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APARTADO 8369 
CAGUAS, P R 00726-8369 

CPA DIAZ-MARTINEZ, CSP 
Contadores PUblicos Autorizados y Consultores 

INDEPENDENT AUDITORS' REPORT 

To the Honorable Mayor and 
Member of the Municipal Legislature 
Municipality of Lares, Puerto RJco 

TEL (787) 746-05 10 
FAX (787) 746-0525 

We have audited the accompanying general-purpose financial statements of the Munlcipallty of Lares, Puerto Rico 
(Municipality), as of and for the fiscal year ended June 30, 2003, 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 paragraph, 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 perfonn the audit to obtain reascoable assurance about whether the general-purpose financial 
statements are free of material misstatement. An al.Xlit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the general-purpose financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall general
purpose financial statements presentation. We believe that our audit provides a reasonable basis for our opinion. 

The Municipality has not maintained a complete and accurate inventory of property, plant and equipment purchased 
in prior years to June 30, 2003. We were therefore, unable to apply generally accepted auditing procedures to an 
examination of the costs of assets included in the General Fixed Assets Account Group. 

The Municipality does not maintained a complete and accurate record5 of all interfund transactions in the Due From 
and Due To accounts balance for the fiscal year 2002·2003 and previous balances that represent a total combined 
difference of $34,363. Therefore, we do not express an opinion on such amount presented on the general-purpose 
financial statements. 

In our opinion, except for the effect of such adjustment, if any, as might have determined to be necessary had we 
been able to audit the fixed assets of the General Fixed Assets Account Group, and the transaction not recorded in 
the Due From and Due To accounts balances, as explained above paragraphs, the general-purpose combined 
financial statements referred to in the first paragraph presents fairly, in all material respects, the financial position of 
the Municipality, as of June 30, 2003, and the results of operations and changes in the fund balances for the fiscal 
year then ended in conformity with accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued a report dated December 1, 2003 on our 
consideration of the Municipality's internal control structure over financial reporting and 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. 
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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 infonnation has 
been subjected to the auditing procedures applied in the audit of the general-purpose financial statements and, in our 
opinion, is fair1y stated, in all material respects, in relation to the general-purpose financial statements taken as a 
whole. 

(}/?,r.::; ~ ~ P0c 
CPA DIAZ-M~~sc 
Certified Public Accountants 
License Number 12, expires on December 1, 2004 

Caguas, Puerto Rico 
December 1, 2003 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS 

JUNE 30, 2003 

ASSETS AND OTHER DEBITS: 

Cash and Investments (Notes 1 E and 2) ............ . 
Cash with Fiscal Agent (Note 1 E) ....................... . 

Receivables: 

Property Tax (Note 8) ........................................ . 
Federal Grants (Note 10) ................................... . 
Governmental Agencies ..................................... . 
Others Funds (Note 3) ....................................... . 
Others ................................................................ . 

Property, Plant and Equipment (Note 5) ............. .. 

Amount Available in Debt Service Fund (Note 7) . 

Amount to be Provided for Payment of: 

General Long-Term Debts (Note 6) .................. .. 
Advance Property Taxes (Note 6) ..................... . 
State Health Insurance Plan (Note 6) ................ . 
Solid Waste Disposal (Note 6) .......................... .. 
Compensated Absences (Note 1 1) .................... . 

GENERAL 

$ 1,652 
5,298 

703,723 
553,281 
108,167 

TOTAL ASSETS AND OTHER DEBITS.............. $ 1.372.121 

GOVERNMENTALFUNDTYPES 

SPECIAL 
REVENUE 

$ 3,682,392 

1,3n,826 
60,438 

n1,995 
3,933 

$ 5,896.584 

CAPITAL 
PRoJECTS 

$ 882,630 
140,818 

1,102,974 
30 

$ 2,12§.4§2 

4 

DEBT 
SERvlcE 

$ 
236,573 

6,373 

$ 242,946 

ACCOUNT GROUPS 

GENERAL 
FIXED 

AssETS 

$ 

15,179,591 

$15.179.591 

GENERAL 
Looo·TERM 

DEBT 

$ 

24,755 

2,628,245 
918,109 
109,250 
392,126 

1.442,284 

$ 5.514.769 

TOTALS 
(MEMORANDUM 

ONLY) 

$ 4,566,674 
382,689 

6,373 
1,3n,826 

764,161 
2,428,250 

112,130 

15,179,591 

24,755 

2,628,245 
918,109 
109,250 
392,126 

1.442.284 

$30.332,463 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS 

JUNE 30, 2003 

LIABILITIES AND FUND EQUJTY 

LIABILITIES: 

GEN£RAL 

Accounts Payable and Accrued Liabilities ............ $ 341,508 
Principal Notes Payable ...................................... .. 
Interest Notes Payable ......................................... . 

Due to: 

Government Units (Note 4) ................................ . 
Other Funds (Note 3) ......................................... . 

Deferred Revenues: 

Volume of Business Tax (Note 9) ...................... . 
Local Grants (Note 10) ....................................... . 
Federal Grants (Note 10) .................................. .. 
Others ............................................................... .. 

Long-Term Debts: 

General Obligations Bonds (Note 6) .................. . 
Notes Payable (Note 6) ...................................... . 
Advances of Property Taxes (Note 6) ............... .. 
State Health Insurance Plan (Note 6) ............... .. 
Solid Waste Disposal (Note 6) ........................... . 
Vested Compensated Absences (Note 1 I) ...... .. 

TOTAL LIABILmEs ............................................ . 

156,398 
1,no,841 

401 ,858 

336,022 

3.006.627 

GOVERNMENTAL FUND TYPES 

SPECIAL 
REVENUE 

$ 404,551 

642,581 

1,206, 131 

2.253.263 

CAPITAL 
PROJECTS 

$ 80,663 

48,388 

129.051 

5 

DEBT 
SERVICE 

$ 
150,000 
67,388 

803 

218.191 

ACCOUNT GROUPS 

GENERAL 
FIXED 

ASSETS 

$ 

GENERAL 
LONG· TERM 

DEBT 

$ 

2,180,000 
473,000 
918,109 
109,250 
392,126 

1.442.284 

5.514.769 

TOTALS 
(MEMORANDUM 

CN.Y) 

$ 826,722 
150,000 
67,388 

156,398 
2,462,613 

401,858 

1,206,131 
336,022 

2,180,000 
473,000 
918,109 
109,250 
392,126 

1.442.284 

11.121.901 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS 

JUNE 30, 2003 

GENERAL 

FUND EQUITY (DEFICIT): 

Investment in Property, Plant and 
Equipment (Note 5)............................................. $ 

Fund Bafance(Deflctt): 

Reserved for Encumbrances (Note 1 L) ........... .. 112,874 

Unreserved: 

Desigiated for Debt Service (Note 1 L) .......... .. 
Desiglated for Subsequent Years 

Expendttures .................................................. . 5,298 
Undeslgnaled (Deficit) .................................... .. (l ,Z§g.§1§) 

TOTAL FUND eaurrv (DEFICIT) ...................... .. (1,634,506) 

TOTAL LIABILITIES AND 
FUND EQUITY (DEFICIT) .......... " ................ .. i 31:1121121 

/ 

GOVERNMENTAL FUND TYPES 

SPECIAL 
RfvEl'U 

$ 

248,404 

3,394,917 

3.643.321 

i~n!.~ 

CAPITAL 
PROJECTS 

$ 

1,997,401 

1.99]AQ1 

12.l~.~ 

The acco~nying notes to general-purpose financial statements are an integral part of this statement 
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DEBT 
SERVICE 

$ 

24,755 

24.ZSS 

$ 2~,946 

ACCOUNT GROUPS 

GENERAL 
FIXED 

AssETS 

$15, 179,591 

15.179.591 

115,lTil,~!ll 

GENERAL 
LONG-TERM 

DEBT 

$ 

I 5~l~Z§9 

TOTALS 
(MEMORANDUM 

ON..Y) 

$15,179,591 

361 ,278 

24,755 

5,397,616 
(t, 75~,§Z8) 

19.210.562 

UQ.~2.~ 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES 
IN FUND BALANCES· ALL GOVERNMENTAL FUND TYPES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

REVENUES 

Property Taxes (Note 8) ............................................................... . 
Volume of Business Taxes (Note 9) .................... ........................ . 
Federal Assistance (Note 10) ...................................................... . 
Intergovernmental (Note 10) ........................................................ . 
Licenses and Permits ................................................................... . 
Miscellaneous .............................................................................. . 

TOTAL REVENUES .................................................................. . 

EXPENDITIJRES 

Current. 

Mayor and Municipal Legslature ................................................. . 
General Government. ................................................................... . 
Public 8afety ................................................................................ . 
Public Works ................................................................................ . 
Culture and Recreatiai ................................................................ . 
Sanitation ..........................•..........•...................•............................ 
Human Services and Welfare ...................................................... . 
Urban Development ..................................................................... . 
Capital Outlays ............................................................................. . 

Debt Service: 

Principal Retirement (Notes 6 and 7) ........................................... . 
Interest Payment .......................................................................... . 

TOTAL EXPENDITURES AND ENCUMBRANCES ................. . 

EXCESS (DEFICIENCY) OF REVENUES 
OVER (UNDER) EXPENDITURES ............................................ . 

