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HORWATH VELEZ & Co. PSC 
Certifiea Pu6lic J.lccountants I fJJusiness J.lavisors 
A member of Horwath International 

To the Honorable Mayor and 
the Municipal Assembly 

Municipality of Fajardo 
Fajardo, Puerto Rico 

INDEPENDENT AUDITORS' REPORT 

BankTrust Plaza 
255 Ave. Ponce de Le6n STE 201 
San Juan PR 00917-1992 

Telephone: (787) 751-6500 
Fax:(787) 767-1197 

We have audited the accompanying general-purpose financial statements of the Municipality of 
Fajardo, 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. 

Except as discussed in the following paragraphs, we conducted our audit in accordance with auditing 
standards and the standards generally accepted in the United States of America 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 general purpose financial statement presentation. We believe that our 
audit provides a reasonable basis for our opinion. 

The Municipality declined to present under account group the total fixed assets of the Municipality as of 
June 30, 2001. Presentation of such group summarizing the fixed assets of the Municipality is required 
by accounting principles generally accepted in the United States of America. 

In our opinion, except that the omission of the fixed assets group results in an incomplete presentation, 
as explained in the third paragraph, the general-purpose financial statements referred to above present 
fairly, in all material respects, the financial position of the Municipality of Fajardo, as of June 30, 
2001, and the results of its operations for the year then ended in conformity with accounting principles 
generally accepted in the United States of America. 

1 
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In accordance with Government Auditing Standards, we have also issued our report dated January 9, 
2002 on our consideration of the Municipality of Fajardo' 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 our audit. 

The accompanying schedule of expenditures of federal awards is presented for purpose 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. 

January 9, 2002 

Stamp number 1774022 was 
affixed to the original of this 
report. 
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ASSETS AND OTHER DEBITS 
Cash and cash equivalents 
Cash held with fiscal agent 
Intergovernmental receivables 
Accounts receivable 
Due from other funds 
Amount available in Debt Service Fund 
Amount to be provided for retirement of 

general long-term debt 

Total assets and other debits 

LIABILITIES AND FUND EQUITY 
Liabilities: 

Accounts payable and accrued liabilities 
Due to other funds 
Due to other governmental entities 
Deferred municipal license tax revenues 
Deferred federal grant revenues 
General obligation bonds 
Accrued landfill obligations 
Notes payable 
Accrued compensated absences 

Total liabilities 

Fund equity: 
Fund balances: 

Reserved for encumbrances 
Reserved for debt service 
Unreserved: 

Designated for specific fund purposes 
Undesignated 

Total fund equity 

Total liabilities and fund equity 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 
COMBINED BALANCE SHEET 

ALL GOVERNMENTAL FUND TYPES AND ACCOUNT GROUPS 

$ 

$ 

$ 

$ 

JUNE 30, 2001 

GOVERNMENTAL FUND TYPES 

General 
Fund 

8,545,928 

1,325,994 
142,512 

2,117,364 

--------

12.131.798 

508,994 

1,174,750 
2,783,923 

4.467.667 

906,659 

6.757.472 

7.664.131 

12.131.798 

$ 

Special 
Revenue. 

6,145,450 
117,456 
296,073 
39,217 

1,060,339 

L 7.658.535 

$ 1,384,834 
2,117,364 

2,132,980 

5.635.178 

2,023,357 

2.023.'157 

$ 7.6585.15 

$ 

$ 

$ 

'!i 

Debt 
Service 

-
7,088,314 

-7.088.314 

7,088,314 

7.088.314 

7.088.314 

See notes to general-purpose limmcml slalemcnts. 

ACCOUNT GROUPS 
General 

Long Term 
Debt 

$ -

7,088,314 

18.599.243 

$ 25.687 .557 

$ 

14,056,000 
6,350,716 
3,140,000 
2.140.841 

25.687.557 

-
$ 25.687.557 

Totals 
(Memorandum 

Onlvl 

$ 14,691,378 
7,205,770 
1,622,067 

181,729 
3,177,703 
7,088,314 

18.599.243 

$ 52.566.204 

$ 1,893,828 
2,117,364 
1,174,750 
2,783,923 
2,132,980 

14,056,000 
6,350,716 
3,140,000 
2~1-40.841 

35.790.402 

906,659 
7,088,314 

2,023,357 
6.757.472 

16.775.802 

$ 52.566.204 
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Property taxes 
Municipal license taxes, permits and other licenses 
Intergovernmental 
Rent of property 
Interest 
Federal financial assistance 
Miscellaneous 

Total revenues 

EXPENDITURES: 
Current: 

Mayor and Municipal Assembly 
General government 
Public safety 
Public works 
Public health and sanitation 
Welfare 
Economic development 
Recreation 
Humanitarian services 
Other 
Construction cost 
Debt service: 

Principal retirement 
Interest 

Capital outlays 

Total expenditures 

Excess (deficiency) of revenues over (under) expenditures 

OTHER FINANCING SOURCES (USES): 
Operating transfers from/to other funds 

Excess or revenues and other rmancing sources over 
expenditures and other rmancing sources (uses) 

Fund balances, beginning 

Fund balances, ending 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

COMBINED STATEMENT OF REVENUES, EXPENDITURES, ANO 
CHANGES IN FUND BALANCES 

ALL GOVERNMENTAL FUND TYPES 

YEAR ENDED JUNE 30, 2001 

GOVERNMENTAL FUND TYPES 
T11h1l~ 

General Special Debt Capital (Memurundum 
Fund Revenue Service Project Only! 

