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Compliance

We have audited the compliance of the Municipality of Caguas 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, 2001. The Municipality of Caguas’s major
federal programs are identified in the summary of auditors’ 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 of Caguas’s management. Our
responsibility is to express an opinion on the Municipality of Caguas’s compliance based
on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States of America; 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 of Caguas’s compliance with
those requirements and performing such other procedures, as we considered necessary in
the circumstances.

Pannell Kerr Forster, LLP
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Page 2

We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination on the Municipality of Caguas’s compliance with those
requirements.

As described in item 2001-7 in the accompanying schedule of findings and questioned
costs, the Municipality did not comply with requirements regarding cash management
that is applicable to its Community Development Block Grant, Urban Development
Action Grant, Child Care and Adult Food Care, Home and Community Policing Services
major federal programs. Compliance with such requirement is necessary, in our opinion,
for the Municipality of Caguas to comply with requirements applicable to that program.

As described in item 2001-8 in the accompanying schedule of findings and questioned
costs, the Municipality did not comply with requirements regarding equipment and real
property management that is applicable to its Community Development Block Grant,
Home, and Head Start major federal programs. Compliance with such requirement is
necessary, in our opinion, for the Municipality of Caguas to comply with requirements
applicable to that program.

As described in item 2001-9 in the accompanying schedule of findings and questioned
costs, the Municipality did not comply with requirements regarding accounting records
established by Common Rule that are applicable to its Community Development Block
Grant and Urban Development Action Grant major federal programs. Compliance with
such requirements is necessary, in our opinion, for the Municipality of Caguas to comply
with requirements applicable to that program.

As described in item 2001-10 in the accompanying schedule of findings and questioned
costs, the Municipality did not comply with requirements regarding special tests and
provisions established by Home Program. Compliance with such requirements is
necessary, in our opinion, for the Municipality of Caguas to comply with requirements
applicable to that program.

In our opinion, except for the instances of noncompliance described in the preceding
paragraphs, the = Municipality of Caguas 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.

Pannell Kerr Forster, LLP
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Internal control over compliance

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

Our consideration of the internal control over compliance would not necessarily disclose
all matters in the internal control that might be material weakness. 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. We noted no matters involving the internal control
over compliance and its operation that we consider to be a material weakness.

Schedule of expenditures of federal awards

We have audited the general purpose financial statements of the Municipality of
Caguas as of and for the fiscal year ended June 30, 2001, and have issued our report
thereon dated December 19, 2001. Our audit was performed for the purpose of
forming an opinion on the general purpose financial statements 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 our opinion, is fairly stated, in all material respects, in
relation to the general purpose financial statements taken as a whole.

Pannell Kerr Forster, LLP
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Finding No. 2001-1
(First reported in year 1996-97)

Program CFDA No. / Grant No.: N/A

Type of Reportable Condition: Material Weakness
Internal Control
Structure Design

Questioned Cost: None

Condition: Transactions of business-type activities are recorded as part of the special
revenue and capital project governmental funds.

Because of the above we observed the following situations:

- The sale of units of the Consolidated Mall, and depreciation expense of building for
Consolidated Mall, Fine Arts Center and Turabo Park were not recorded in an
enterprise proprietary fund type.

- The additions of capital assets (building, improvements and construction in progress)
for Consolidated Mall and Fine Arts Center are not capitalized in the general ledger
as part of the total property, plant and equipment.

- The additions of loans receivable disbursed by the Economic Development Bank for
year 2000-2001 were recorded as expenditures in the Special Revenue Fund.

- The collection of the above mentioned loans for year 2000-2001 were recorded as
revenues in the Special Revenue Fund.

Criteria: Puerto Rico municipalities should implement accounting system that are in
accordance with generally accepted accounting principles. [Puerto Rico Municipality
Law (Law 81) article number 8.010].

Specifically, Puerto Rico municipalities should record their financial transactions using
fund accounting. [Puerto Rico Municipality Law (Law 81) article number 8.010(b)].

The generally accepted accounting principles applicable to governmental entities through
its principles: NCGA Statement 1, NCGA Interpretation 5, GASB Statement 6, GASB
Statement 9, GASB Statement 14, GASB Statement 25, GASB Statement 27 and GASB
Statement 31, establish the statement of principles related to: (a) fund accounting
systems, (b) types of funds, and (c) number of funds.