GENERAL 

$ 1,611,597 
557,722 

5,010,799 
210,071 
649.9Q3 

8,040.092 

589,68> 
3,420,977 

713,862 
1,754,489 

715,112 
1,103,236 

695,180 

62,909 

9.055.425 

{1.015.333) 

GOVERNMENTALFUNDTYPES 

SPECIAL 
REVEMJE 

$ 

7 

1,911,214 
6,239,315 

29.642 

8.180.171 

1,984,256 

344,624 
523,729 
92,573 

2,945.182 

5.234.989 

CAPITAL 
PRo.IECTS 

$ 

73,510 

73.510 

551,845 

527,076 
18,158 

1.097.079 

(1.023.569) 

DEBT 
SERVICE 

$ 221,042 

221.042 

300,000 
168.708 

468.708 

(247.666) 

TOTALS 
(MEMORANDUM 

ONLY) 

$ 1,832,639 
557,7'22 

1,911,214 
11,323,624 

210,071 
679.545 

16.514,815 

589,660 
5,957,078 

713,862 
1,754,489 

715,112 
1,103,236 
1,039,804 
1,050,805 

173,640 

300,000 
168,708 

13.566.394 

2.948.421 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES 
IN FUND BALANCES· ALL GOVERNMENTAL FUND TYPES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

GENERAL 

OTHER FINANCIAL SOURCES (USES): 

Operating Transfer In......................................................... ........... $ 
Operating Transfer Out................................................................. (101.815) 

TOTAL OTHER FINANCING SOURCES (USES) ................... .. 

Excess (Deficiency) of Revenues and Other Financing Sources 
Over (Under) Expendltt.res and Other Financing Sources ......... 

Fund Balance (Deficit), as Restated 
at Beginning of Year (Note 14) ................................................... . 

(101.815) 

(1,117,148) 

(517.358) 

FUND BALANCES (DEFICIT) AT END YEAR.............................. fS l.634 506\ 

The accompanying rotes to general-purpose financial statements are an integral part of this statement. 

GOVERNMENTAL FUND TVPES 

SPECIAL 
RevEHUE 

$ 48,952 
(1,Z06,808\ 

(1,657,8561 

3,sn,133 

66,188 

I 3.~.ij2l 

8 

CAPITAL 
PlloJEClS 

$ 1,763,516 
(3,845) 

1,759,671 

736,102 

l,g§1,2~ 

11.~t!Hll 

DEBT 
SERVICE 

$ 

(247,666) 

272,421 

s 2u55 

TOTALS 
(MEMORANDUM 

ONL.Y) 

$ 1,812,468 
(1.812,468) 

2,948,421 

1,Q82.550 

s 4i939i971 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND 
ENCUMBRANCES AND CHANGES IN FUND BALANCE- BUDGET 
AND ACTUAL - GENERAL AND DEBT SERVICE FUNDS 

FOR THE FISCAL VEAR ENDED JUNE 30, 2003 

REVENUES 

Property TaJ<es Advances ......................... ......... . 
Volume of Business Taxes ................................ . 
Intergovernmental .............................................. . 
Licenses and Permits ......................................... . 
Miscellaneous ................................................... .. 

TOTAL REVENUES ........................................ .. 

EXPENDITURES AND 
ENCUMBRANCES 

Mayor and Municipal Legislature ....................... . 
General Government: 

Finance ............................................................ . 
Personnel ......................................................... . 
Insurance ......................................................... . 

Public Safety ....... ............................................... . 
Public Works ...................................................... . 
CuHure and Recreation ........ .............................. . 
Saritation ........................................................... . 
Human Services and Weliare ............................ . 
Capital Outlays ........................ ................. .......... . 
Debt Services ............................................... ...... . 

TOTAL EXPENDITURES AND 
ENQJMBRANCES ........................................ . 

EXCESS OF REVENUES over(Under) 
Expenditures and Encumbrances .................. . 

BUDGET 

$ 1,445,485 
757,000 

4,798,253 
1,410,000 
l,1a1:,22Z 

9,§QQ,000 

618,684 

2,946,750 
281,467 
345,009 
788,108 

1,796,139 
784,095 

1,160,686 
711,467 
65,600 

9.498,185 

101,615 

GENERAL 

ACTUAL 

$ 1,611,597 
557,722 

5,010,799 
210,071 
~.MQ 

z.~.9.22 

614,887 

2,902,627 
258,889 
313.543 
713,862 

1,n4,971 
724,791 

1,103,236 
698,841 

62,909 

9,168,556 

(1, 169,527) 

9 

VAJllAHCE 
FAVORABLE 

(UNFAVORABLE) 

$ 164,112 
(199,278) 
212,546 

(1,199,929) 
!~ZM~l 

(1,§ll!l,a:rn 

3,797 

44, 123 
22,578 
31.466 
74,246 
21, 168 
59,304 
57,450 
12,806 

2,691 

329,629 

(1,271,342) 

BuDGET 

$ 459,667 

459,667 

459,667 

459,667 

DEBT SERVICE 

ACTUAL 

$ 221,042 

221.042 

468,708 

468,708 

1247,666) 

' 

VARIANCE 
FAVORABLE 

(UNFAVORABLE) 

($ 238,625) 

(238,625) 

(9.041) 

(9,041) 

(247,666) 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND 
ENCUMBRANCES AND CHANGES IN FUND BALANCE - BUDGET 
AND ACTUAL-GENERAL AND DEBT SERV1CE FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

BUDGET 

OTHER ANANCIAL SOURCES (USES): 

Opeiating Transfer In (Out)................................. ($ 101.815) 

Excess of Revenues and Other Sources 
(Uses) Over Expendtures and Other Uses.... _s __ 

Adjustment Required Under Generally Accepted 
Accounting Principles: 

Net Change in Encumbrance ............................ .. 
GAAP Adjustment to Revenues ........................ .. 
Accrual Liability for Certain Debts Not 
Recognized in Budget ..................................... .. 

Fund Balance, as Restated, 
at Beginning of Year (Note 14) ......................... .. 

FUND BALANCE AT END OF VEAR ................. . 

GENERAL 

ACTUAL 

($ 101.815) 

(1,271,342) 

44,598 
41 ,063 

68,533 

(517.358) 

1$ 1634506) 

The accompanying notes lo general-pupose financial statements are an integral part of this statement. 
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VARIANCE 
FAVORABLE 

(UNFAVORABLE) 

$ 396 

$ 287722 

BUDGET 

s 

$ 

DEBT SERVICE 

AcTUAL 

$ 20,011 

(n,420) 

272,421 

$ 24755 

VARIANCE 
FAVORABLE 

(UNFAVORABLE) 

$ 20.011 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSES F1NANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Munlclpallty of Lares, Puerto Rico (Municipality) was founded in the year 1827, and operates as 
a governmental unit of the Commonwealth of Puerto Rico, under the Law Number 81 of Au~st 30, 
1991, known as "Autonomy Municipalities Law of the Commonwealth of Puerto Rico". The governmental 
system of the Munlclpallty is composed of the executive and legislative bodies. The Mayor is the Chief 
Executive Officer and is elected every four years in the general elections of the Commonwealth of 
Puerto Rico. The legslative body consists of 14 legislators also elected in the general elections of Puerto 
Rico for a four-year period. 

The Municipality provides services such as: health, public works, sanitation, aids and services to low
income and elderly citizens, public safety, housing and urban development, culture and recreation, 
planning, zoning and other general and a<ininistralive services. 

The accounting policies of the Municipality conform to accounting principles generally accepted in the 
United States of America as appDcable to governmental units. The following is a summary of the more 
significant of such policies. 

A. Financial Reporting Entity 

The general-purpose financial statements of the Municipality have been prepared In accordance with 
accounting principles general accepted in the United States of Ametica (GAAP) as applied to 
governmental units. The Governmental Accounting Standards Board (GASB) is a standard-setting body 
for governmental accounting and financial reporting. The GASB periodically updates Its codificalion d 
the existing Governmental Accounting and Financial Reporting Standards, which, along with subsequent 
GASB pronouncements (Statements and Interpretations), constitutes GAAP for governmental units. The 
more significant of these accounting policies are described below and, where appropriate, subsequent 
pronouncements will be referenced. 

The general-purpose financial statements present the financial position of the various fund types and 
accounts groups and the results of operations of the various fund types of the Municipality. This 
includes the organizations units governed by the Executive Officers and members of the Municipal 
Legislature of the Municipality. In evaluating the Munlclpallty as a reporting entity, management has 
considered all the potential component units. The decision to include a potential component unit in the 
reporting entity was made by applying the provisions of GASB Number 14. 

The basic, but not the only criterion for including a potential component unit within the reporting entity is 
if elected officials of a primary govemment are financially accountable for the entity. Financial 
accountability exists if the primary government appoints a voting majority of the entity's governing body, 
fiscal dependency of the potential component units and if either one of the following conditions exist: the 
primary government can impose its will on the other entity or the potential exists for the other entity to 

11 

(1) provide specifJC financial benefits to or (2) Impose specific financial burdens on the primary 
government. A second criterion used In evaluating potential component units is if the nature and 
sigiificance of the relationship between the entity and a primary government are such that to exclude the 
entity from the financial reporting entity would render the financial statements misleading or incomplete. 

The relative importance of each criteria must be evaluated in ll~t of specific circumstances in order to 
determine which components units are to be included as part of the reporting entity. Our specific 
evaluations of the criteria appffcable to the Municipality indicales that the reporting entity consists of all 
funds and accounts groups Included in the combined balance sheet, therefore, no organizations, 
activities or functions are required to be included In the reporting entity. 