$ 7,539,007 $ - $ 2,060,643 $ - $ 9,599,650 
5,857, 121 5,857,121 
2,447,019 3,695,385 6,142,404 
2,010,975 2,010,975 
1,266,411 1,266,411 

4,649,573 4,649,573 
816.750 45 816,725 

19.937.283 -- 8,345.003_ 2.06_M4.L - 30.342.929 

2,564,978 2,564,978 
2,654,708 7,856,408 10,511,116 

566,531 566,531 
6,107,049 662,950 6,769,999 
1,950,413 1,950,413 

411,920 411,920 
184,935 184,935 
663,049 663,049 
364,595 364,595 

169,341 169,341 
872,113 872,113 

832,0011 832,000 
940,461 940,467 

706 252 580,000 - I.286.252 

15.762.510 9.680.619 __ U12.46.._ 872 11 3 __ 2_8.087.709 

4.174,773 ( 1 335,616) 288 1711 ( 872.113) 2 255,220 

( L726.830l 746 249 178.46~ 872 113 

2,377,943 ( 589,367) 466,644 2,255,220 

5,286,1!!8 2 612,724 6,621,670_ 14,520,582 

$ 7.664.131 $ 2.023.357 L_J.088.31·~. $ __ I } 16.775.802 

See notes lo general-purpose financial statements. 
·I 
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REVENUES 
Property taxes 
Municipal license taxes, permits and other licenses 
Intergovernmental 
Rent of property 
Fines and Penalties 
Interest 
Miscellaneous 
Surplus from prior year 

Total revenues 

l•:XPENDITURES 
Current: 

Mayor and Municipal Assembly 
General government 
Public safety 
Public works 
Public health and sanitation 
Economic development 
Recreation 
Humanitarian services 
Debt service: 

Principal retirement 
Interest 

Capital outlays 

Total expenditures 

Excess or revenues over expenditures 

ADJUSTMENTS TO GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES: 

Current year encumbrances treated as current year 
expenditures for budgetary basis 

Prior year encumbrances recorded as current year 
expenditures for GAAP basis 
Revenues and transfer accruals 
Expenditures and transfer accruals 

Fund balances, begloolog 

Fund balances, ending 

COMMONWEALTH 01<' l'll1':R'l'O RICO 
MUNICIPALITY m· l<'A.IARllO 

COMBINED STATEMENT OF REVENUES, EXPENDITURES, l~NCUMBRANCES, AND 
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL 

(NON-GAAP BUDGETARY BASIS) 
GENERAL AND DEBT SERVICE FUNDS 

YEAR ENDED JUNE 30, 2001 

GENERAL FUND DEBT SERVICE FUND 
Vg[lance Varlagc~ 

Favorable Favorable 
Budget Actual <Unfavorable) Budget Actual !Unfavorable) 

$ 7,631,956 $ 8,065,108 $ 433,152 $ 2,166,766 $ 2,310,418 $ 143,652 
5,072,678 6,750,702 1,678,024 
1,838,013 573,520 ( 1,264,493) 
2,641,800 2,016,050 ( 625,750) 

5,100 22,545 17,445 
200,000 1,266,411 1,066,411 

5,199,636 1,069,742 ( 4,129,894) 

22.589.lll., 19.764.078 { 2 825.105) 2 166 766 2.310 418 143.652 

3,323,960 2,248,720 1,075,240 
4,448,046 2,818,000 1,630,046 
1,086,352 568,640 517,712 
9,369,631 6,954,023 2,415,608 
2,298,743 2,582,918 ( 284, 175) 

309,153 187,107 122,046 
892,247 674,225 218,022 
485,284 365,709 119,575 

1,296,241 1,073,462 222,779 
870,525 870,525 

375,767 50 152 325 615 

22,589 lB3 16 442 494 6,IJ2,689 2 166,766 l,243,281 __]J,,2.779 

$ - 3.314.584 s 3.314584 $ - 366.431 $ 366.431 

894,609 

159,095 
441,187 

1,990,345) 

5,286 188 6,280,696 

$ 7.664 131 $ 7 088.314 

See notes to general-purpose financial statemems. 
5 
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CO.l\n10NWEAL TH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS 

YEAR ENDED JUNE 30, 2001 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 

The Municipality of Fajardo (the Municipality) was established in 1760. The Municipality's 
governmental system consists of an executive and a legislative body. It is governed by a Major 
and a seventeen member Municipal Assembly who are elected every four years through the 
Puerto Rico general elections. 

The Municipality provides the following services: public safety, public works, culture and 
recreation, health, urban development and welfare. 

The Municipality's general-purpose financial statements should be presented in accordance 
with generally accepted accounting principles (GAAP), as applicable to governmental entities. 
The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body 
for establishing governmental accounting and financial reporting principles. A sununary of the 
Municipality's significant accounting policies follows: 

A. Financial reporting entity: 

In evaluating how to define the Municipality for financial reporting purposes, 
management has considered all potential component units. The decision to include a 
potential component unit in the reporting entity was made by applying the provisions of 
Statement No. 14 of the Governmental Accounting Standards Board. The basic, but not 
the only criterion for including a potential component unit within the reporting entity is 
the governing body's ability to exercise oversight responsibility. The most significant 
manifestation of this ability is financial interdependency. Other manifestations of the 
ability to exercise oversight responsibility include, but are not limited to, the selection of 
governing authority, the designation of management, the ability to significantly influence 
operations and accountability for fiscal matters. The other criterion used to evaluate 
potential component units for inclusion or exclusion from the reporting entity is the 
existence of special financing relationships, regardless of whether the Municipality is 
able to exercise oversight responsibilities. Based upon the application of these criteria 
there are no component units excluded that should have been included in the general 
purpose financial statements of the Municipality of Fajardo. 

6 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL·PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

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

B. Basis of presentation: 

The Municipality records its transactions in the fund types and account group described 
below: 

Governmental fund types: 

Governmental funds are those through which most governmental functions are 
financed. The acquisition, use and balances of the Municipality's expendable financial 
resources and the related current liabilities are accounted for through governmental 
funds. The measurement focus is upon determination of changes in financial position, 
rather than upon net income determination. The following are the Municipality's 
governmental fund types: 

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

Special Revenue - is used to account for the proceeds of specific revenue sources, 
such as federal grants, that are legally restricted to be expended for specific 
purposes. 