Cause: The Law 81 requires that the accounting system to be implemented by the
municipalities is the one developed and approved by the Office of the Commissioner of
Municipal Affairs (OCAM by its abbreviation in Spanish). Yet, due to the complexity
and size of the Municipality of Caguas operations the OCAM accounting system does not
provide enough funds to permit that all individual business-type activities be recorded
separately.
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Effect: Because of the OCAM accounting system design limitations the Municipality of
Caguas has to maintain manual accounting books for each individual business-type
activity in order to assure that the specific activities are carried and the objectives are
attained in accordance with special regulations, restrictions, or limitations of such
transactions.

Also, since the governmental activities of the Municipality of Caguas are recognized on
the flow of current financial resources measurement focus and the modified accrual basis
of accounting, and the business-type activities are accounted for on the flow of economic
resources measurement focus and use the accrual basis of accounting, the special revenue
capital project governmental funds include transactions recorded based on different
measurement focus and basis of accounting.

Recommendation: Since article 8.010 of Law 81 permits OCAM to approve the design
and implementation of other accounting systems besides the one developed by them, we
suggest the Municipality’s management request such authorization from OCAM. We
also, suggest that the Municipality implements a financial accounting system that
provides fiscal controls and accounting procedures that are:

1. In accordance with generally accepted accounting principles including:
a) Information pertaining to obligations, unobligated balances, assets, liabilities,
expenditures, and income;
b) Effective internal controls to safeguard assets and assure their proper use;
c) A comparison of actual expenditures with budgeted amounts;
d) Source documentation to support accounting records; and
e) Proper charging of costs and cost allocation.

2. Sufficient to:

a) Permit the tracing of funds to a level of expenditures adequate to establish that
funds have not been used in violation of the applicable restrictions on the use of
such funds; and

b) Permit preparation of required reports, and financial statements in accordance
with GASB 34 requirements.

In June 1999 the GASB issued GASB Statement No. 34 (Basic Financial Statements —
and Management’s Discussion and Analysis — for State and Local Government). The
statement will have a significant effect on how the Municipality of Caguas prepare its
external financial statements. GASB 34 establishes two bases for reporting financial
information: (a) government — wide financial statements and (b) fund financial
statements. The government —wide perspective financial statements adopt the flow of
economic resources measurement focus and accrual basis of accounting (essentially the
commercial accounting financial reporting model) for both governmental and business-
type activities. The fund — level financial statements are similar to the actual financial
statements of the Municipality. Capital assets, including infrastructure assets, and
depreciation charges would be reported on the government — wide financial statements.
Long-term debt would be reported on the government — wide perspective financial
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statements. Account groups would no longer be presented in the Municipality’s financial
statements.

END FINDING NO. 2001-1







w

12

Criteria: The Municipality of Caguas procedures and internal controls manual for the
accounting area through its procedure 11 (Bank Reconciliation) establishes monthly
procedures to be performed in order to reconcile the differences between the accounting
records and the bank statements.

Cause: No adequate reconciliation procedures are being performed between amounts
per bank reconciliations and general ledger cash accounts. In addition, no adequate
communication channels exists between the Accounting, Remittances and Disbursement
Areas and the financial institutions in which the funds are held.

Effect: Total cash at June 30, 2001 was understated by $29,402,062.

Recommendation: We suggest that the Municipality’s Finance Department performs
monthly monitoring of the reconciliation process. Any difference between amounts per
bank reconciliations and general ledger control accounts should be identified,
investigated and posted in the general ledger on a timely basis. The performance of such
procedures will aid in maintaining complete and accurate financial records and achieving
more efficient audit procedures.

END FINDING NO. 2001-2
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Finding No. 2001-3
(First Reported in Year 1999-2000)

Program CFDA No. / Grant No.: N/A

Type of Reportable Condition: Material Weakness
Internal Control
Structure Design

Questioned Cost: None

Condition: Interfund transactions were not balanced at June 30, 2001.

