puerto Rico, as of and for the fiscal year ended June 30, 200 I, and have issued my report 
thereon dated December 5, 2001, which was qualified because insufficient audit evidence 
regarding the general fixed assets group of accounts and disclosures with respect to the 
year 2000 issue. Except as discussed in the preceding sentence, 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 obtaining reasonable assurance about whether the Municipality of Aiiasco, 
Puerto Rico, general purpose financial statements are free of material misstatement, I 
performed tests of its compliance with certain provisions of laws, regulations, contracts 
and grants, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts. However, providing an opinion on 
compliance with those provisions was not an objective of my audit, and accordingly, I do 
not express such an opinion. The results of my tests disclosed instances of 
noncompliance that are required to be reported under Government Auditing Standards 
which are described in the accompanying Schedule of Findings and Questioned Costs. 
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Internal Control Over Financial Reporting 

In planning and performing my audit, I considered the Municipality's internal control 
over financial reporting in order to determine my auditing procedures for the purpose of 
expressing my opinion on the general purpose 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 purpose 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. I noted no matters involving the 
internal control over financial reporting and its operation that I consider to be material 
weaknesses. However, I noted other matters involving the internal control over financial 
reporting that I have reported to management of the Municipality of Afiasco, Puerto Rico, 
in a separate letter dated December 5, 2001. 

This report is intended solely for the information and use of management, Municipal 
Council, Office of the Commissioner of Municipal Affairs, and federal awarding agencies 
and pass-through entities. However, this report is a matter of public record and its. 
distribution is not limited. 

~~ 
KENNETH VARGAS, CPA 
License 2251 

Aguadilla, Puerto Rico 
December 5, 2001 

Stamp number 1688071 of the 
Puerto Rico Society of 
Certified Public Accountants 
has been affixed to the 
original copy of this report 
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1(enneth o/argas 
CERTIFIED PUBLIC ACCOUNTANT 

103 LIGHTHOUSE DRIVE RAMEY, P.R. 00603 
Tel./Fax (787) 890-3797 

REPORT ON COMPLIANCE WITH REQUIREMENTS 
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL 

CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB 
CIRCULAR A-133 

Hon. Mayor and Municipal Council 
Municipality of A.fiasco 
Afiasco, Puerto Rico 

Compliance 

I have audited the compliance of the Municipality of Aftasco, Puerto Rico, with the types 
of compliance requirements described in the US. Office of Management and Budget 
(OMB) Circular A-133 Compliance Supplement that are applicable to each of its major 
federal programs for the fiscal year ended June 30, 2001. The Municipality's major 
federal programs are identified in the summary of auditor's results section of the 
accompanying schedule of findings and questioned costs. Compliance with the 
requirements of laws, regulations, contracts and grants applicable to each of its major 
federal programs is the responsibility of the Municipality's Management. My 
responsibility is to express an opinion the Municipality's compliance based on my audit. 

I conducted my audit of compliance 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, Local Governments, and Non-Profit Organizations. Those 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance 
requirements referred to above that could have a direct and material effect on a major 
federal program occurred. An audit includes examining, on a test basis, evidence about 
the Municipality's compliance with those requirements and performing such other 
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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 the Municipality's compliance with those requirements. 

In my opinion, the Municipality complied, in all material respects, with the requirements 
referred to above that are applicable to each of its major federal programs for the fiscal 
year ended June 30, 2001. 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. 

Internal Control Over Compliance 

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

I noted certain matters involving the internal control over compliance and its operation 
that I considered to be reportable conditions. Reportable conditions involve matters 
coming to my attention relating to significant deficiencies in the design or operation of 
the internal control over compliance that, in my judgment, could adversely affect the 
Municipality's ability to administer a major federal program in accordance with the 
applicable requirements of laws, regulations, contracts, and grants. Reportable conditions 
are described in the accompanying schedule of findings and questioned costs. 