B. Basis of Presentation 

The accounts of the Municipality are organized on the basis of funds and account groups, each of 
which is considered a separate accounting entity. The operations of each fund are accounted for with a 
separate set "1 seH-balandng accounts that comprise its assets, liabilities, fund eqlity, revenues and 
expenditures. The various funds and account groups are summarized by type in the accompanying 
general-purpose financial statements. The Munlclpallty records its transacllons In the fund types and 
account groups described below. Transactions between funds within a fund type, if any, have been 
eliminated. 

Amounts in the "Totals Memorandum Only" column in the combined financial statements represent a 
summation of the combined financial statements line items d the fund types and account groups, and 
are presented for the analytical purposes only. The summation Include fund types and account groups 
that use different basis of accounting includes interfund transactions that have not been eliminated and 
the caption •amounts to be provided", which is not an asset in the usual sense. Consequently, amounts 
shown in the "Totals Memorandum Only" column are not comparable to a consolidation and do not 
represent the total resources available or total revenues and expenditures of the Municipality. 

GOVERNMENTAL FUNDS 

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

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation) 

B. Basis of Presentation (continuation) 

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

Soecia! Revenue Fund - This is used to account for the proceeds of specific revenue sources 
(other than major capital projects) that are legally restricted to expenditures for specific purposes. 

Del>t Sery!ce Fund - This is used to account for the accumulation of resources for, and the 
payment of, general long-term debt principal, interests and related costs. 

Capital Projects Fune! - This Is used to account for financial resources to be used for the 
acquisition or construction of major capital facilities (other that those financed by Special Revenue 
Fund). Completed assets if a stewardship nature is transferred to the General Fixed Assets 
Account Group. 

ACCOUNT GROUPS 

Account groups are not fund; ii does not reflect available financial resources and related liabillties, but is 
accounting record for the general long-term obligations. Account groups are used to establish 
accounting control and accountability for the Munlclpallty's general fixed assets and the unmatured 
principal of its general long-term debts and other long-term obligations. The following is a description of 
the Account Group of the Municipality: 

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

General Long-Tenn Debt Account Grouo- This account goup Is used to account for all long-term 
debt Including bonds, notes and other long-term liabilities of the governmental fund type of the 
Municipality. 

C. Basis of Accounting 

Basis of accounting refers to the point at which revenues and expenditures are recog1ized In the 
accounts and reported in the general-purpose financial statements. It relates to the timing of the 
measurements made, regardless of the measurement focus applied. Governmental fund types follow the 
modified accrual basis of accounting. Under the modified accrual basis of accounting, revenues are 
recorded when susceptible to accrual, i.e., both measurable and available. "Available" means coRectlble 
within the current period or soon enou!jl thereafter, normally within sixty days, to be used to pay 
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liabilities of the current period. Revenues collected in advance of the fiscal year to which they apply are 
recorded as deferred revenues and recognized as revenues In the years lo which they apply. 

In applying the •susceptible to accrual" concept to intergovernmental revenues, the legal and contractual 
requirements of the numerous individual programs are used as ~idance. There are, however, 
essentially three types of these revenues. For one type, moneys must be expended on the specific 
purpose or project before any amounts will be paid to the Munlclpaftty; therefore, revenues are 
recognized based upon the expenditures recorded. 

For the second type, moneys are received in advance and recorded as deferred revenues until the 
appropriate expenditures are made at which lime the revenues are recorded. 

For the third type, revenues are virtually unrestricted as to purpose of expenditure and nearly irrevocable 
or revocable only for fallure to comply with the prescribed requirements, such as equal employment 
opportunity provisions. These resources are reflected as revenues at the time of receipt or earlier if they 
meet the •available• criteria 

Property taxes are recognized as revenues when collected by the Municipal Revenue Collection Center 
of the Commoowealth of Puerto Rico, even though a portion of the taxes may be collected in subsequent 
years. Licenses and permits, fines and forfeits, and miscellaneous revenues are recorded as revenues 
when collected, because they are generally not measurable until actually received. 

Expenditures and related llabilities are generaRy recorded in the accounting period in which the liability is 
incurred. Exceptions to this general rule include: (1) vacation, sick leave, disallowance, and litigation are 
recorded in the General long-Term Debt Account Group; (2) expenditures and related liabilities for 
principal and interest on long-term obligations, which are recorded when due; (3) landfill obligation is 
included in the General Long-Term Debt Account Group since it will not be funded with available 
expendable financial resources. 

O. Budgetary Accounting 

The Municipality's Annual Budget is prepared on the budgetary basis of accounting and represents 
departmental appropriatioos recommended by the Mayor and approved by the Municipal Legislature 
prior the beginning of the fiscal year. Budgetary control is maintained at the department level for each 
individual appropriation. Amendments to the budge~ including transfers, require the approval of the 
Municipal legislature. Unencumbered appropriations lapse at the end of the next fiscal year. 

The Municipality follows these procedures, in accordance with law, in order to establish the budgetary 
data reflected in the general-purpose financial statements: 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE F1NANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation) 

D. Budgetary Accounting (contiluallon) 

1. Prior of May 15 of each fiscal year, the Mayor submits to the Municipal L69slature a 
proposed budget for the fiscal year commencing the following July 1 in addition of a budget 
message. 

2. The budget docunent is available tor public inspection prior to its approval by the Mtlliclpal 
legislature. 

3. The Commissioner of Mlnicipal Affairs examines the budge! to verify if it CO!ll>lied with the 
law's stalllards and sends It to the Mayor for any comments or recommendation before the 
llmltecl date establishes by the Law. 

4. Prior to June 13, the annual budget is legally enacted through passage of the annual 
appropriation ordinance. 

5. Subsequent to the enactment of the anrual appropriation ordinance, the Mll11cipal 
Legislature has the authority to make necessary amendments made during the fiscal year 
and are reflected in the budget Information incl!Jfed in the gena'al·purpose financial 
statements. 

6. Btxlgetary data for the Special Revenue Fund has not been preseried in the accompanying 
combined financial statements as such funds are budgeted over the !He of the respective 
grant or project and not on an annual basis. 

Since the budgetary basis diff61S from generally accepted accounting principles of the United States of 
America (GAAP), actual amounts for the General Fund in the accom?311ylng Canblned Financial 
Statement of Revenues, Expenditures and Encumbrances, and Changes in Fund Balance - Budget and 
Actual, is presented on the budgetary basis to enhance comparability. 

The prtncipal cfrfferences between the budgetary and GAPP bases are the following: 

1. EnCt.rT1brances are recorded as expenditures under the budgetary basis and as a reserve of 
fund balances underGAAP. 

2. The non-exonerated portion of the property tax advances are presented as revenue in the 
budgetary basis and as other financing sources under GAAP (See Note 8). 
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3. lnterlund transactions of the General and Special Revenue Funds are not included In the 
budgetary basis. 

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

5. Certain revenues susceptible to accrual, i.e., both measuratle and avai1able, are not included 
in the budgetary data. 

All enCt.rT1brance appropriations in the operating budget lapse at the end of the fiscal year. Property 
taxes cdlected during the current year by the Municipal Revenue Collection Center (Fiscal Agent) are 
presented as revenues in the accwnting basis but are not considered In the budgetary basis. 

The special funds of the Special Revenue Fund have not been included in the budget and actual 
comparison booause balances are not budgeted. Also the budget prepared for the Federal Finance 
Awards Programs included In the capital projects and special revenue funds Is based on a progam 
period which is not necessarily a year. Accordingly, ifs not practical to present an annual comparison of 
budget and actual for such programs. 

E. cash and Investment 

The Director of Finance of the Municipality is responsible for Investing the available resources in 
certificates of deposit and other short-term investments. Investments are made from the available 
combined funds of the MunlclpaJlty and, accordingly. it is not practical to disclose certificates of deposit 
and other short-term investments ind'IVidually by fund in the combined financial statements. Interest 
earned on certificates of deposit and other short-term investments are recognized as revenue in the 
General Fund. Cash in the Special Revenue, Debt SeNice and Capital Project Funds are restricted; 
accadlngly, resources available were not used for pool Investments. 

Cash with fiscal agent represents property tax collections retained by the Municipal Revenues Coftectlon 
Center and undisbursed proceeds of certain bonds, loans or grants which are maintained in a cash 
custodian account by the Government Development Bank of the Commonwealth of Puerto Rico. 

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

col1lnue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE RNANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation) 

F. Receivable 

Receivable are stated nets of estimated allowances for unoollectible accounts, which are detennined 
upon past collection experience and current economic conditions. Receivable from Federal Government 
represents amounts owed to the Municipality for reimbursement of expenditures incurred pursuant to 
federally funded programs. 

G. Inventories 

The General, Special Revenue and Capital Project Flllds, purchases dfice and printing supplies, 
gasoline, oil and other expendable supplies held for consumption. The cost of purchases is recorded as 
expenditure in the appropriate fund and the inventory is not recorded in the general-purpose finandal 
statements. 

H. General Fixed Asaels 

The General Fixed Assets Account Group reflects the cost of fixed assets of a stewardship nature 
(certain land, buildings, certain mprovements other than building. furniture and fixtures, ~ipment and 
motor vehicles acxiulred or constructed by the Municipality. Public domain (infrastructure) fixed assets 
consisllng of roads, bridges, underground water and sewer facilities and certain other property are 
recorded as expenditures and are not capitalized in the General Fixed Assets Account Group. Donated 
fixed assets are valued at their estimated fair value on the date donated. No depreciation has been 
provided and the interest on financing during the construction period wWI not be capitalized in the 
General Fixed Assets Account Group. 

