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CAMPOS i STRATIS

INDEPENDENT AUDITOR'S REPORT ON

GENERAL PURPOSE FINANCIAL STATEMENTS

Honorable Mayor and Members of
the Municipal Assembly
Municipality of Naranjito
Naranjito, Puerto Rico

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

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

Because of the inadequacy of the Municipality's accounting records we were unable to form an
opinion regarding the amount at which the fixed assets (stated at $9,439,715) are presented in
the accompanying combined general-purpose financial statements.



CAMPOS ¢ STRATIS

INDEPENDENT AUDITORS REPORT ON GENERAL PURPOSE FINANCIAL STATEMENTS
(CONTINUED)

In our opinion, except for the effects for the adjustments, if any, as might have been determined to
be necessary had we been able to obtain a sufficient evidential matter to form an opinion
regarding the amount at which the fixed assets are presented in the accompanying combined
general purpose financial statements as discussed in the third paragraph, the general purpose
financial statements referred to in the first paragraph present fairly, in all material respects, the
financial position of the Municipality of Naranjito as of June 30, 2001, and the results of its
operations for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Governmental Auditing Standards, we have also issued our report dated March
9, 2001, on our consideration of Municipality of Naranjito internal control over financial reporting
and our tests of its compliance with certain provision of laws, regulation, contracts and grants.

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

This report is intended forth information of the Municipality's management and the Office of the

Commissioner of Municipal Affairs. This restriction is not intended to limit the distribution of this
report, which upon acceptance by the Municipality, is a matter of public record.

@mqpos 4 g‘mhs

Campos & Stratis, CPA

January 29, 2002
San Juan, Puerto Rico

License No. 164
Expires December 1, 2004

Stamp No. 1784152 was affixed to the original of this report.
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> MUNICIPALITY OF NARANJITO

¢ ) COMBINED BALANCE SHEET

- ALL FUND TYPES AND ALL ACCOUNTS GROUPS
AS OF JUNE 30, 2000

ASSETS
GOVERNMENT FUND TYPE ACCOUNTS GROUP
GENERAL GENERAL GENERAL TOTAL
SPECIAL DEBT FIXED LONG-TERM MEMORANDUM
GENERAL REVENUE SERVICE ASSETS DEBT ONLY
Cash:
Cash, including $
in certificate of deposits ES 3,743332 § 726,383 $ 4,460,605
Cash withheld by fiscal agent $ 717,741 T17.741
Receivables:
Due from other govemmental entities 74,681 74,661
Due from other funds 280,308 843,780 924,188
Property and equipment: $ 9439715 0,439,715
Other assets:

Amount to be provided for -
for payment of: -
Compenasating ansances ; s 882,480 882,480
Retirement of property -

tax advance 9,861 9,681

Bonds and notss payable 525,258 525,259

- Amount available in debt -
('\ ) service fund 717,741 717,741
s 4008301 $ 1370153 § 717,741 $ 0430715 $§ 2135141 § 17,761,141

See auditors' report and accompanying notes to financial statements.
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CAMPOS ¢ STRATIS

- MUNICIPALITY OF NARANJITO
) COMBINED BALANCE SHEET
- ALL FUND TYPES AND ALL ACCOUNTS GROUPS
AS OF JUNE 30, 2000

LIABILITIES AND FUND EQUITY
GOVERNMENT FUND TYPES ACCOUNTS GROUP
GENERAL GENERAL GENERAL TOTAL
SPECIAL DEBT FIXED LONG-TERM MEMORANDUM
GENERAL REVENUE __SERVICE ASSETS DEBT ONLY
Liabllities:

Accounts payable and accrued -
axpansas $ 831,083 $ 831,083
Due to other govemmaental entities 757,950 757,950
Due to other funds 643,780 $ 280,398 824,188
Deferred revenue 593,462 803,305 1,198,767
Bonds and notes payable $ 1,243,000 1,243,000
Compensating absences 882,480 882,480
Property taxes advance 8,681 9,661
Total llabllities 2,826,285 883,703 - - 2,135,141 5,845,128

Fund equity:
Investment in general fixed assets $ 0,430,715 $ 8,430,715
Fund balances: -
Reserved for debt service “ $ 717,741 717,741
Unreserved: -
Designated for apecific -
fund purposes 486,450 486,450
(’\ | Undesignated 1,272,108 1,272,108
Fund equity 1,272,106 488,450 717,741 9,438,715 - 11,016,012
Total llabliities and fund equity $ 4008301 § 1,370,153 § Ti17741 $ 6430715 § 2135141 § 17,781,141

fa——r- . . — - ]

See auditors' report and accompanying notes to financial statements.