Debt Service - is used to account for the accumulation of resources for the 
payment of general long-term debt principal, interest and related costs. 

Capital Projects - is used to account for financial resources to be used for the 
acquisition or construction of major capital facilities. 

Account group: 

The account group is used to maintain accounting control and accountability of the 
Municipality's long term debt. The Municipality's account group is: 

General Long·term Debt - is used to account for all long-term debt obligations of 
the Municipality. 

For property and equipment refer to Note 7. 

7 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

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

C. Basis of accounting: 

All governmental funds are accounted for using the modified accrual basis of accounting. 
Revenues are recognized when they become measurable and available. Available 
means collectible within the current period or soon enough thereafter to be used to pay 
liabilities of the current period. Revenue collected in advance of the fiscal year to which 
they apply are recorded as deferred. Expenditures are recorded when the liability is 
incurred, except for (1) interest on general long-term debt obligations which is recorded 
when due, and (2) accruals for vacation, sick leave, claims and judgments which are 
recorded in the general long-term debt account group. 

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 essentially two types of such revenues. In one situation, funds must be 
expended on the specific purpose or project before any amount is reimbursed to the 
Municipality, therefore, revenues are recognized based upon the expenditures recorded. 
In the other situation, funds are virtually unrestricted as to purpose of expenditure and 
are usually revocable only for failure to comply with prescribed compliance 
requirements. These resources are recognized as revenues at the time of receipt or earlier 
if they meet the criteria of availability. 

Licenses, permits, rent of property, fines, penalties and other miscellaneous revenues 
(except investment earnings) are recorded as revenues when received because they are 
generally not measurable until actually received . 

D. Encumbrances: 

Encumbrances represent commitments related to unperformed contracts for goods or 
services. Encumbrance accounting - under which purchase orders, contracts, and other 
commitments for the expenditure of resources are recorded to reserve that portion of the 
applicable appropriation is utilized in the governmental funds. Encumbrances outstanding 
at year-end are reported as reserves of fund balances and do not constitute expenditures 
or liabilities because the commitments will be honored during the subsequent fiscal year. 

8 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

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

E. Budgetary data: 

In establishing the budgetary data presented in the general-purpose financial statements, 
the Municipality follows these procedures, which are in accordance with the Municipal 
Law: 

- Prior to May 30, the Major submits to the Municipal Assembly a proposed budget for 
the fiscal year commencing the following July 1. The proposed budget includes 
estimated expenditures and the means of financing them. 

- The budget document is available for public inspection prior to its approval by the 
Municipal Assembly. 

- Prior to July 1, the annual budget is legally enacted through passage of the annual 
appropriation ordinance. 

- Subsequent to the enactment of the annual appropriation ordinance, the Municipal 
Assembly has the authority to make necessary adjustments to the budget. 
Adjustments made during the year are reflected in the budget information included in 
the general purpose financial statements. 

The budget is prepared following the modified accrual basis of accounting, except for the 
encumbrances that are recorded as expenditures under the budgetary basis and as a 
reserve of funds balances under GAAP and for the interfund transactions that are not 
included in the budgetary basis. 

The actual result of operations, presented in the Statement of Revenues, Expenditures, 
Encumbrances, and Changes in Fund Balances-Budget and Actual-General and Debt 
Service Funds, is in conformity with the budgetary accounting of the Municipality for a 
better comparison with the budget information. 

The budget prepared for each of the special revenue funds is based on a program period 
which is not necessarily the same as the Municipality's fiscal year. Accordingly, it is not 
practical to present an annual comparison of budget and actual for the special revenue 
funds. 

9 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30,2001 

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

F. 

G. 

Cash and cash equivalents: 

The Municipality's Director of Finance is responsible for investing available resources 
and is restricted by law to invest only in savings accounts and certificates of deposit with 
banks qualified as depositories of public funds by the Department of the Treasury of the 
Commonwealth of Puerto Rico. The Municipality maintains a cash and investment pool 
that is available for use by all funds. Each fund type's portion of this pool is displayed 
on the balance sheet as "Cash and Cash Equivalents". All cash in ban.ks at June 30, 2001 
is insured by the Federal Deposit Insurance Corporation up to $100,000, and by 
collateral held by the Treasury Department to its name. Interest earned from certificates 
of deposit and other short-term investments is recorded as revenue in the General Fund. 
Cash and Cash Equivalents include investments with original maturities of ninety days or 
less. 

Cash with fiscal agent represents property tax collections retained by the Commonwealth 
of Puerto Rico and restricted for the payment of the Municipality's debt service and 
unused proceeds from bonds and notes issued for the acquisition or construction of 
permanent improvements. 

Inventories: 

The General Fund purchases office and printing supplies, gasoline, oil and other items. 
The cost of purchases is recorded as an expenditure and, consequently, the inventory is 
not recorded in the general purpose financial statements . 

H. Property and equipment: 

Property and equipment acquired are recorded as expenditures in the governmental 
funds. Certain improvements such as roads, streets, bridges, curbs and gutters and 
sidewalks are not capitalized. Such assets normally are immovable and of value only to 
the Municipality. Therefore, the purpose of stewardship for capital expenditures is 
satisfied without recording these assets. 

10 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(CONTINUED): 

I. Compensated absences: 

J. 

Municipal employees are granted 30 days of vacation and 18 days of sick leave annually. 
Vacations may be accumulated up to a maximum of 60 days and sick leave up to a 
maximum of 90 days. In the event of an employee resignation, the employee is 
reimbursed for accumulated vacation days up to the maximum allowed. Separation from 
employment prior to the use of all or part of the sick leave before 10 years of service 
terminates all rights for compensation. 

The Municipality accrues a liability for compensated absences which meets the following 
criteria: 

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

2. The obligation relates to rights that vest or accumulate. 

3. Payment of the compensation is probable. 

4. The amount can be reasonably estimated. 

In accordance with the above criteria and requirements as established by GASB Number 
16, the Municipality has accrued a liability for compensated absences, which has been 
earned but not taken by municipal employees. This liability is presented in the general 
long-term debt account group because they will not be funded with available expendable 
financial resources at June 30, 2001. 