I. Compensated Absences 

Munlclpal employees are granted 30 days ol vacations and 18 days ol sick leave amually. Vacations 
may be accumulated up to a maximum of sixty (60) days and slck leave 14> to a maximum of ninety (90) 
days. In the event of employee resignation, the employee is paid for accumulated vacation days up to 
the maximum allowed. Separation Iran employment prior to use ol all or part of the sick leave, or upon 
retirement, terminates an ri{l1ts for compensation, except for employees with ten years a service who 
are entitled to sick leave pay up to the maximum allowed. The Municipality accrues a riabil~y for 
compensated absences, wllch meet the following criteria: (1) the Municipality's obligation relating to 
employee's rightS to receive compensation for future absences is attributable to Elflllloyee's services 
already rendered; (2) the obllgatlon relates to rights that vest or accum!Aate; (3) Payment of the 
compensation is probable; and (3) the amount can be reasonably estimated. 
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In acconlance with the above criteria and requirements as established by GASB Number 16, the 
Municipality has accrued a Oabllity for compensated absences, which has been earned but not taken by 
municipal employees. The liability for compensated absences, which will not require the use of 
expendable avaiable financial resource, is included in the General Long-Term Debt Aa:ooot Group. 

J. Insurance 

The Municipality has insurance coverage for its public facifrtles, primarily to provide protection from 
catastrophic losses. Also, principal officials of the Municipality are oovered urder various surety bonds. 
The Secretary of the Treasury Department d the Cornmooweatth of Puerto Rico is the agent 
commissioned to place all of the Muliclpallty's insurance coverage. Corresponding premiums payable 
are withheld by the Municipal Revenue Collection Center from quarterly advances of annual property tax 
and subsidy send to the Munlclpallty. 

K. lnterlund Transactions 

The Munlclpallty has the following types of transactions among funds: 

Operating Transfers - Legally required transfers that are reported when ilcurred as 
"Operaung transfers-In" by the recipient funds and as "Operating transfers-our by the 
disbursing fund. 

Transfer of Expenditures (Reimbursements)- Reimbursement of expenditures made by one 
fund for another that are reoorded as expendil\Jres in the reimbursing fund and as reduction 
of expenditures in the reimbursed fund. 

L Reservations of Fund Balance 

Reservations of fund balance represent portions d f111d balances that are legally segregated for a 
specific future use or are not appropriate for expenditure. The Municipality has the following 
reseivations of fund balance: 

Encumbrance - Represent Mure expenditures under purchases orders, contracts and other 
commitments issued for goods and seNices not received at year-end. 'Mlere the 
appropriations lapse at year-end these will be honored durtng subsequent year. 
Encumbrances oonstltute the equivalent of expenditures for budgetary purposes and, 
accordingy, are reported with expenditures in ell budgetary basis statements. 

Debt Service - Aepreser'ts net assds available to finance future debt seivice payments. 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation) 

L. Reservations of Fund Balance (continuation) 

Fund Deficit in the General Fund is prinarily attributable to decrease in revenues. The deficit is 
expected to decrease In the Mure as a result of a plan to reduce experoitures, obtain additional sources 
of revenues, and awropriatlon in annual budget as require by State Municipal Law. 

M. Claims and Judgments 

The estimated amount of the liability for claims and judgnents, ij any, which Is due on demand, such as 
from adjudicated or settled claims, Is recorded in the General Fund. The General Long-Term Debt 
Account Group includes an amount estimated as a contingent Rability or liabilities with a fixed or 
expected due date, which will require future available financial resources for Its payment. 

N. Use of Estimates 

In preparing financial statements in conformity with accounting principles generally accepted In the 
United States of America, management is required to make estimates and assumptions that affect the 
reported amounts of assets and llabilltles and the disclosures of contingent assets and labDities at the 
date of the financial statements and the reported revenues durtng the reporting pertod. Actual result 
count differs from those estimales. 

NOTE 2 CASH AND INVESTMENTS 

Investments consist of certificates of deposit. The Munlclpallty's cash and investments at year-end 
were entirely covered by the Federal Deposit Insurance Company (FDIC) coverage, up to a maxinum of 
$100,000 in each bank, and the excess by collateral provided by the banks and held by the Oepartmenl 
of the Treasury pursuant the applicable laws and regulations. Cash with fiscal agent is maintained in 
Interest bearing accounts in the Governmental Development Bank of Puerto Rico and is not collaterized. 

Puerto Rico laws authorize goverrmental entities to invest in direct obligations or obligations guaranteed 
by the federal government or the Commonweallh d Puerto Rico. The Municipality is also allowed to 
Invest in bank acceptances, other bank obligations aro certificates of deposit in f111ancial institutions 
authorized to. do business under lhe federal and Commoowealth laws. During the year, the 
Municipality invested rts funds in interest bearing bank accounts and short-tenn certificates of deposit. 
At June 30, 2003, the marl<et value of investments approximated its carrying value as follow: 
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lssUEDBY 

Oriental Group ..................................... .. 
Oriental Group ..................................... .. 

TOTAL ....................................... .. 

CERTIFICATE 
OF DEPOSIT 

NUMBER 

1431009668 
1431009765 

PRNCIPAI. 
AMOUNT 

$1,500,000 
500.000 

il 500Q!IQ 

NOTE 3 INTERFUND RECEIVABLE AND PAY ABLE BALANCES 

INTEREST ExPIAATION 
RATE DATE 

1.25% 07-16-03 
1.25% 07-16-03 

Short-term advances between funds are accounted for in the interfund receivable and payable accounts. 
lnterfuro receivable and payable balances at June 30, 2003 consist of the follows: 

General: 
lnterfllld Loans .......................................................... .. 
Interest Receivable from Debt Service Fund .............. . 

Special Revenue: 
Cssh System in Current Account ............................... . 

Capital Prqect: 
lnterfund Loans ........................................................... . 

Debt Services: 
Interest Payable to General Fund .............................. .. 

TOTAL ........................................................... .. 

INTE R FUND 

RECEIVABlf 

$ 803 
552,478 

771,995 

1,102,974 

$?4?§250 

PAYABLE 

$ 
1,no,841 

642,581 

48,388 

803 

$2462613 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE 4 DUE TO OTHER GOVERNMENTAL UNITS 

As of June 30, 2003. balance due to other governmental units of the General Fund for services rendered 
to the Municipally, consists of the following: 

Retirement System Administratioo ............................................................................. .... . 
Water Company ................................................................................................... .......... . 
General Services Administration .................................................................................... . 

TOTAL ....................... , .......... " ................................................................................ .. 

NOTE 5 PROPERTY, PLANT AND EQlJPMENT 

A summary ol changes in property, plant and equipment follows: 

BA!.NlCe 
JULY 1, 

0ESCllPT10N 2002 AoomONS 

Land and Bulldilgs ........................... . $ 4,132,522 $ 
BuHdlngs and Improvements •.•.•.•••..•• 5,312,285 
MotorVehlcles ................................ . 
Furniture and Eq~menl ................. . s,§§§,Za2 ~7~ 

TOTAL ................................... .. 135 J3j !iall I ~a~ 

NOTE 6 GENERAL LONG·TERM DEBTS 

A. GENERAL OBLIGATIONS BONDS AND NOTES PAY ABLE 

OISPOGITIONS 
AND 

.AoJusTMENTS 

$ 

s 

h.10l.M" 

$ 68,046 
25,920 
~ 

~ 

BALANCE 
JUNE30, 

2003 

$ 4,132,522 
6,312,285 

5J34.Z84 

t151?9591 

The principal long-term obligations of the Municipality are general obligations bonds and notes payable 
issued to finance the construction and improvements of public facilities. The Municipality's obligations 
long-term debt retirements are appropriated and paid from resources accurrulated in the debt service 
fund (See Note n. The special obligations long-term note retirements are paid through retention made 
by the Mllliclpa Revenue Collection Center from rronthly advance of annual property tax and subsidy 
send lo the Muntclpallty. General obligations bonds and notes payable as of June 30, 2003, are 
comprised of the following individual issues: 
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DESCRIPTION 

General Obligations Bonds: 

$750,000, Series 2002, payable in annual installments ranging from $5,000 to 
$65,000, excluding Interests at 8%. through July 1, 2026 .................. ............... ............ . 

$300,000, Series 1982, paya~e in annual installments ranging from $4,000 to 
$20,000, excluding Interests at 5%, through January 1, 2007 ......... ................ .... ........ .. 

$1,045,000, Series 1994, payable in annual installments ranging from $10,000 
lo $90,000, excluding variable interests from 6% to 8%, throogh July 1, 2022 ............. . 

$1,020,000, Series 1992, payable in annual installments rangng from $30,000 
to $115,000, excluding interests at 7.5%, through Juy 1, 2.007 ................................... .. 

Total General Oblgations - Bonds .............................................................................. . 

Special Notes Payable: 

$237 ,000, Series 1998, payable in annual Installments rangng from $30,000 
to $38,000, excluding Interests at 4.50%. through January 1. 2005 (Water & 
Waste Disposal Loans & Grants) .................................................................................. . 

$126,000, Series 1999, payable In annual installments ran!jngfrom $40,000 
to $60,000, excluding interests al 4. 75%, through January 1, 2005 (Waler & 
Waste Disposal loans & Grants) .................................................................................. . 

$435,000, Series 2000, payable in annual·lnstaDmmts ranging from $53,000 
to $72.000, excluding interests at 5%, through January 1, 2007 (Community 
Facilities Loans Program) ............ ................................................................... ............... . 