Criteria: Puerto Rico municipalities should implement accounting system that be in
accordance with generally accepted accounting principles. [Puerto Rico Municipality
Law (Law 81) article number 8.010]

“.....because each fund is a fiscal and accounting entity, the amounts due to one fund
form other funds, as well as the amounts owed to other funds, should be reflected in the
fund accounts and in fund financial statements”. [GASB Cod. Sec. 1300.110]

Cause: Interfund transactions recorded incorrectly in the OCAM system.

Effect: The balances of interfund transactions were materially misstated at June 30, 2001.

Recommendation: We suggest that the Municipality’s Finance Department performs
monthly monitoring procedures over the status of the interfund transactions. A matrix
listing the receivable funds on the left and the payable funds across the top can be useful
for monitoring the status of the interfund transactions. An example of such a matrix is as
follows:

INTERFUND TRANSACTION MATRIX

Payable Funds
Special Capital
Receivable Funds General Revenue Projects Enterprise Total
General Fund XXX 5,000 5,000 10,000
Special Revenue 25,000 XXX 15,000 40,000
Capital Projects 10,000 XXX 10,000 20,000
Enterprise 5,000 XXX 5,000

Total 25,000 10,000 25,000 15,000 75,000
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Finding 2001-4
(First Reported in Year 1999-2000)

Program CFDA No. / Grant No.: N/A

Type of Reportable Condition: Material Weakness
Internal Control
Structure Design

Questioned Cost: None

Condition: During fiscal year 2000-2001, Federal grants were recorded as revenue when
the resources were received instead of when the related expenditure was made.

Criteria: Puerto Rico municipalities should implement accounting system that are in
accordance with generally accepted accounting principles. [Puerto Rico Municipality
Law (Law 81) article number 8.010].

Grants, entitlements, or shared revenues in governmental funds should be recognized as
revenue in the accounting period when they become susceptible to accrual, that is, both
measurable and available (modified accrual basis). In applying this definition, legal and
contractual requirements should be carefully reviewed for guidance. Some such
resources, usually entitlements or shared revenues, are restricted more in form than in
substance. Only a failure on the part of the recipient to comply with prescribed
regulations will cause a forfeiture of the resources. Such resources should be recorded as
revenue at the time of receipt or earlier if the susceptible to accrual criteria are met. For
other such resources, usually grants, expenditure is the prime factor to determining
eligibility, and revenue should be recognized when the expenditure is made. Similarly, if
cost sharing or matching requirements exist, revenue recognition depends on compliance
with these requirements. [NCGAS 2, p 11].

Cause: Federal grants transactions recorded incorrectly in the OCAM system.

Effect: The balance of deferred Federal grants, Federal revenues, and expenditures were
materially misstated at June 30, 2001.

Recommendation: We suggest the implementation of a formal training program for the
Finance Department’s personnel, in governmental accounting and financial reporting
topics.

END FINDING NO. 2001-4
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Finding 2001-5
(First Reported in Year 1997-98)

Program CFDA No. / Grant No.: N/A

Type of Reportable Condition: Material Weakness
Internal Control
Structure Design

Questioned Cost: None

Condition: During fiscal year 2000-2001 the real property acquired through governmental
funds were not reported in the General Fixed Assets Account Group (GFAAG).

In addition, the Municipality does not make the record keeping of the expenditures
related to the construction of capital assets (building and improvements) in the general
fixed assets account group as construction in progress when the expenditures are incurred
in the capital project fund.

Criteria: Puerto Rico municipalities should implement accounting system that are in
accordance with generally accepted accounting principles. [Puerto Rico Municipality
Law (Law 81) article number 8.010].

Fixed assets other than those accounted for in the proprietary funds or trust funds are
general fixed assets. General fixed assets are accounted for in the General Fixed Assets
Account Group rather than in the governmental funds. [NCGAS 1, p 38].

Cause: The Finance Department does not record real property acquired through
governmental funds in the OCAM system.

In addition, the buildings constructed by the Municipality are recorded in the General
Fixed Asset Account Group when its construction is finished based on the costs
accumulated in the construction subsidiary ledger maintained by the Department of
Public Works instead of been recorded as construction in progress when the costs are
incurred and paid through the capital project fund.

The Municipality does not make record keeping of the expenditures related to the
construction of real property in the general fixed assets account group as construction in
progress when the expenditures are incurred in the capital project fund.