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 relatively low level the risk that 
noncompliance with the applicable requirements of laws, regulations, contracts, and 
grants that would be material in relation to a major federal program being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. Our consideration of the internal control over 
compliance would not necessarily disclose all matters in the internal control that might be 
reportable conditions and, accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses. However, I believe that 
none of the reportable conditions described above is a material weakness. 
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This report is intended solely for the information and use of management, Municipal 
Council, Office of the Commissioner of Municipal Affairs, and federal awarding agencies 
and pass-through entities. However, this report is a matter of public record and its 
distribution is not limited. 

~~~ 
KENNETH VARGAS, CPA 
License 2251 

Aguadilla, Puerto Rico 
December 5, 2001 

Stamp number 1688072 of the 
Puerto Rico Society of 
Certified Public Accountants 
has been affixed to the 
original copy of this report 
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MUNICIPALITY OF ANASCO 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SUMMARY OF AUDITOR'S RESULTS 
FOR THE FISCAL YEAR ENDED 

JUNE 30, 2001 

Financial Statements 

Type of auditor's report issued 

Internal control over financial reporting: 

Material weakness( es) identified? 

Reportable condition(s) identified that are not 
considered being material weaknesses? 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over major programs: 

Qualified 

_Yes _K_No 

_ _ Yes _K_Non Reported 

__ Yes _K_No 

Material weakness(es) identified? __ Yes _K_No 

Reportable condition(s) identified that are not 
considered being material weaknesses? _x_ Yes __ Non Reported 

Type of auditor's report issued on compliance for Major 
Programs: Unqualified 

Any audit findings disclosed that are required to be 
reported in accordance with Section 510 (a) of 
Circular A-133? -2L_Yes __ No 

Identification of Major Programs: 

CFDANumber Name of Federal Program or Cluster 

14.219 State Block Grant Program (SBGP) 

Dollar threshold used to distinguish between 
Type A and Type B Programs: $300.000 

Auditee qualified as low-risk auditee? _X_Yes __ No 
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MUNICIPALITY OF ~ASCO 
FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

Program 

Federal Assistance Programs 

FINDING NUMBER 1 

During the examination of the personnel records of the 
federal programs office personnel, it was observed that 
in most cases, certain important documentation such as 
medical certificates, certificates of birth, proof of academic 
background were missing. 

Recommendation 

TI1e personnel department should review all employee files 
in order to ascertain that they include the following documents: 

A. Employment application 
B. Medical certification 
C. Certificate of birth 
D. Sworn fidelity 
E. Proof of academic background 
F. Record of promotions and reclassifications 
G. Form 499-R-4 (income tax withholding statement) 
H. Form I-9; "Employment Eligibility Verification Form". 

This form is required by the Immigration Reform and 
Control Act of 1986. Under this act employers are 
required to verify identity and eligibility for employment 
to all persons hired for employment after November 6, 1987. 
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MUNICIPALITY OF ANASCO 
FINDINGS AND QUESTIONED COSTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 

I. 

JUNE 30, 2001 

Certific~tion which makes known that the person does 
not receive any payment of compensation for services 
rendered to the State Government or other Municipality. 
This certification should include a statement which makes 
clear that the person is not on paid vacations from the State 
Government or any Municipal Government and to be true, 
that it be permitted by law. 

J. Certificate of good behavior 
K. Contract (if applicable) 

Response 

The Personnel Director is in the process of updating 
all personnel records in order to have them with all 
the documents or information needed. 

Program 

State Block Grant Program 

FINDING NUMBER 2 

The Municipality did not submit the program income report 
required by the grant agreement. 

Recommendation 

The municipality should implement proper controls regarding 
program income. 

-38-

QUESTIONED 
COSTS 



~ 
I 

MUNICIPALITY OF ANASCO 
FINDINGS AND QUESTIONED COSTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2001 

QUESTIONED 
COSTS 

Response 

The Federal Program Director has been advised of the finding. 
Proper controls regarding program income will be implemented 
in order to assure that the program income reports are submitted 
on a timely basis. 
State Block Grant 

FINDING NUMBER 3 

Cash management 

The office of Federal Funds did not comply with the requirement of 
maintaining a cash management system with procedures to minimize 
the time elapsed between the transfer of funds from federal agencies 
and the disbursements of funds. Various fund requisitions were disbursed 
over three days from the date the funds were received. 

Recommendation 

The Municipality should implement a cash management system in order 
to have better control and minimize the time elapsed between the transfer 
of funds from federal agencies and the disbursements of the funds. According 
to program requirements funds should be disbursed not later than three· days 
after they have been received. 

Response 

The mayor gave instructions to the Federal Program Director to establish a cash 
management system as required by federal program guidelines. 
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MUNICIPALITY OF ANASCO 
STATUS OF PRIOR YEAR FINDINGS 

AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED 

JUNE 30, 2001 

During the current engagement of the single audit, the status of prior year findings and 
question costs were reviewed. 

The review disclosed that the conditions still existed and/or no correction action has been 
taken on the finding Number 1 finding Number 2 and finding Number 3 of this report. 
These were included in the prior year audit report. Finding Number 4 was corrected. 
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