$148,000, Series 2000, payable in aMual installmMts ran{jng from $19,000 
to $24,000, excluding interests at 4.375%, through January 1, 2007 (Water & 
Waste Disposal loans & Grants) .................................................................................. . 

T olal Special Notes Payable ....................................................................................... . 

Total General Obligations Bonds and Notes ......................................................... .. 

AMOUNT 

$ 735,000 

75,000 

965,000 

405,0QQ 
2,180,QQQ 

75,000 

41,000 

267,000 

90,00Q 

473.000 

$2.653,000 

conthu 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE 6 GENERAL LONG-TERM DEBTS (contlnuallon) 

The annual reql.irements to arrortize the general and notes obligations outstanding as of June 30, 2003 
are as follows: 

YEAR ENDING PRINCIPAL INTEREST TOTAL 
.!JNE30, PAYMENT PAYMENT PAYMENT 

2004 $ 283,000 $ 153,063 $ 436,063 
2005 299,000 137,442 436,442 
2006 255,000 120,892 375,892 
2007 276,000 105,898 381,898 
2008 45,000 89,400 134,400 

2009-2013 305,000 405,318 710,318 
2014-2018 455,000 304,620 759,620 
2019-2023 555,000 144,887 699,887 
2024-2028 l!lQ,Q.QQ gQ,720 ~.Z&Q 

TOTAL $2§53000 $1 482240 $4135 240 

B. OTHER LONG-TERM DEBTS 

BALANCE RETIREMENTS BALANCE 
JULY 1, NEW ANO CURRENT JUNE 30, 

DESCRIPTION 2002 ISSUES MAlURATES 2003 

Property Tax - Treasury Department ···-······· s 21,541 s 2,506 s s 24,047 
Property Tax-MR;C .................................... 894,062 894,062 
Slate Heallh Insurance ................................... 100,250 109,250 
Claims and Judgments ................................... 50,000 50,000 
Solid Waste Disposal ..................................... 392,126 392,126 
Vested Compensated Absences .................... 1,W,Z4~ 14l.~§ l.~.~ 

TOTAL ....................................................... ~mz~ s J~~l I 51Hl!l0 1211flJ z~ 

The PR Electric Power Authority is in the process of adjudicating the contribution in lieu of tax for the 
Fiscal Ye.ar 2002-2003. Coosequently, the debt reported above crud inciease or decrease subject to 
final contributiondetennined by them. 
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C. CHANGES IN GENERAL LONG-TERM DEBTS 

The following is a summary of changes in long-term obligations for the Fiscal Year Ended JWle 30, 
2003: 

BAlAHcE 
Jl.l.V1, 

DESCRIPTION 2002 

General ............................... $2,307,000 
Spec:ial ................................ 646,000 
Others ................................. 2mzza 
TOTAL .............................. lliZ11,!;!Z2g 

NOTE 7 DEBT RETIREMENT 

New 
ISSUES 

$ 

l~ !l::il 
$ l~~j 

RETIREMENTS 
ANDOJRRENT 

MATURATES 

$ 127,000 
173,000 
5QOQQ 

$ a§ll!!.QO 

BAIMCE 
.AlNE30, 

2003 

$2,180,000 
473,000 

288l 769 

Revenues of the debt service fund consists of the ad·valorem property taxes which are recogrized as 
revenue when collected from taxpayer.> and reported by the Mmlcipal Revenue C.Ollection Center of the 
Commonwealth of Puerto Rico to the Munlclpallty (See Note 8). 

These property taxes are accumJlated by the Municipal Revenue Collection Center ii costs of the 
general obUgations bonds issued by the Munlclpallty (See Note 6). Payments are made to the 
Government Development Bank of the Commonwealth of Puerto Rico from such accumulated funds by 
the Munelpal Revenue CoRecllon Center of Puerto Piico. 

NOTE 8 PROPERTY TAXES 

The Municipal Revenue Collection Center of the Commonwealth of Puerto Rico is responsible for the 
assessment of all real and personal property located within the M1.11lclpallty and for the levy, 
administration and coDection of the corresponding tax caitribution. 

The property tax contribution is levied each year over the appraised value of the property at the 
begnning of the calendar year. The real property assessment is based on the current value existing in 
the year 1957 and the personal propErty at the current value at the date of the assessment. 

coronue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTES PROPERTY TAX (contlooatlon) 

The tax rate per amum Is 7.83% for real property and 5.83% for personal property of which 1.03% a 
both belongs to the Commonwealth of Puerto Rico and 6.80% and 4.80%, respectively, belongs to the 
Munlclpallty. From the portion belonging to the Municipality, 5.55% and 3.55%, respectively, 
represents the Municipality's basic tax rate that is appropriated for general purposes and therefore 
accounted for through the General Fund. The remaining portion belonging to the Municipality of 1.25% 
represents the ad·valorem property taxes withheld by the Municipal Revenue Collection Center of the 
Commonwealth of Puerto Rico and restricted for debt sefVice, which is accounted for through the Debt 
Service Fund (See Note 7). 

The Municipality has not reached the maximum staMory tax rate Omit for the basic tax while there is no 
limitation for the ad·valorem tax rate. 

The Munlclpallty grants a complete exemption from personal property taxes up to an assessment value 
of $50,000. The Municipal Revenue Collection Center advances to the Municipality, on monthly 
payments, 100% of the contribution assessed over property for each fiscal year. In accordance to Law, 
these advances will be contributions by the Municipal Revenue Collection Center from taxpayers. The 
Municipal Revenue CoRection Center periodically infonns to the Munlclpallty the amounts collected 
from taxpayers and applied to outstanding advances. 

The Munlclpallty records as revenue in the General Fund the exonerated portion of property tax 
contribution when received from quarterly advances from Municipal Revenue Collection Center. The 
non-exonerated portion of the advance is recorded as other financing sources in the General Fund and 
in the General Long-Tenn Debt Account Group as an increase in related debt. The revenue for the basic 
contribution over property not exonerated is recorded in the General Fund where the respective property 
tax notifications from Municipal Revenue Collection Center are received, which Includes the amounts 
collected by such Center. 

Due to the fact that collections of non-exonerated property taxes are applied to the advances of property 
tax send by the Municipal Revenue Collection Center, they are record as amortization of the advance in 
the General long· Tenn Account Group, for Municipal Revenue Collection Center (MRCC), expencfrtures 
in the General Fund and recognized as revenue in accordance with GAAP. 

NOTE 9 VOLUME OF BUSINESS TAX 

The volume of business tax is levied each year based on the prior year's gross revenues for all 
commercial and industrial organizations doing business in the Municipality and which are not totally or 
partially exempt from this tax under the Industrial Incentives laws of the Commonwealth of Puerto Rico. 
All taxpayers are required to file their declarations by April 23 of each year. The tax rates are as follows: 
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a 1.50% for financial institutions and savings and loan associations. 

b. 0.30% for all other organizations. 

Taxes are payable in two equal semi-annual installments on July 1 and January 1 following the date of 
levy. II they are paid with declaration, the taxpayer is granted a 5% of discount Collections of taxes 
during current fiscal year, applicable to the next fiscal year, are recorded as deferred revenues in the 
General Fund. 

NOTE10 INTERGOVERNMENTALREVENUES 

Intergovernmental revenues consist primarily of funds received from the Commonwealth of Puerto Rico, 
"in 6eu of tax" payments from the quasi-public corporation, Puerto Rico Bectric Power Authority, and 
federal financial assistance received from federal government 

Grants and subsidies received from the Commonwealth of Puerto Rico and federal agencies include, 
among others, a general subsidy for urban development and capital Improvements. Intergovernmental 
revenues are accounted for throu~ the general fund except for those directly related to urban 
development and capital improvements, which are accounted for throu~ the Special Revenue and the 
Capital Project Funds. Federal Financial Assistance Is recorded in the Special Revenue Fund. 

NOTE 11 EMPLOYEE'S RETIREMENT PLAN 

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

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of 
Agencies and Public Instrumentalities, Assistants to the Governor, the Comptroller of the Puerto Rico, 
Gubernatorial Board and Committee appointees and Experimental Service Station employees. ERS 
provides retirement, death and disability benefits. Disability retirement benefits are available to members 
for occupational and non-occupational disabilities. Retirement benefits depend upon age at retirement 
and number of years of aedlted service. Benefits vest after ten years of plan participation. 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE 11 EMPLOYEE'S RETIREMENT PLAN (continuation) 

The Municipality adopted the requirements of GASB Number 25 for all the career employees that are 
covered under the Commonwealth of Puerto Rico Employee's Retirement System, a rrultiple-employer 
public employee retirement system, established by State Laws. 

Under the plan, the employees and employer portions are contributed, for which, the employee amount 
is withheld from salaries. Covered employees are required by Corrrnonwealth staMe to accept before 
April 1, 1999 to contribute 5.n5% for the first $6,600 of salary plus 8.275% for the excess of this 
amount, or on the alternative, 8.275% of all salary. Mer such date, contribute 8.275% of their salaries. 
This is the only choice avallable to Mayor. The Municipality contributes to the system 9.275% of the 
participating employee's salaries. 

Law Number 305 of September 24, 1999, amendments the Act Number 447, that establish a savings 
program. All employees active In the system as of December 31, 1999 may elect to transfer from define 
contribution program to the new savings program (a defined contribution plan). Employees in the savings 
program may now contribute from a minimum of 8.275% up to a maximum of 10% of their monthly 
salary, and will invested in an account which will either: (a) eam a fixed rate based on the two-year 
Constant Maturity Treasury Note or, (b) earn a rate equal to 75% of the return of the System's 
investment portfolio (net of management fees), or (c) earn a combination of both alternatives. If at time 
of retirement accumulated benefits amount to $10,000 or less may elect to receive a lump sum 
distribution up to the accumulated benefits. Under the new program the retirement age is reduced from 
65 to 60 for those employees who joined the current plan on or after April 1, 1990. 