To determine the construction in progress of capital assets the Municipality’s Finance
Department depends of construction in progress reports prepared in the Municipality’s
Department of Public Works. Yet, such reports are not provided on a timely basis,
because the Department of Public Works personnel does not understand the importance
of such data in the preparation of the annual general purpose financial statements of the
Municipality.
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Effect: The General Fixed Asset Account Group was materially understated at June 30,
2001.

In addition, the Municipality’s accounting records do not reflect its investments in capital
assets (buildings and improvements) until its construction is completed, which may take
more than one fiscal year to happen. Finally, there is no way to verify if the construction
subsidiary ledger maintained by the Department of Public Works is accurate against the
Municipality accounting records.

Recommendation:

We suggest the implementation of a formal training program for the Finance
Department’s personnel, in governmental accounting and financial reporting topics.

The Municipality should make the record keeping of the expenditures related to the
construction of capital assets (buildings and improvements) in the General Fixed Assets
Account Group as construction in progress when the expenditures are incurred.

On a monthly basis the construction in progress account in the general ledger should be
reconciled against the construction subsidiary ledger maintained by the Department of
Public Works (after verifying its completeness, accuracy and reliability) and any
differences investigated and/or adjusted as necessary.

END FINDING NO. 2001-5
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Finding 2001-6
(First Reported in Year 1997-98)

Program CFDA No. / Grant No.: N/A

Type of Reportable Condition: Material Weakness
Internal Control
Structure Design

Questioned Cost: None

Condition: The general fund vouchers payable subsidiary report as of June 30, 2001
included $6,103,634 in vouchers payable that were already paid at such date. In addition,
the detail of outstanding encumbrances for all funds are not tied with fund balance
reserved for encumbrance control accounts.

Criteria: The Puerto Rico Municipality Law (Law 81) requires in its Article Number
8.010 that the municipalities’ accounting systems provide fiscal controls and accounting
procedures that are in accordance with generally accepted accounting principles,
including effective internal controls to safeguard assets and assure their proper use.

Cause: The Municipality does not perform monthly reconciliation of the vouchers
payable and encumbrances subsidiary ledgers for all funds with the general fund
vouchers payable and all- fund encumbrance control accounts, respectively .

Effect: The Municipality’s vouchers payable subsidiary ledger and the encumbrance
control accounts are misstated. Therefore, significant adjustments were required to fairly
state the balance of vouchers payable and fund balances reserved for encumbrances at
June 30, 2001.

Recommendation: The Municipality must perform reconciliation of the vouchers payable
subsidiary ledger with the general fund vouchers payable control account and of the
encumbrance control accounts with the detail of year end outstanding encumbrances
during the monthly closing activity. Any difference between the subsidiary ledgers and
the general ledger control accounts must be investigated and/or adjusted as required by
the circumstances.

END FINDING NO. 2001-6




19

Finding 2001-7

Program CFDA No. / Grant No.:

14.218 Community Development Block Grant
14.239 Home Program

14.221 Urban Development Action Grant
10.558 Child and Adult Care Food Program
16.710 Community Oriented Policing Services

Type of Reportable Condition:

Questioned Cost:

Non-compliance — Cash Management
None

Condition: During fiscal year ended June 30, 2001, the Municipality did not limit federal
cash remittances to minimum amounts needed and did not time their advances and
refunds to meet its immediate cash needs.

The federal cash flows for the fiscal year ended June 30, 2001 were as follows:

Cash

Cash requested Dollars Cash
Major Beginning  from Federal Paid Interest Ending
Program Balance Agency Out income balance
Community
Oriented $ 40226 $ 515640 $ 515529 §$ 2,369 $ 42,706
Policing
Services
Child and Adult
Care Food 179,085 847,841 747,281 9,948 289,593
Program
Community
Development
Block Grant 32271 9,230,571 9,139,846 1,052 124,048
Home Program 332,224 1,068,877 1,308,759 53 92,395
Urban
Development
Action Grant 7,528 1,019,597 1,000,002 10 27,133
TOTALS $591,334 $12,682,526  $12,711,417 $13,432  $575,875
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Criteria: 29 CFR 97.21 (c) (cash management requirements) provides that grantees and
subgrantees are to be paid on the advance method provided they have a system in place to
minimize the time elapsed between receipt of Federal funds and actual disbursements.