Insurance: 

The Municipality has insurance coverage for its public facilities, primarily to provide 
protection from catastrophic losses. The Secretary of the Treasury Department of the 
Commonwealth of Puerto Rico is the agent commissioned to place all of the 
Municipality's insurance coverage. 

11 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30,2001 

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

K. Total columns (memorandum only): 

The total columns (memorandum only) are presented only to facilitate additional 
analysis. Consequently, amounts shown in total columns do not represent financial 
position or result of operations, in conformity with generally accepted accounting 
principles. Such data is not comparable to a consolidation since interfund eliminations 
have not been made. 

L. Use of estimates in the preparation of general-purpose financial statements: 

The preparation of general-purpose financial statements requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and 
related disclosures at the date of the general purpose fmancial statements, and the 
reported amounts of revenues and expenditures during the reporting period. Actual 
results could differ from those estimates. 

2. DUE TO OTHER GOVERNMENT AL ENTITIES: 

The amount due to other governmental entities in the General Fund includes the following: 

Acueductos y Alcantarillados $ 10,662 

Department of Labor 21,805 

Puerto Rico Telephone Company 82,079 

Puerto Rico Electric Power Authority 1.060.204 

$ 1,174,750 

12 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

3. PROPERTY TAXES: 

The Municipal Revenue Collection Center ("CRIM") is responsible by law to assess, levy and 
collect real and personal property taxes. The tax on personal property is self-assessed by the 
taxpayer. The assessment, as of January 1 of each year, is made on a return which must be 
filed with the CRIM, together with the payment, by May 15 of each year. The tax on real 
property is assessed by the CRIM. The assessment is made as of January 1 of each year and is 
based on estimated current values of the property as of the year 1957. 

Tax rates are 8.08% for real property and 6.08% for personal property of which 1.03% of 
both belongs to the Commonwealth of Puerto Rico. The Municipality's share is composed of 
the basic tax of 5. 80 % for real property and 3. 80 % for personal property which is recorded in 
the General Fund, and the additional tax of 1.25 % in both cases which is restricted for debt 
service and retained by the CRIM for such purposes. To the extent that such taxes are 
informed and collected by the CRIM, they are recorded as revenue in the General Fund and 
in the Debt Service Fund. 

Residential real property occupied by its owner is exempt by law from the payment of property 
taxes on the first $15,000 of the assessed value. For such exempted amounts, the CRIM 
assumes payment of the basic tax to the Municipality, except for property assessed at less than 
$3,500, for which no payment is made. Revenue related to the basic tax on exempt property is 
recorded in the general fund when payments are received from the CRIM. 

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

The CRIM advances to the municipality an estimated amount of the basic property tax levied 
on nonexonerated property tax for each fiscal year. Advances are repaid through actual 
collections from the taxpayers. The CRIM periodically informs the Municipality of the 
amounts collected and applied to outstanding advances. The basic property tax advanced during 
the current year by the CRIM is recorded as property taxes revenues in the Municipality's 
General Fund and the advances in excess of collections are included in the General Long-term 
Debt Account Group as the amount would not be paid with expendable available financial 
resources as of June 30, 2001. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

MUNICIPAL LICENSE TAX: 

The municipal license tax is levied each year based on the prior year's gross revenues for all 
commercial and industrial organizations doing business in the Municipality, and which are not 
totally or partially exempt from this tax under the Industrial Incentives Acts of Puerto Rico. 
All taxpayers are required to file their declaration by April 15, of each year . 

The tax rates are as follows: 

Financial institutions 
Other organizations 

1.50% 
0.50% 

The tax may be paid in two equal semi-annual installments on July 15 and January 15 
following the filing date. However, a discount of 5 % is allowed if total payment is received 
on or before April 15. Collections made prior to June 30 pertaining to the next fiscal year are 
recorded as deferred revenues. 

INTERGOVERNMENTAL: 

Intergovernmental revenues consist mainly of payments from the Commonwealth of Puerto 
Rico and payments in lieu of taxes from certain quasi-public corporations, principally the 
Puerto Rico Electric Power Authority and the Puerto Rico Telephone Company. 

Grants and subsidies received from the Commonwealth of Puerto Rico include, among others, 
a general subsidy for capital improvements. Intergovernmental revenues are recorded in the 
General Fund, except for those related directly to capital improvements which are recorded in 
the Capital Projects Fund. 

CASH AND CASH EQUIVALENTS: 

Cash in bank accounts 
Certificates of deposit (90 days or less) 

Total cash and cash equivalents 

$ 7,691,378 
7.000.000 

$ 14.691.378 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

PROPERTY AND EQUIPMENT: 

The Municipality is in the process of organizing and identifying all real and personal property, 
through physical inventories, and determining their valuation and existence. Once this process 
is completed, the Municipality will determine its investment in general fixed assets for 
recording in the general fixed assets account group, and inclusion in the general-purpose 
financial statements. Presently, it is not practical to determine the amount invested in general 
fixed assets. 

GENERAL OBLIGATION BONDS: 

The general obligation bonds transactions for the year ended June 30, 2001 were as follows: 

Balance at July 1, 2000 $ 14,763,000 

Principal retirements ( 707.000) 

Balance at June 30, 2001 $ 14.056.000 

General obligation bonds at June 30, 2001 are as follows: 

Maturity Original Range of Balance at 
Type of bonds date amount Interest rates June 30, 2000 

1985 Series 1-1-08 $ 1,496,000 9.1% $ 781,000 
1990 Series 7-1-04 865,000 3.3% to 8.6% 365,000 
1991 Series 7-1-06 3,270,000 3.2% to 6.3% 1,770,000 
1994 Series 7-1-19 370,000 6.1%to8.2% 340,000 
1998 Series 7-1-16 11,435,000 6.0% to 8.0% 10.800.000 

Total general obligation bonds $ 14,056,000 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

8. GENERAL OBLIGATION BONDS (CONTINUED): 

The future annual requirements for the amortization of general obligation bonds outstanding as 
of June 30, 2001, are as follows: 

Year ended 
June 30, 

2002 
2003 
2004 
2005 
2006 

Thereafter 

Less interest 

Total 

Total 

$ 1,004,253 
1,042,972 
1,084,755 
1,013,140 
1,051,539 
9.484.632 

$ 14,681,291 
( 625.291) 

$ 14.056.000 

The Municipality is subject to certain laws of the Commonwealth of Puerto Rico which limit 
the amount of bond debt to 10 percent of the assessed valuation of the property located in the 
Municipality. 