All employees that do not elect to transfer for the new program, and who at the time of employment are 
55 years old or less are efigible to participate in the System. Pension benefits for participants with 30 
years of service are as follows: 

YEARS PARTICIPANT'S 
OF SERVICE AGE PENSION BENEFITS 

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

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

30ormore 65 or more 75% of the average of the three years of highest salary during the 
employee's service period (employees started working after April 1, 
1990). 
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The pensioo benefit for participants who retire with less than 30 years of sefVice is computed at the rate 
of 1¥.!% of their average compensation of each year of credit service for the remaining years. The 
System also provides for death and disability benefits and the assets of the System pertaining to the 
participant employees. 

A variety of significant actuarial assumptloos are used to determine the standard measure of the pension 
benefit obligation and these assumptions are summarized below: 

a The present value of the future pension payments was computed by using a discount of 9%. 

b. Future pension payments reflect an assumption of a 6% salary increase. 

The amount of the total pension benefit obligation is based on a standardized measurement established 
by GASB Number Tl, Rnanclal Reporting for Defined Benefit Pension Plans and Notes Disclosure for 
Defined Contributions Pfans. The standardized measurement is the actuarial present value of estimated 
defined pensioo benefits, adjusted for the effects of projected salary increases and step-rate benefits, 
estimated to be payable in the future as a result of employee services performed to date. 

The measure is intended to help users assess the System's funding status on a going-concern basis, 
assess progress made in accumulating sufficient assets to pay benefits when due, and make 
comparisons among other public retirement systems. The measure is Independent of the actuarial 
funding method used to determine contributions to the plan. 

The membership of retirees and beneficiaries currently receiving benefits and terminated employees 
entitled to benefits, but not yet receiving benefits, and active employees and the distribution of active 
employees between vested and nonvested is not readily available. 

Contributions in 2003 and prior years were made based on percentages established by the law. Such 
percentage has not been based on actuarial studies, as required by accounting principles generally 
accepted in the United States of America. An actuarial compilation of the annual contribution applicable 
to the Municipality has not been prepared. Accordingly, the accounts by which the actual contributions 
differ from the required actuarial contributions are not known. 

The total pension expenditures recorded in the category of administration for the Fiscal Year Ended 
June 30, 2003 was approximately $348,100. All employees who at the time of employment are 55 years 
old or less are eligble to participate in the System. No benefit is payable H the participant receives a 
refund of his accumulated contributions. 

conUnue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE 11 EMPLOYEE'S RETIREMENT PLAN (continuation) 

The historical trend lnfonnatlon regarding the accumulation of assets and pension benefit obligation in 
the ERS is not available. For the ten-year trend information, refer to the separately issued financial 
statements of the ERS as of and for the Fiscal Year Ended June 30, 2003. 

NOTE 12 SOLID WASTE DISPOSAL 

According to the Environmental Protection Agency's (EPA) regulations, the Municipality must follow 
certain closure functions and postclosure monitoring and maintenance procedures. In addition, the 
Municipality has not adopted the GASB Number 18 in order to comply with these regulations. 

As of June 30, 2003, the Munlclpallty has one inactive landfill with estimated closing costs of $392, 126, 
presented in the General long-Term Debt Account Group. The Munlcfpallty will use the approved 
federal grants for the closure and postclosure care costs of the landfill based on the closing study. 
However, the actual cost of closure and postclosure care may be higher due to inflation changes in 
technology or changes In landfill laws and regulations. 

NOTE 13 CONTINGENCIES 

The Municipality is, at present, a defendant in a number of legal matters that arise from alleged 
improper application of policies and negigence In the ordinary course of the Municipality's actMtles. 
The legal counsel of the Municipality has advised that at this stage in the proceedings of lawsuits he 
cannot offer an opinion as to the probable outcome, except on one of those cases, where six (6) 
employees of the North Central Consortium (Arecibo) filed a complaint against the Consortium and the 
Municipality (one of their members), because they have been deprived of their job in the local office in 
Lares. All the parties involved have settled the case out of court. As part of a global agreement, each 
municipality that forms the Consortium paid the amount of $50,000 (see Note 6). 

In addition, the Munlclpallty is a defendant or co-defendant in several legal proceedings that are in 
discovery stage. Certain of these claims are covered by insurance. Legal counsel with the information 
currently available can not determine the final outcome of these claims. Accordingly, the financial 
statements do not include adjustment, if any, that could result from the resolution of these legal 
proceeding. However, it has been the Municipality's experience that such actions are settled for 
amounts substantially less than the claimed amounts. 

.. 
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B. FEDERAL GRANTS 

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

NOTE 14 BEGINNING FUND BALANCES RESTATEMENT 

Beginning Fund Balances for Debt Service Fund have been restated by accounting adjustments that 
affect the Fund Equity of this Governmental Fund, as follows: 

Begiming Fund Balance at July 1, 2002 ........................................ . 

Change in Accounting Principles .................................................... . 

Beginning Fund Balance, As Restated, July 1, 2002 ..................... . 

NOTE 15 GASB STATEMENTS NUMBERS 33, 34 (AS AMENDED), 37, 38 AND 39 

DEBT 
SEfMCE 

$480,768 

(208.347) 

$272421 

In June 1999, the Governmental Accounting Standards Board (GASB) issued GASB No, 34, Basic 
Rnancial Statements - and Management's Discussion and Analysis - for State and Local Governments. 
The objective of this Statement is to enhance the understandability and usefulness of the general
purpose external financial reports of state and local governments to the citizenry, legislative and 
oversight bodies, and investors and creditors. The minimum requirements for Basic Financial 
Statements and Required Supplementary Information (RSI) are: 

A. Managemenfs Discussion and Analysis (MD&A) - a component of RSI, should Introduce the basic 
financial statements and provide an objective and easily readable analytical of the govemmenrs 
financial actMties based on currentty known facts, decisions, or conditions. MD&A should discuss 
the current-year positive and negative results in comparison with the prior year, with emphasis on 
the currmt year. 

conUooe 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE 15 GASB STATEMENTS NUMBERS 33, 34 (AS AMENDED), 37, 38 AND 39 (conllnuallon) 

B. Basic Financial Statements - should include: 

1. Government-wide Statements - The government-wide statements should display information 
about the reporting government as a whole, except for Its fiduciary activities. The statements 
should include separate columns for the governmental and business-type activities of the 
primary government as well as for its component units. Govemment·wide financial 
statements should be prepared using the economic resources measurement focus and the 
accrual basis of accounting. Capital assets, including infrastructure assets, and depreciation 
charges are reported on these new financial statements: 

a. Statement of Net Assets 

b. Statement of Activities 

2. Fund Financial Statements - Fund financial statements for the primary govemmenrs 
governmental, proprietary, and fiduciary funds should be presented after the government· 
wide statements. These funds should be presented after the governmental and enterprise 
funds. Fiduciary statements should include financial Information for fiduciary funds and slmilar 
component units. Each of the three fund categories should be reported using the 
measurement focus and basis of accounting required for that category. 

3. Notes to the Fmancial Statements - One set of notes for both financial statements. 

C. Required Supplementary Information other than MO&A. Except for MO&A, required supplementary 
informatioo, Including the required budgetary comparison information, should be presented 
immediately following the notes to the financial statements. 

GASB No. 34 will begin to take effect for the Munlclpallty in fiscal year beginning after June 15, 2002. 
Earlier application is encouraged. 

Prospective reporting of general infrastructure assets is required at the effective dates of this Statement. 
Retroactive reporting of all major general governmental infrastructure assets ls encouraged at that date. 
Retroactive reporting is required four (4) year after the effective date on the basic provisions for all major 
general infrastructure assets that were acquired or significantly reconstructed, or that received significant 
improvements, in fiscal years ending after June 30, 1980. 

Governments that elect earty implementation of this Statement, should also implement GASB Statement 
Number 33, Accounting and Financial Reporting for Nonexchange Transactions, at the same lime. Also, 

.. 
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GASB 34 was amended by GASB Number 37 and 38 for topics that should be included in the MO&A 
and disclosures. 

On May 2002, GASB No. 39 was issued that amend GASB 14 by established additional guidance on the 
application of existing standards for the assessment of potential component units in determining the 
financial reporting entity. This statement is effective for financial statements for periods beginning after 
June 15, 2003. Earlier application is encouraged. 

END OF NOTES 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE ASCAL YEAR ENDED JUNE 30, 2003 

FEDERAL GRANTOR/ PASS-THROUGH 
GRANTOR I PROGRAM OR CLUSTER Tm.E 

U.S. Department of Commerce: 

Direct Programs: 

Special Economic Development and Adjustment 
Assistance Program ................................................................ . 

Total U.S. Department of Commerce ...................................... . 

U.S. Department of Housing and Urban Development: 

Direct Programs: 

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

Indirect Programs: 

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

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

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

U.S. Department of Justice: 

Pass-Through Puerto Rico Department of Justice: 

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

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

U.S. Department of Transportation: 

Pass-Through Safety Transit Commission: 

State and Community Highway Safety ...................................... . 