The Common Rule, Subpart A .20(7) establishes that procedures for minimizing the
elapsing between the transfer of funds from the U.S. Treasury and disbursement by
grantees and subgrantees must be followed whenever advance payment procedures are
used. Grantees must establish reasonable procedures to ensure the receipt of reports on
subgrantees’ cash balances and cash disbursements in sufficient time to enable them to
prepare complete and accurate cash transactions reports to the awarding agency. When
advances are made by letter-of-credit or electronic transfer of funds methods, the grantee
must make drawdowns as close as possible to the time of making disbursements.
Grantees must monitor cash drawdowns by their subgrantees to assure that they conform
substantially to the same standards of timing and amount as apply to advances to the
grantees.

Cause: The Municipality does not have a formal defined payment policy and did not time
its payments clearance patterns to coincide with the receipt of cash in the above
mentioned programs.

Effect: The Municipality does not manage Federal cash effectively and is not in
compliance with 29 CFR 97.21 (¢ ).

Recommendation: To improve cash management, the Municipality of Caguas should time
their projected payments clearance patterns to coincide with the receipt of cash from
federal agencies.

In order to time disbursements to improve cash management we suggest the Municipality
the development of cash management procedures that include a payment policy and the
establishment of a formal disbursement cycle for the program.

The disbursement cycle and payment policy for the Municipality may be weekly,
biweekly, or on some other cycle. Also, projections and timing are important for good
cash management. As a general rule, the Municipality should use clearance date rather
than date of disbursement to determine cash needs.

Also, we suggest that the Municipality implements cash forecasting procedures. Cash
forecasting procedures identify specific needs within a specific time frame. Cash
forecasting may be daily, weekly, on some other defined disbursement cycle, or as
needed. The point is not to prescribe a specific cash forecast period, but to gear the cycle
to when cash is actually paid out at the bank. A valid clearance pattern is an acceptable
method of cash forecasting.

END FINDING NO. 2001-7
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Finding 2001-8

Program CFDA No. / Grant No.: 93.600 Head Start
14.218 Community Development Block Grant
14.239 Home Program

Type of Reportable Condition: Non-compliance — Equipment and real property
management
Questioned Cost: None

Condition: During our review of the Municipality’s Housing Department Property
Register we noted that the Municipality does not segregate the list of properties
purchased with HOME Program funds from the rest of the properties owned.

In addition, during our review of the Head Start and CDBG Program Property Registers
we noted various instances in which the registers did not include the physical location
(Head Start Program) and unit cost and acquisition date (CDBG Program).

Criteria: Compliance Supplement of Circular A-133, Part 3, section F (Equipment and
Property Management) establishes that the local governments shall follow the A-102
Common Rule for equipment acquired with federal awards.

Circular A-102 (Common Rule), section .32 requires that property records must be
maintained to include a description of property, serial number, or other identification
number, the source of property, who holds the title, the acquisition date, cost of the
property, percentage of federal participation in the cost of the property, percentage of
federal participation in the cost of property and any ultimate disposition data including
the date of disposal and sales price of the property.

Cause: The person in charge of recording property in the accounting records does not
identify the specific source of funds from which the acquisitions were made. In addition
the persons in charge of maintaining such registers do not understand the importance of
such information.

Effect: This situation caused an instance of non compliance with Circular A-102, section
32.

Recommendation: We recommend the inclusion of the information missing in the
Property Registers to ensure that it complies with Circular A-102 cited above. Also, we
recommend that monthly reconciliation between the Property Register and the Municipal
Property Subsidiary Ledger be performed and any difference investigated and/or adjusted
as required by the circumstances. Finally, specific instructions should be provide to
personnel in charge of recording property acquisitions in order to identify the federal
funds with which the equipment was acquired.

END FINDING NO. 2001-8
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Finding 2001-9
Program CFDA No. / Grant No.: 14.218 Community Development Block Grant
14.221 Urban Development Action Grant
Type of Reportable Condition: Internal control — Accounting Records
Questioned Cost: None

Condition: During our analysis of bank reconciliations we noted the differences
mentioned in finding 2001-2 between bank reconciliations and general ledger cash
accounts for CDBG and UDAG programs.