9. NOTES PAY ABLE: 

The notes payable transactions for the year ended June 30, 2001 were as follows: 

Balance at July 1, 2000 $ 3,905,000 

Payments during the current year ( 765.000) 

Balance at June 30,2001 $ 3.140.000 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

t YEAR ENDED JUNE 30, 2001 

I 9. NOTES PAYABLE (CONTINUED): 
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Notes payable at June 30, 2001 are as follows: 

Maturity Original 
Description date amount 

Operational loan 7-1-06 $ 2,500,000 
Section 108 loans Various 3,700,000 
Section 108 loans Various 2,500,000 

Total notes payable 

Range of 
Interest rates 

8.5% 
6.4% to 8.7% 
5.8% to 6.9% 

Balance at 
June 30, 2000 

$ 750,000 
510,000 

1.880.000 

$ 3. 140.000 

The future annual requirements for the amortization of notes payables outstanding as of June 
30, 2001, are as follows: 

Year ended 
June 30, Total 

2002 $ 1,016,515 
2003 478,384 
2004 459,367 
2005 869,422 
2006 813,622 

Thereafter 130,312 
3,767,622 

Less interest ( 627,622) 

Total $ 3,140,000 

DEBT SERVICE FUND: 

Revenue for the Debt Service Fund consists mainly of the share of property taxes which is 
designated for the debt service requirements of the bonds and notes obligations issued by the 
Municipality. Principal and interest on these obligations are disbursed directly by the 
Government Development Banlc 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

11. RETIREMENT SYSTEM: 

The Retirement System of the Commonwealth of Puerto Rico was created under Act No. 447 
approved on May 15, 1951 amended by Act No. 1 of February 16, 1990. It is applicable to 
new participants joining the system effective on April 1, 1990. The Municipality's regular 
employees participate in the Retirement System of the Commonwealth of Puerto Rico (the 
System), an agent multiple-employer contributory defined benefit retirement system. The 
system also provides for death and disability benefits established by statute. 

The Municipality is required by the Administrator of the System to contribute 9.275% of the 
participants salary. These contributions are determined by law and are not actuarially 
determined. The normal contribution rate for the employees is 8.275%, however, the 
employees that joined the System before April l, 1990 may choose an alternative contribution 
of 5.775% for the first $6,600 of annual compensation and 8.275% for the salary in excess of 
$6,600. 

The total employee and employer contributions during the year ended June 30, 2001 amounted 
to approximately $287,975 and $383,583, respectively. The Municipality's total payroll for 
the fiscal year 2001 was approximately $7,646,788 and the total payroll subject to 
contributions for the year was approximately $4, 135,661. 

All employees of the Municipality who at the time of employment are 55 years old or less are 
eligible to participate in the System. Pension benefits for employees that joined the system 
before April 1, 1990 are as follows: 

Years of 
Service 

30 or more 

30 or more 

Participant 
Age 

54 or less 

55 or more 

Pension Benefits 

65 % of the average of the three years of highest 
salary during the employees' service period. 

75% of the average of the three years of highest 
salary during the employees' service period. 

For participants who retire with less than 30 years of service the pension benefits is computed 
at the rate of 1-112 % of their average compensation for each year of credited service for the 
first 20 years and 2 % for each of credited service for the remaining years. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

11. RETIREMENT SYSTEM (CONTINUED): 

For those employees that joined the system after April 1, 1990 the pension benefits are as 
follows: 

Years of 
Service 

25 or more 

10 or more 

Participant 
Age 

Between 55 and 64 

65 or more 

Pension Benefits 

Computed at the rate of 1-112 % of their average 
compensation for each year of credited service, 
with an actuarial reduction based on the actuarial 
guides adopted by the Board of Trustees. 

Computed at the rate of 1-112 % of their average 
compensation for each year credited service. 

For participants who retire with less than 25 years of service and the participant age is 64 or 
less the pension benefit is computed at the rate of 1-112 % of their average compensation for 
each year of credited service. 

12. LANDFILL OBLIGATIONS: 

State and federal laws and regulations require the Municipality to place a final cover on its 
landfill when closed and perform certain maintenance and monitoring functions at the landfill 
site for thirty years after closure. In addition to operating expenses related to current activities 
of the landfill an expense provision and related liability are being recognized based on the 
future closure and postclosure care costs that will be incurred near or after the date the landfill 
no longer accepts waste. The recognition of these landfill closure and postclosure care costs is 
based on the amount of the landfill used during the year. The estimated liability for landfill 
closure and postclosure care costs has a balance of $6,350,716 as of June 30, 2001, which is 
based on 57% usage of the landfill. It is estimated that an additional $19,549,283 will be 
recognized as closure and postclosure care expenses between the date of the balance sheet and 
the date the landfill is expected to be filled to capacity, which is approximately during 2008 to 
2009. The estimated total current cost of the landfill closure and postclosure care costs, 
$25,900,000, is based on the amount that would be paid if all equipment, facilities, and 
services required to close, monitor, and maintain the landfill were acquired as of June 30, 
2001. The Municipality expects to finance a significant amount of these obligation with funds 
of the General Fund. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

13. CONTINGENCIES: 

A. Litigation 

The Municipality is a party to various legal proceedings which normally occur in 
governmental operations. These legal proceedings are not likely to have a material 
adverse impact on the affected funds of the Municipality. 