Subtotal Expenditures of Federal Awards 
(Balance Carry Forward) ............................................................. .. 
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FEDERAL 
CFDA 

NUMBER 

11.307 

14.871 

14.228 

16.592 

20.600 

PASS-THROUGH 
ENTITY IDENTIFYING 

NUMBER 

94-FD-37 
95-FD-37 
01-FD-37 
01-FC-37 
02-FC-37 
02-AB-37 

N/AV 

N/AV 

FEDERAL 
ExPENOITURES 

$ 18.617 

18.617 

267,448 

1.033.451 

1.3Q0.899 

96.734 

96.734 

61.167 

1.477.417 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FEDERAL GRANTOR I PASS T~OUGH 
GRANTOR I PROGRMl OR CLUSTER TntE 

Subtotal Expenditures of Federal Awards 
(Balance Brought Forward) .......................................................... . 

U.S. Federal Emergency Management Agency: 

Pass· Through State Emergency Management Agency: 

Pass-Through Office of the Governor 
Authorized Representative (GAR): 

Public Assistant Grants .............................................................. . 

Total U.S. Federal Emergency Management Agency ............. . 

U.S. Department of Health and Human Services: 

Pass·Throu!tl Regonal Elderly Office: 

Special Program for Aging, Titie Iii, Part B ................................ . 

Total U.S. Department of Health and Human Seivices ........ . 

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

FEDERAL 
CFDA 

NUNBER 

83.544 

93.044 

PASS-THROUGH 
ENTITY IDENTIFYING 

NllMBER 

FEMA 1247DR·PA-081 

N/AV 

The accc:mpanying Notes to Schedule of Expenditures of Federal Awards are an i~ral part of this Schedule. 
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FEDERAL 
EXPENDITURES 

$1,4V.417 

155,806 

155.806 

18.014 

18,014 

S1.651237 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE 1 GENERAL 

NOTE2 

NOTE3 

NOTE4 

NOTES 

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activities of the Municipality of 
Lares, Puerto Rico. The information in this Schedule is presented in accordance with the reciuirements of OMS Circular A· 
133, Audits of States, Local Governments, a.rd Non-Profit Organizations. Therefore, some amounts presented In this Schedule 
may differ from amounts presented in, or used in the preparation ot, the general-purpose financial statements. The 
Municipality reporting entity is defined in N~e (1) (A) to the general-purpose financial statements. All federal financial awards 
received directly from federal agency as well as federal financial awards passed through other government agencies are 
included on the Schedule. 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A The aocompanying Schedule of Expenditures a Federal Awards is prepared from Municipality's accoonting records and 
is not Intended to present financial position or the resultS of operations. 

B. The financial transactions are recorded by the Mllllcipallty in accordarce with the terms and conditions of the grants, 
which are consistent with accounting principles generally accepted in the United States of America. 

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

FEDERAL CFDA NUMBER 

The CFDA numbers included in this Schedule were determined based on the program name, review of grant contract 
information and the Office of Management and Budget's Catalogue of Federal Domestic Assistance. 

PASS THROUGH GRANTOR'S NUMBER 

State or local government redistribution of federal awards to the Municipality, treated as if they were received directly from the 
federal government. OMB Circular A-133 r~res the schedule to nclude the name of the pass through entity and identifying 
number assigned by the pass through entity for federal awards received as a subrecipient. Numbers identified as NIA are not 
available. 

RELATIONSHIPTO GENERAL-PURPOSE COMBINED FINANCIAL STATEMENTS 

Federal financial assistance experoitures are reported in the MunlcJpallty's Combined Statement ot Revenues, Expenditures 
and Change in Fund Balance-All Governmental Fund Types as follOWs: 

DESCRIPTION 

Federal Progams Expenditures .......................................... .. 
State & Municipal Expenditures ............................................. . 

TOTAL EXPENDllUAES .................................................... . 

SPECIAL 
AEvENUE 

$1,668,788 
1.160.492 

S?829280 

CAPITAL 
PROJECT 

$ 181,417 
268.557 

$ 449974 

TOTAL 

$1,850,205 
1.429,049 

$32792§4 

NOTE 6 LOANS OUTSTANDING 

The Municipality of Lares, Puerto Rico hoo the following outstanding balances at June 30, 2003 for the Community Facilities 
Loan Program, and Water and Waste Disposal Loans and Grants Program. For these loans the grantor does not impose 
continuing compliance requirements, as desa1bed on the OMB Circular A· 133. The amounlS presented In the Schedule of 
Expenditures of Federal Awards, represent expenditures aC<Xll'ding to modttied accrual basis of accoonting (see Note 1). The 
loans outstanding balances were induded In the Municipality's General Long Term-Debt Account Group (see Note 6 of the 
Notes to General-Purpose Financial Statements). 

continue 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE 6 LOANS OUTSTANDING (continuation) 

PROGRAMTmE 

Community Facilities Loan Program ....................................................... . 
Water and Waste Disposal Loans and Grants ........................................ . 
Water and Waste Disposal Loans and Grants ....................................... .. 
Water and Waste Disposal Loans and Grants ........................................ . 

NOTE7 MAJORPROGRAMS 

FEDERAL CFDA 
NIMBER 

10.660 
10.no 
10.no 
10.no 

AMOUNT 
OUTSTANDING 

$267,000 
75,000 
90,000 
41,000 

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

ENO OF NOTES 
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POBOX8369 
CAGUAS, P R 00726-8369 

CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 

TEL (787) 746-0510 
FAX (787) 746-0525 

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

To the Honorable Mayor and 
Members of the MlDllclpal Legislature 
Municipality of Lares, Puerto Rico 

We have audited the financial statements of MunlclpaDty of Lares, Puerto Rico (MlDllclpality) as of and tor the 
Fiscal Year Ended June 30, 2003, and have issued our report thereon dated December 1, 2003, which was qualified 
because we been able to audit the fixed assets of the General Fixed Assets Account Group. Except as discussed in 
the preceding sentence, we conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial 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'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 and the report of others auditors, disclosed 
no instances of noncompliance that are required to be reported under Government Auditing Standards. 

Internal Control over Flnanctal Reporting 

In planning and performing our audit, we conSidered the Municipality's internal control over financial reporting in 
order to determine our auditing procedures for the purpose of expressing our 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 being reportable conditions. Reportable 
conditions involve matters coming to our consideration relating to significant deficiencies in the design or operation of 
the internal control over financial reporting that, in our judgnent, could adversely affect the Munlclpallty's ability to 
record, process, summarize and report financial statements. Reportable condition is described in the accompanying 
Schedule of Findings and Questioned Costs as item 03-11-01 and 03-11-02. 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 
GOVERNMENT AUDITING STANDARDS 
Page2 

A material weakness is a condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to 
the general-purpose financial statements being audited may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions. 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 of the reportable condition mentioned above being material weakness. We 
also noted other matters involving the internal control over financial reporting, which we have reported to 
management of the Municipality in a separate letter dated December 1, 2003. 

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

(}jl/J~:I Poe.-
CPA DIAZ-~SC 
Certified Public Accountants 
License Number 12, expires on December 1, 2004 

Caguas, Puerto Rico 
December 1, 2003 
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CAGUAS, P R 00726-8369 

CPA DIAZ-MARTINEZ, PSC 
Certi.jied Public Accountants & Consultants 

TEL (737) 746-05 10 
FAX (787) 746-0525 

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 
Members of the Municipal Legislature 
Municipality of Lares, Puerto Rico 

Compliance 

We have audited the compfiance of the Municipality of Lares, Puerto Rico (Municipality) with the types of 
compliance requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133 
Compliance Supp/ementthat are applicable to each of its major federal programs for the Fiscal Year Ended June 30, 
2003. The Municipality's major federal programs are identified in the Stmmary of Auditor's Results Section of the 
accompanying Schedule of Findngs and Questioned Costs. Compliance with the requirements of laws, regulations, 
contracts and grants applicable to each of its major federal programs is the responsibility of the Municipality's 
management. Our responsibility is to express an opinion on the Municipality's compliance based on our audit. 

We concilcted 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's compliance with those r~irements and performing such other 
procedures, as we considered necessary in the circumstanr.es. We believe that our audit provides a reasonable 
basis for our opinion. Our audit does not provide a legal determination on ttle Municipality's compliance with those 
requirements. 

In our opinion, the Municipality complied, in all material respects, with the requirements referred to above that are 
applicable to each of its major federal programs for the Fiscal Year Ended June 30, 2003. However, the results of our 
auditing procedures disclosed instances of noncompliance with those requirements, which are required to be 
reported in accordance with OMB Orcular A· 133 and which are described in the accompanying Schedule of Findings 
and Questioned Costs as Items 03-111-02 through 03-111-03. 

Internal Control Over Compliance 

The management of the Municipality is responsible for establishing and maintaining effective internal control over 
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In planning 
and performing our aud'rt, 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 compliarce and to test and report on the internal control over compliance in 
accordance with OMB Circular A· 133. 

29 



REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND 
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A·133 
Page2 

We noted certain matter 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's ability to administer a major federal program in accordance with applicable requirements of laws, 
regulations, contracts and grants. Reportable conditions are described in the accompanying Schedule of Findings 
and Questioned Costs as items 03-111-01 through 03-111-03. 

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. 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 consider that the reportable conditions 
described above are not material weaknesses. 

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

C/?/-l ~ ~ 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants 
License Number 12, expires on December 1, 2004 

Caguas, Puerto Rico 
December 1, 2003 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE ASCAL YEAR ENDED JUNE 30, 2003 

SECTION I- SUMMARY OF h.JDITORS' RESULTS 

Financial Statements 

Type of auditors' report issued: 

Internal control over financial reporting: 

• Reportable condition(s) identified? 