Criteria: Common Rule, Subpart C, section .20 (2) (Accounting records) establishes that
grantees and subgrantees must maintain records which adequately identify the source and
application of funds provided for financially-assisted activities. These records must
contain information pertaining to grant or subgrant awards and authorizations,
obligations, unobligated balances, assets, liabilities, outlays or expenditures, and income.

Cause: No adequate reconciliation procedures are being performed between amounts per
bank reconciliations and general ledger cash accounts of such major programs. In
addition, no adequate communication channels exists between the Accounting,
Remittances and Disbursement Areas and the financial institutions in which the funds are
held.

Effect: Cash balances of CDBG and UDAG Programs at June 30, 2001 were materially
misstated.

Recommendation: We suggest that the Municipality’s Finance Department performs
monthly monitoring of the reconciliation process. Any difference between amounts per
bank reconciliations and general ledger control account should be identified, investigated
and posted in the general ledger on a timely basis. The performance of such procedures
will aid maintaining complete and accurate financial records and achieving more efficient
audit procedures.

END FINDING NO. 2001-9
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Finding 2001-10

Program CFDA No. / Grant No.: 14.239 Home Program

Type of Reportable Condition: Internal Control and Non-compliance —Special
Tests and Provisions

Questioned Cost: None

Condition: We observed that the Municipality’s Housing Department did not establish a
maximum per unit subsidy dollar threshold for approving Home Program’s subsidies to
applicants.

Criteria: The 24 CFR, part 92.250 establishes that the per unit investment of HOME
funds may not exceed the Federal Housing Administration (FHA) mortgage limits in
Subsection 221(d)(3) of the National Housing Act, including any area-wide high cost
exceptions approved by HUD. This information should be available from the grantee or
the local HUD field office. In mixed-income or mixed use projects, the average per unit
investment in HOME-assisted units may not exceed the applicable Subsection 221(d)(3)
limit. Participating jurisdictions are required to evaluate each housing project in
accordance with guidelines that it adopts to ensure that the combination of Federal
assistance to the project is not any more than is necessary to provide affordable housing.

Cause: Regarding the information of maximum per unit subsidy they could not have
access to it through the internet.

Effect: Although the subsidies approved resulted in amounts significantly lower than
those established by the maximum per unit subsidy limits established in section 221
(d)(3) of the National Housing Act, the fact of not having available such guideline could
cause the approval of subsidies for amounts not in accordance with the limits established
by such regulations.

Recommendation:

It would be very useful to obtain the table of the Basic Statutory Mortgage Limits of the
National Housing Act in order to determine that subsidies approved are not in excess of
such limits. In addition any other information regarding the Home Program can be
obtained by calling to the following telephone numbers of the Puerto Rico Federal
Housing Office: 787-766-5361 and 787-766-5400.

END FINDING NO. 2001-10
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Finding 2000-3

Audit finding description:

“The voucher payable balances at June 30, 2000 were materially understated as follows:

General fund $ 670,880
Special revenue fund 688,420
Capital project fund 2,082,665

3 3,441,965
Audit finding status:

Corrective action was taken.

Finding 2000-4

Audit finding description:

“The detail of prepayments of volume of business taxes assessed for fiscal year 2000-
2001, did not reconcile with the related deferred revenue balance at June 30, 2000 as per
OCAM system.”

Audit finding status:

Corrective action was taken.

Finding 2000-5
Audit finding description:

“During fiscal year 1999-2000, Federal grants were recorded as revenue when the
resources were received instead of when the related expenditure was made.”

Audit finding status:

Corrective action was not taken and the same situation was mentioned in Audit Finding
2001-4.

Finding 2000-6

Audit finding description:

“During fiscal year 1999-2000 the real property acquired through governmental funds
were not reported in the General Fixed Assets Account Group (GFAAG).”
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Corrective action was not taken and the same situation was mentioned in Audit Finding

2001-5.

Audit finding description:

Finding 2000-7

“During fiscal year ended June 30, 2000, the Municipality of Caguas Head Start
Program (HSP) did not limit cash advances to minimum amounts needed and did not
time its advances to meet their immediate cash needs.