There is a proceeding against the Municipality, for payment of pre and post petition rent 
payments in certain housing units. At this time, a motion to dismiss was filed, a formal 
discovery has not been undertaken, and a complete audit of the agreement under the 
program has not been conducted. Therefore, legal counselor is not in a position to assess 
the extent of the probable loss, if any. 

B. Federal financial assistance programs: 

The Municipality participates in a number of Federal Financial Assistance Programs. 
Although the Municipality's grant programs have been audited in accordance with the 
provisions of the Single Audit Act of 1984, through June 30, 2001, these programs are 
still subject to financial and compliance audits by the granting agencies and the resolution 
of previously identified questioned costs. The amount, if any, of expenditures which may 
be disallowed by the granting agencies cannot be determined at this time, although the 
Municipality expects such amounts, if any, not to be material. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FEDERAL FINANCIAL ASSISTANCE 

YEAR ENDED JUNE 30, 2001 

Federal Grantor/ Pass-through 
Grantor/ Program Title 

U.S. DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT: 

Direct Programs: 
Section 8 - Moderate Rehabilitation 
Section 8 - Rental Voucher Programs 

*Community Development Block Grants: 
Program year 1999 
Program year 2000 

Total U.S. Department of Housing 
and Urban Development 

U.S. DEPARTMENT OF HEALTH AND 
HUMAN SERVICES 

Pass-through Commonwealth of Puerto 
Rico Administration for Children and 
Families: 

*Head Start 
Child Care and Development Block 

Grant Program 

Total U.S. Department of Health and 
Human Services 

Federal 
CFDA 

Number 

14.856 
14.855 

14.218 
14.218 

93 .600 

93.575 

FEDERAL EMERGENCY MANAGEMENT AGENCY 
Pass-through Commonwealth of Puerto Rico Emergency 

Management Agency 

TOT AL FEDERAL FINANCIAL 
ASSISTANCE 

*Major Programs 

Pass-through 
Grantor 
Number 

RQ-46K-036-001 
RQ-46V -036-001 

B-98-MC-72-0012 
B-99-MC-72-0012 

02CH-0493-20 

Expenditures 

106,287 
305,238 

280,336 
1.109.576 

1.801.437 

3,305,520 

357.281 

3.662.801 

12.032 

$ 5.476.270 
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MUNICIPALITY OF FAJARDO 

NOTES TO SCHEDULE OF FEDERAL FINANCIAL ASSISTANCE 
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I 1. GENERAL: 
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The accompanying Schedule of Federal Financial Assistance presents the expenditures of all 
Federal financial assistance programs of the Municipality of Fajardo. The Municipality of Fajardo 
reporting entity is defined in Note 1 to the general-purpose financial statements. Federal financial 
assistance received directly from Federal agencies as well as Federal financial assistance pass 
through other government agencies are included in the schedule. 

2. BASIS OF ACCOUNTING: 

The accompanying Schedule of Federal Financial Assistance is presented using the accrual basis 
of accounting. 

3. RELATIONSIDP TO GENERAL PURPOSE FINANCIAL STATEMENTS: 

4. 

Federal Financial Assistance revenue and expenditures are reported in the Special Revenue Fund 
in the Municipality's general-purpose financial statements. • 

RELATIONSIDP TO FEDERAL FINANCIAL REPORTS: 

Amounts reported in the accompanying Schedule of Federal Financial Assistance are included in 
the general-purpose financial statements (Special Revenue Fund). 
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BankTrust Plaza HORWATH VELEZ & Co. PSC 
Certifiea Pu6fic .91.ccountants I 'Business .91.avisors 
A member of Horwath International 

255 Ave. Ponce de Le6n STE 201 
San Juan PR 00917-1992 

Telephone: (787) 751-6500 
Fax:(787) 767-1197 

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL 
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF 

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 

To the Honorable Mayor and 
the Municipal Assembly 

Municipality of Fajardo 
Fajardo, Puerto Rico 

We have audited the financial statements of the Municipality of Fajardo, as of and for the year ended 
June 30, 2001, and have issued our report thereon dated December 26, 2001. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America and the 
standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether the Municipality of Fajardo's financial 
statements are free of material misstatement, we performed tests of its compliance with certain 
provisions of laws, regulations, contracts, and grants, noncompliance with which could have a direct 
and material effect on the determination of financial statement amounts. However, providing an opinion 
on compliance with those provisions was not an objective of our audit, and accordingly, we do not 
express such an opinion. The results of our tests disclosed instances of noncompliance that are required 
to be reported under Government Auditing Standards and which are described in the accompanying 
schedule of findings and questioned costs. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Municipality of Fajardo's internal control 
over financial reporting in order to determine our auditing procedures for the purpose of expressing our 
opinion on the financial statements and not to provide assurance on the internal control over financial 
reporting. However, we noted certain matters involving the internal control over financial reporting and 
its operation that we consider to be reportable conditions. Reportable conditions involve matters coming 
to our attention relating to significant deficiencies in the design or operation of the internal control over 
financial reporting that, in our judgment could adversely affect the Municipality of Fajardo's ability to 
record, process, summarize, and report financial data consistent with the assertions of management in 
the financial statements. Reportable conditions are described in the accompanying schedule of findings 
and questioned costs. 
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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 financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. Our 
consideration of the internal control over financial reporting would not necessarily disclose all matters 
in the internal control that might be reportable conditions and, accordingly, would not necessarily 
disclose all reportable conditions that are also considered to be material weaknesses. However, we 
believe that none of the reportable conditions described above is a material weakness. 