©
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MUNICIPALITY OF NARANJITO

CAMPOS ¢ STRATIS

COMBINED STATEMENT OF REVENUES AND EXPENDITURES

AND CHANGES IN FUND EQUITY-ALL FUND TYPES

Revenues:
Taxes:
Property taxes
Patents and others
Grants and contributions
Charges for services, rents
and other

Total revenues

Expenditures:
General government
Public works and sanitation
Public safety
Capital outlay
Education and recreation
Health and welfare
Debt service:
Principal retirement
Interest charges

Excess (deficlency) revenues

over expenditures

Other financing sources (uses):

Operating transfer in
Operating transfer out

Excess of revenues and other

financing sources over

FOR THE YEAR ENDED JUNE 30, 2001

expenditures and other financing

uses
Fund equity, July 1, 2000

Fund equity June 30, 2001

GOVERNMENTAL FUND TYPES

TOTAL
SPECIAL DEBT MEMORANDUM

GENERAL REVENUE SERVICE ONLY
855,326 s 186,549 $ 1,041,875
857,936 857,936
4420378 $ 2736820 7,157,108
1,424,579 10,329 39,435 1,474,343
7.558,219 2,747,149 225,084 10,531,352
3,540,702 3,540,702
2,657,505 2,657,505
188,078 5,889 193,968
2,793,150 * 2,793,150
309,710 309,710
495,674 567,790 1,063,464
142,000 142,000
78,325 78,325
7,191,670 3,366,829 220,325 10,778,824
366,549 (619,680) 5,659 (247,472)
314,794 - 314,794
(314,784) (314,784)
(314,704) 314,704 - -
51,755 (304,886) 5,650 (247.472)
1,220,351 791.336 712,082 2,723,769
2,476,297

1,272,106 $
——

486,450 $
—_——

See auditors' report and accompanying notes to financial statements.
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Revenues:
Taxes:
Property taxes
Patents and others
Grants and contributions
Charges for services, rents
and other

Total revenues

Expenditures:
General government
Public works and sanitation
Public safety

Education and recreation
Health and welfare
Debt service

Excess (deficiency) revenues

over expenditures

CAMPOS i STRATIS

MUNICIPALITY OF NARANJITO
STATEMENT OF REVENUES AND EXPENDITURES
BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2001

GENERAL FUND DEBT SERVICE FUND
VARIANCE VARIANCE
FAVORABLE FAVORABLE
BUDGET ACTUAL (UNFAVORABLE)  BUDGET ACTUAL (UNFAVORABLE)
855328 $ 855,326 - § 195000 $ 186549 § (8,451)
737,000 857,938 $ 120,936
5,237,848 4,420,378 (817,470)
449,500 1,424,579 975,079 35,000 39,435 4,435
7,279,674 7,558,219 278,545 230,000 225,984 (4,016)
3,725,235 3,540,702 184,533
2,444,991 2,972,289 (527,308)
256,882 188,079 68,803
327,834 309,710 18,124
524,732 495,674 26,058
230,000 220,325 (9.,675)
7,279,674 7,508,464 (226,790) 230,000 220,325 (9,675)

o 51,755 § 51,755 § - 8 5659 $ 5,659
e —, e —ee—e—— ————

See auditors’ report and accompanying notes to-financial statements.



s

CAMPOS ¢ STRATIS

MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
A. Reporting entity:

The Municipality of Naranjito is a political and juridical entity organized under laws of the
Commonwealth of Puerto Rico.

The Municipality's operations include among others, health and welfare, public works,
public safety, recreation, community development, welfare and general administrative
services.

In evaluating how to define the Municipality, for financial reporting purposes, management
has considered all potential component units. The decision to include a potential
component unit in the reporting entity was made by applying the criteria set forth in
generally accepted accountings principles. The basic but not the only criterion for including
a potential component unit within the reporting entity is the goveming body's ability to
exercise oversight responsibility. The most significant manifestation of the ability is
financial interdependency. Others manifestations of the ability to exercise oversight
responsibility include, but are not limited to, the selection of goveming authority, the
designation of management, the ability to significantly influence operations and
accountability for fiscal matters. The other criterion used to evaluate potential component
units for inclusion or exclusion from the reporting entity is the existence of special financing
relationships, regardiess of whether the Municipality is able to exercise oversight
responsibilities.