The HSP federal cash flows for the fiscal year ended June 30, 2000 were as follows:

Cash Cash Dollars Cash

Beginning requested Paid Interest Ending

Balance form HHS Out income balance
July 1999 $337,592.73 3508,142.91 391,034.15 $9.33 $454,710.82
August 1999 454,710.82 525,332.91 977,226.30 6.03 2,823.46
September 1999 2,823.46 650,332.91 619,378.80 6.74  33,784.31
October 1999 33,784.31 719,000.00 741,824.41 5.03 10,964.93
November 1999 10,964.93 600,484.65 0 7.49 611,457.07
December 1999 611,457.07 714,914.03 1,325,674.27 1.32 698.15
January 2000 698.15 577,160.05  231,493.91 7.66  346,371.95
February 2000 346,371.95 665,677.30  339,433.59 0 672,615.66
March 2000 672,615.66 722,664.14  523,707.08 9.35 871,582.07
April 2000 871,582.07 196,012.77  871,000.00 0 196,594.84
May 2000 196,594.84 838,401.07 730,492.89 0 304,503.02
June 2000 304,503.02 1,029,043.88  897,031.05 21.15 436,537.00
Audit finding status:

Corrective action was taken.

Audit finding description:

Finding 98-1

“The general fund vouchers payable subsidiary report as of 6/30/98 included $903,769
in vouchers payable balances that were paid already at such date.”
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Audit finding status:

Corrective action was not taken and the same situation was mentioned in Audit Finding
2001-6.

Finding 98-2
Audit finding description:

“The Municipality does not accrue accumulated vacations and sick leave as a liability in
its accounting records as the benefits are earned by the employees.”

Audit finding status:

Corrective action was taken.

Finding 98-3

Audit finding description:

“The Municipality does not make record keeping of the expenditures related to the
construction of capital assets (buildings) in the general fixed assets account group as
construction in progress when the expenditures are incurred in the capital project fund.”

Audit finding status:

Corrective action was not taken and the same situation was mentioned in Audit Finding
2001-5.

Finding 98-6

Audit finding description:

“The Municipality does not always book in its accounting records all cash receipts on a
daily basis.”

Audit finding status:

Corrective action was taken.
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Finding 97-1
Audit finding description:

“The fund and cash accounts balances as of June 30, 1997 as per the general ledger
(OCAM system) are misleading balances.”

Audit finding status:

Corrective action was not taken and same situation was mentioned in Audit Finding
2001-2.

Finding 97-6

Audit finding description:

“The OCAM accounting system encumbrance control account as of June 30, 1997 for the
general fund does not agree with the total encumbrance column in the Report of
Expenses, Encumbrances and Appropriations which is generated also by the OCAM
accounting system.”

Audit finding status:

Corrective action was not taken and the same situation was mentioned in Audit Finding
2001-6.
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Auditors and Consultants

1056 Mufioz Rivera Avenue Suite 304
San Juan, Puerto Rico 00927-5013
Telephone: (787) 754-6615

Telefax: (787) 765-9405

INDEPENDENT AUDITOR'S REPORT

Hon. William Miranda Marin
Mayor

Commonwealth of Puerto Rico
Municipality of Caguas

We have audited the accompanying general purpose financial statements of the
Municipality of Caguas, as of and for the year ended June 30, 2001, as listed in the table
of contents. These general purpose financial statements are the responsibility of the
Municipality's management. Our responsibility is to express an opinion on these general
purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the 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. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the general purpose financial statements referred to above present fairly,
in all material respects, the financial position of the Municipality of Caguas as of June 30,
2001, and the results of its operations and cash flows of its proprietary fund types for the
year then ended in conformity with accounting principles generally accepted in the
United States of America.

PANNELL KERR FORSTER, LLP



Hon. William Miranda Marin
Mayor

Commonwealth of Puerto Rico
Municipality of Caguas

In accordance with Government Auditing Standards, we have also issued under separate
cover, our report dated December 19, 2001 on our consideration of the Municipality of
Caguas’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and
should be read in conjunction with this report in considering the results of the audit.
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