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

January 9, 2002 

Stamp number 177 4023 was 
affixed to the original of this 
report. 
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BankTrust Plaza HORWATH VELEZ & Co. PSC 
Certifiea Pu6fic .9!ccountants I 'Business Jtavisors 
A member of Horwath International 

255 Ave. Ponce de Le6n STE 201 
San Juan PR 00917-1992 

Telephone: (787) 751-6500 
Fax:(787) 767-1197 

REPORT ON COMPLIANCE WITH REQUIREMENTS 
APPLICABLE TO EACH MAJOR PROGRAM AND 
INTERNAL CONTROL OVER COMPLIANCE IN 
ACCORDANCE WITH OMB CIRCULAR A-133 

To the Honorable Mayor and 
the Municipal Assembly 

Municipality of Fajardo 
Fajardo, Puerto Rico 

Compliance 

We have audited the compliance of the Municipality of Fajardo 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 Fajardo'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 of Fajardo's management. Our responsibility is to 
express an opinion on the Municipality of Fajardo's compliance based on our audit. 

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

As described in the accompanying schedule of findings and questioned costs, the Municipality of 
Fajardo did not comply with requirements regarding property and equipment, documents omitted, cash 
management, subrecipient monitoring, Davis Bacon-Act, procurement, licencing requirements and lack 
of utilities allowance schedule that are applicable to its Section 8, Community Development Block 
Grant and Head Start Program. Compliance with such requirements is necessary, in our opinion, for the 
Municipality of Fajardo to comply with the requirements applicable to that program. 
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In our opinion, except for the noncompliance described in the preceding paragraph, the Municipality of 
Fajardo complied, in all material respects, with the requirements referred to above that are applicable 
to each of its major federal programs for the year ended June 30, 2001. 

Internal Control Over Compliance 

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

We noted certain matters involving the internal control over compliance and its operation that we 
consider to be reportable conditions. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over compliance 
that, in our judgment, could adversely affect the Municipality of Fajardo's ability to administer a 
major federal program in accordance with the applicable requirements of laws, regulations, contracts 
and grants. Reportable conditions are described in the accompanying schedule of findings and 
questioned costs as items 01-1and01-2. 

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 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, we believe that none of the 
reportable conditions described above is a material weakness. 

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

January 9, 2002 

Stamp number 177 4024 was 
affixed to the original of this 
report. 

l 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 2001 

SECTION I - SUMMARY OF AUDIT RESULTS 

Financial statements: 
Type of auditor's report issued: Qualified 
Internal control over financial reporting: 

• Material weakness(es) identified? yes X no 
• Reportable conditions(s) identified 

that are not considered to be 
material weaknesses? 

Noncompliance material to financial 
statements noted? 

Federal awards 
Internal control over major programs: 

• Material weakness(es) identified? 
• Reportable conditions(s) identified 

that are not considered to be 
material weakness(es)? 

__ X __ yes --- none reported 

__ x __ yes no ---

___ yes X no 

__ x __ yes ___ none reported 

Type of auditor's report issued on compliance for major programs: Qualified 

Any audit findings disclosed that are 
required to be reported in accordance 
with section 5 lO(a) of Circular A-133? 

Identification of major programs: 
CFDA Number(s) 

93-600 
14-218 
14-855 to 856 
93-575 

Dollar threshold used to distinguish between 
type A and type B programs: 

Auditee qualified as low-risk auditee? 

__ X __ yes ---

Name of Federal Program or Cluster 

Head Start 
Community Development Block Grants 

Section 8 

no 

Child Care and Development Block Grant 

$300,000 

__ yes X no 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

SECTION II- FINANCIAL STATEMENTS FINDINGS 

01-1. PROPERTY AND EQUIPMENT: 

Statement of condition: 

The Municipality does not maintain an adequate control over its fixed assets. As a result, we 
noted the following deficiencies: 

a. There are no control procedures to ascertain that all capitalizable expenditures are 
properly recorded in the fixed assets subsidiary ledger. 

b. Purchases of property and equipment are not always informed to the property custodian 
for updating of the fixed assets ledger on a timely basis. 

c. The subsidiary ledger kept by the property custodian is not reconciled with the 
Municipality's accounting records. 

Recommendation: 

We recommend the Municipality to: 

a. Establish adequate control procedures to assure that all capitalizable expenditures are 
properly recorded in the Municipality's accounting records on a timely basis. 

b. Designate a person to analyze the property and equipment expenditure accounts to 
identify and prepare a report of all capitalizable items. This report should be sent to the 
property custodian to reconcile and update the property ledger. 

c. Take a physical inventory of all property and equipment and compare it with the items 
recorded in the property ledger. All differences noted should be immediately investigated 
and resolved. After updating the property ledger, formal procedures should be 
established to take a physical inventory at least on an annual basis. 

Management's response: 

The Municipality accepts the finding and has contracted professional services to prepare the 
property ledger. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

SECTION II - FINANCIAL STATEMENT FINDINGS (CONTINUED) 

01-2. DOCUMENTS OMITTED: 

Statement of condition: 

We observed that the employees files do not contain supporting documents, like photograph, 
diploma and academic preparation, drug free work place notification, individual declaration, 
beneficiary designation, physical exam or health certificate, verification of eligibility, birth 
certificate, copy of social security card and certificate of no penal record. 

Recommendation: 

The filing procedures should be improved to assure that proper and complete documentation of 
employees files is maintained. 

Management's response: 

The Municipality accepts the finding . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 

YEAR ENDED JUNE 30, 2001 

SECTION III - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

PROGRAM 

Section - 8 

FINDINGS/NONCOMPLIANCE 

01-1 Cash Management 

Statement of condition: 

Our audit procedures showed that in one out of 
three drawdowns tested, funds were not 
disbursed within five business days from the date 
they were received. 

Criteria: 

Per 31 CFR Part 205. The payment methods 
shall minimize the time elapsing between the 
transfer of funds from the U.S. Treasury and the 
issuance or redemption of checks. 

Recommendation: 

We recommend the Municipality to strengthen 
its procedures to minimize the time elapsing 
between the transfer of funds from the federal 
government and their utilization by the 
Municipality. 