• Material weakness (es) identified? 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over major programs: 

• Reportable conditton(s) identified? 

• Material weakness (es) identified? 

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

Any audit finding disclosed that are required to be reported 
in accordance with Section 510 (a) of Circular A·133? 

Identification of Major Programs: 

CFDANUMBER 

0 Unqualified Opinion 
0 Adverse Opinion 

181 Yes 

IBJ Yes 

D Yes 

181 Yes 

D Yes 

181 Unqualified Opinion 
D Adverse Opinion 

181 Yes 

NAME OF FEDERAL PROGRAM OR 0..USTER 

14.228 State Block Grant Program (SBGP) 

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

Auditee qualttied as low-risk auditee? 

32 

$300,000 

D Yes 

IE! Qualified Opinion 
0 Disclaimer Opinion 

D None Reported 

0 No 

!BJ No 

0 None Reported 

181 No 

0 Qualified Opinion 
0 Disclaimer Opinion 

0 No 

l&1 No 

conHnue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE ASCAL YEAR ENDED JUNE 30, 2003 

FINDING 

REQUIREMENT 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

MANAGEMENT RESPONSE 

SECTION ti - FINANCIAL STATEMENT FINDINGS 

NUMBER 03-11-01 

REPORTABLE CONDITION OVER PROPERTY, PLANT AND EQUIPMENT 

During our examination of Munlclpality's property reoords and reports, we noted the 
folbwing deficiencies: (a) balance in computerized property records and reports do not 
reconcile with the ending balances reported in the General Ledger; (b) Construction in 
Progress are not accounted tor as part of Property, Plant and Equipment account 
balance. (This Is a prior year finding.) 

Article 9.002 of State Act Number 81 of August 30, 1991 states that Municipality should 
maintain updated property accolllting records. 

Evidence that system fails to provide a complete and accurate output consistent with the 
entity's control objectives because of the misapplication of controls. 

Municipality did not maintain an adequate control of the accountabftity regarding 
property transactions. 

Municipality should implement internal control procedures in order to comply with this 
requirement such as monthly reconciliation between General Ledger account balances 
and Property Slbsidiary Ledger. 

Pending the Corrective Action Plan. 

con~nue 

33 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF LARES, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FINDING 

REQUIREMENT 

CONDmON 

CRITERIA 

EFFECT 

CAUSE 

RECOMMENDATION 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWAP.D FINDINGS AND QUESTIONED Cosrs 

NUMBER 03-11-02 

REPORTABLE CONDITION OVER ACCOUNTING RECORDS 

During our examination of Mmlclpallty's cash accounts we noted that the interfund cash 
transactions and corresponding due from and due to account balances, for the f1Scal year 
2002·2003 and previous balances present a total combined difference of $34,363. (This 
Is a prior year finding.) 

Article 8.010 of State Act Number 81 of August 30, 1991 states that Municipality should 
maintain accurate accounting records and funds controls. 

Municipality did not maintain an adequate control of the accountability regarding cash 
and interfund transactions. 

Evidence that system falls to provide a complete and accurate output consistent with the 
entity's control objectives because of the misapplication of controls. 

Municipality should implement ittemal control procedures in order to comply with this 
requirement. 

Pending the Corrective Action Plan. 

continue 
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FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AwAfm FIN'.>INGS AND QUESTIONED COSTS 

NUMBER 03-lll-01 

STATE BLOCK GRANTS PROGRAM (SBGP) (CFDA NO. 14.228) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
PASS-THROUGH STATE -OFFICE OF COMMISIONER OF MUNICIPAL AFFAIRS 

INTERNAL CONTROL 

ALLOWABLE COST/COST PmNCIPLES 

In our test of Munlclpallty's internal control over disbursement process, we did not find 
the receiving reports in fifteen (15) vouchers. 

Subpart C, 24 CFR §85.20 (b) (OMB Common Rules) requires grantees and sub
grantees to maintain effective control and accountability over grants and sub-grants 
cash, real and personal property, and other assets. to assure they will be used solely for 
authorized purposes. 

There are no adequate internal control procedures over the disbursement cycle to assure 
that payments are made and the good or service have been received or performed. 

Payments may be made and the good or service has not been received, or received not 
in conformity. 

Municipality should ensure that no payments are made if a receivilg report is not 
prepared. 

None 

Pending the Corrective Action Plan. 

continue 
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QUESTIONED COSTS 
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SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 03-111-02 

STATE BLOCK GRANTS PROGRAM (SBGP) (CFDA NO. 14.228) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
PASS-THROUGH STATE-OFFICE OF COMMISIONER OF MUNICIPAL AFFAIRS 

COMPLIANCE AND INTERNAL CONTROL 

EQUIPMENT & REAL PROPERTY MANAGEMENT 

The Federal Program Department does not have a property register that includes 
property cost, acquisition date, use and condition of property, grant or grant agreement, 
proof of legal ownership, and percentage of federal participation costs. Also, we noticed 
that internal controls are not being followed in order to assure that the equipment is 
safeguarded. 

Subpart C, 24 CFR §85.32 (d), states that property records must include a description of 
the property, serial number or other identification number, the source of the funds, 
percentage of Federal partic.,ation in lhe property, its location, use and condition of the 
property, any ultimate disposition data including the date of disposal and sale price of 
property (if any). A physical inventory of property must be taken, and results reconciled 
at least once every two years. Also, a control system must be developed to ensure 
adequate safeguards to prevent loss, damage, or theft of the property. 

There are no internal control procedures implemented to assure that property register 
inciudes all necessary information, as required by Subpart C, 24 CFR §85.32 (d). 

Municipality is not in compliance with Subpart C, 24 CFR §85.32 (d). 

We recommend management to implement adequate internal control procedures to 
assure that a property register of federal programs Is maintained. 

None 

Pending the Corrective Action Plan. 

condnue 
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ANDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 
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CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND 0uESTIONED Cosrs 

NUMBER 03-lll.()3 

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

COMPLIANCE AND INTERNAL CONTROL 

PROCUREMENT AND SUSPENSION AND DEBARMENT 

The model for construction contracts over $10,000 used by the Municipality did not 
contain the clauses detailed for compliance with tile provisions for termination by grantee 
for default; contractual legal remedies when contractor violates contract terms. For 
contracts over $100,000 the federal regulations requires provisions for Clear Air and 
Clear Water Ac~ Energy Policy and Conservation Act and Certifications for Suspension 
and Debarment. 

Code of Federal Regulations, Subpart C, 24 CFR Section 85.36 (i) (1-13), and 44 CFR 
Section 13.36 0) (1-13) stated that subgrantee's contract must contain provision in 
paragraph (i) of these Sections. Federal agencies are permitted to require changes, 
remedies, changed conditions, access and records retention, suspension of work, and 
other clauses approved by the Office of Procurement Policy. 

Federal Program and Finance Departments did not maintain appropriate procurement 
standard procedures, in order to assure that contractor complies with some 
requirements. 

Municipality is not In compliance with Subpart C, 24 CFR, Section 85.36 (i) (1-13), and 
44 CFR Seeton 13.36 (I) (1-13) of OMB Common Rules. 

We recommend management to update contract model according with the federal 
requirement. 

None 

Pending the Corrective Action Plan. 

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

FISCAL YEAR 2002 

Finding Number 02-111-01 Allowable COStJCost Principles - Cancellatlon of documents. 

CFDANumber 14.228 

Questioned Cost None 

Auditee Comments System and procedures are corrected 

Finding Number 02-111-02 Allowable Cost/Cost Principles - Cancellation of documents. 

CFDANumber 11.300 

Questioned Cost None 

Audltee comments System and procedures are corrected 

Finding Number 02-tll-04 Reporting - No evidence of financial reports. 

CFDANumber 11.300 

Questioned Cost None 

Auditee Comments System and procedures are corrected 

FISCAL YEAR 2001 

Finding Number 01-fll·C>1 Allowable Cost/Cost Prfndples - CIWlcellatlon of documents. 

CFDANumber 14.228 

Questioned Cost None 

Audltee Comments System and procedures are corrected 

Finding Number 01-111-03 Allowable Cost/Cost Principles - Cancellatlon of documents. 

CFDANumber 11.300 

Questioned Cost None 

Auditee Comments System and procedures are corrected 

Finding Number 01-111-04 Reporting - No evidence of financial reports. 

CFDANumber 11.300 

Questioned Cost None 

Auditee Comments System and procedures are corrected 

continue 
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FOA THE FISCAL VEAR ENDED JUNE 30, 2003 

(1) Audit Findings that have been Fully Corrected: (conlfnuatlon) 

FISCAL YEAR 2000 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

AUowable Cost/Cost Principles - Cancellation of documents. 

14.228 

None 

System and procerures are corrected 

(2) Audit Findings not Corrected or Partlally Conected: 

FISCAL YEAR 2002 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee comments 

FISCAL YEAR 2000 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

02·111--03 

14.228 

None 

OIMIHl5 

14.228 

$37.926 

Equipment & Reel Property Management - Slbsldlary Records. 

The administration should create internal control procedures in order to assure that a property 
register of federal programs is maintained. 

Allowable Cost/Cost Principles - DHference In the Administration Cost Category. 

System and procedJres are corrected. Questioned Cost pending on final detennination from 
OCMA. 

(3) Corrective action taken Is significantly dlffenlnt from col1'9Ctive action previously reported: 

NONE 

(4) Audit findings Is no longer valid: 

NONE 

END OF SCHEDULE 
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