Management's response: 

The Municipality accepts the finding. 

QUESTIONED 
COSTS 

None 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 

PROGRAM 

Head Start 

YEAR ENDED JUNE 30, 2001 

SECTION III - FEDERAL AW ARD FINDINGS AND 
QUESTIONED COSTS (CONTINUED) 

FINDINGS/NONCOMPLIANCE 

01-2 Subrecipient Monitoring 

Statement of condition: 

During our audit procedures on subrecipient 
monitoring requirements, we found that one file 
did not have the certificate of immunization, two 
files did not have the Family Corroboration 
Plan, one file did not have the income 
certificate, two files did not have the oral 
examination certificate and one file was not 
provided. 

Criteria: 

In accordance with 45 CTF Section 1304.51 (i) 
(2) and (3), the subrecipients should implement 
the federal regulations effectively. 

Recommendation: 

The filing procedures should be improved to 
assure that proper and complete documentation 
of employee files are maintained. 

Management's response: 

The Municipality accepts the finding. 

QUESTIONED 
COSTS 

None 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 

PROGRAM 

Head Start 

YEAR ENDED JUNE 30, 2001 

SECTION III - FEDERAL AW ARD FINDINGS AND 
QUESTIONED COSTS (CONTINUED) 

QUESTIONED 
FINDINGS/NONCOMPLIANCE COSTS 

01-3 Davis Bacon - Act 

Statement of condition: 

During our audit procedures on Davis Bacon-Act 
requirements, we examined seven payroll 
contractors certifications and noted that one of 
the employees was paid below the minimum 
wage. 

Criteria: 

In accordance with 40 USC 276-a to 276 a-7, 
the Department of Labor's government wide 
implementation of the Davis Bacon Act requires 
that all laborers and mechanics employed by 
contractors or subcontractors to work on 
construction contracts in excess of $2,000 and 
financed by federal assistance funds must be paid 
wages not less than those established for the 
location of the project. 

Recommendation: 

We recommend the Municipality to review the 
payroll certifications to ascertain that the 
employees are adequately paid in accordance 
with the prevailing wage rates of the Department 
of Labor. 

Management's response: 

The Municipality accepts the finding . 

None 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 

PROGRAM 

Head Start 

YEAR ENDED JUNE 30, 2001 

SECTION III - FEDERAL AW ARD FINDINGS AND 
QUESTIONED COSTS (CONTINUED) 

FINDINGS/NONCOMPLIANCE 

01-4 Procurement Requirements 

Statement of condition: 

During our audit procedures on procurement 
requirements, we examined the documents 
requested when bids are awarded. In one of six 
files examined the performance bond was 
missing. 

Criteria: 

In accordance with OMB Circular A-102, 
bidders shall provide all the documents in order 
to comply with the minimum standards required 
from participating bidders. 

Recommendation: 

The municipality shall obtain the necessary 
documents to safeguard itself from companies 
contracted that later do not finish the contracted 
work. 

Management's response: 

The Municipality accepts the finding. 

QUESTIONED 
COSTS 

None 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OFF AJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 

PROGRAM 

Head Start 

YEAR ENDED JUNE 30, 2001 

SECTION III - FEDERAL AW ARD FINDINGS AND 
QUESTIONED COSTS (CONTINUED) 

FINDINGS/NONCOMPLIANCE 

01-5 Licenses Requirements 

Statement of condition: 

During our audit procedures on licenses 
requirements, we observed that the Municipality 
failed to maintain certain current licenses, such 
as Health, ARPE and Family Department 
Certificates in six centers. 

Criteria: 

As per 45 CPR section 1306.30 (c), the facilities 
used by Early Head Start and Head Start 
grantees for the centers and classroom activities 
or home-based group socialization activities, 
must comply with applicable state and local 
requirements concerning licenses. 

Recommendation: 

The Municipality must ascertain that the centers 
have all required state and local licenses and 
ascertain that the licenses are current. 

Management's response: 

The Municipality accepts the finding. 

QUESTIONED 
COSTS 

None 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 

PROGRAM 

Section 8 

YEAR ENDED JUNE 30, 2001 

SECTION III - FEDERAL AW ARD FINDINGS AND 
QUESTIONED COSTS (CONTINUED) 

QUESTIONED 
FINDINGS/NONCOMPLIANCE COSTS 

01-6 Utilities Allowance Schedule 

Statement of condition: 

During our audit procedures on tenant utilities 
allowance requirements, we examined twenty
five participant files and found that the 
information was not provided in one file. 

Criteria: 

As per 24 CFR Section 982.159, the PHA must 
review the utility rate data for each utility 
category each year and must adjust the utility 
allowance schedule if there has been a rate 
change of 10 % or more for an utility category 
since the last time the utility schedule was 
revised. 

Recommendation: 

We recommend the Municipality to review the 
utility allowance schedules annually and to 
adjust them if considered necessary. 

Management's response: 

The Municipality accepts the finding. 

None 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF FAJARDO 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

YEAR ENDED JUNE 30, 2001 

00-1 PROPERTY AND EQUIPMENT: 

00-2 

Statement of condition: 

The Municipality does not maintain an adequate control over its fixed assets. As a result of this 
situation, we noted the following deficiencies: 

a. There are no control procedures to ascertain that all capitalizable expenditures are properly 
recorded in the fixed assets subsidiary ledger. 

b. Purchases of property and equipment are not always informed to the property custodian for 
updating of the fixed assets ledger on a timely basis. 

c. The subsidiary ledger kept by the property custodian is not reconciled with the 
Municipality's accounting records. 

Status: 

The situation persisted during the current year. See current year finding 01-1. 

DOCUMENTS OMITTED: 

Statement of condition: 

During our test of payroll expenditures, the Municipality could not provide us with complete 
supporting documents for the 25 items selected (Drug-free workplace certification, individual 
declaration, copy of social security card, etc.). 

Status: 

The situation persisted during the current year. See current year finding 01-2. 
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