The financial statements presented herein do not include agencies which have been
formed under applicable laws or separate and distant units of government apart from the
Municipality of Naranijito.



CAMPOS ¢ STRATIS

MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):
B. Method of presentation:

Fund Accounting:

The accounts of the Municipality are organized on the basis of funds and account groups,
each of which is considered a separate accounting entity. Each fund is accounted for with a
separate set of self-balancing accounts that comprise its assets, liabilities, fund equity,
revenues and expenditures. Government resources are allocated to and accounted for in
individual funds based upon the purposes for which they are to be spent and the means by
which spending activities are controlled.

The various funds are grouped, in the financial statements in the report, into three genenc
fund types and other fund category as follows:

Governmental fund types:

General Funds:

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

Special Revenues Funds:

Special Revenues Funds are established to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for specific purpose.

Debt Service Funds:

Debt Service Funds are established to accumulate resources for the payment of principal,
interest and related costs of general long-term debt obligation.
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

B. Method of presentation (continued):

Account groups:

Account groups are used to establish accounting control and accountability for the
Municipality's general fixed assets and general long-term debt obligations. The following
are the Municipality's account groups:

General Fixed Assets Account Group:

This group of accounts .is established to account for all fixed assets of the Municipality.
General fixed assets are recorded as expenditures in the Governmental Fund and are
capitalized at cost in the General Fixed Group of Accounts. Donated general fixed assets
are recorded at fair market value of the asset at the time it was donated. Depreciation is
not recorded in the general fixed assets account group.

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

The major submits and the Municipal Assembly approves an annual budget for each fiscal
year beginning July 1st. Appropriations in the Municipality's budget consist of the following:

General Fund Appropriations for recurrent and ordinary functions of the Municipality.
Appropriations of Special Funds for specific purposes and for capital improvements are, for

the most part, authorized by separate laws and do not require annual legislative budget
authorization because they are continuing appropriations.
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):
D. Basis of accounting:

Governmental revenues and expenditures are recognized using the modified accrual
basis. Under this method, revenues are recognized in the accounting period in which
they become both measurable and available to be used to pay recorded liabilities.
Expenditures are recognized in the accounting period in which the final liability is
incurred, if measurable, except for unmeasured interest on general long-term debt,
which is recognized when due.

To accrue the intergovernmental revenues, the legal and contractual requirements of
individual programs are used as guide. Essentially, there are two types of these
revenues. The first one requires that financial resources be spent in the specific
projects and purposes before the revenue be recognized based on the recorded
expenditures and submitted to the granting agencies for reimbursements. In the
second type of intergovernmental revenues, the financial resources are unrestricted as
to purpose of expenditures and are usually revocable only for failure to comply with
prescribed compliance requirements.

License, fees, permits, fines and other revenues are recognized when received.
Interest income is recorded when earned.
E. Encumbrances:

Accounting for encumbrances, under which purchase orders, contracts and other
commitments for the expenditure of monies are recorded in order to reserve that
portion of the applicable appropriation, is employed as an extension of formal
budgetary integration. Encumbrances outstanding at year-end, if any, do not constitute
expenditures or liabilities and, therefore, are presented in the financial statements as a
reservation of fund balance.

10
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30,2001

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

F. Total column (memorandum only):

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

G. Property and equipment:

Property and equipment used in govermmental fund type operations are recorded as
expenditures of various governmental funds and capitalized at cost or, if donated, at the
estimated fair market value at time of contribution in the general fixed assets accounts
group. Maintenance, repairs and minor renewals are expended as incurred. Depreciation is
not provided on general fixed assets. Certain improvements copstructed, such as roads,
streets, gutter, curbs, sidewalks, drainage and bridges are not capitalized.

H. Uses of estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
amounts and disclosures accordingly; actual results could differ from those estimates.

2. CASH:

A. To facilitate better management of the Municipality's resources, substantially, all cash is
combined in pooled operating accounts. The amounts reflected as cash in the balance
sheet represent the individual’s funds equity in pooled cash balance. Cash is deposited in
interest bearing check accounts.

B. The Municipality is required to deposit on institutions authorized by the Department of the
Treasury of the Commonwealth of Puerto Rico to be a depository of public funds. The
authorized depository institutions are required to maintain federal insurance and provide
adequate collateral to the Department of the Treasury, who maintains it on custody.

11
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MUNICIPALITY OF NARANJITO  -CAMPOSESTRATIS

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

2. CASH (CONTINUED):

C. Cash withheld by fiscal agents:

The Municipality levies an annual special tax of 1.03% of the assessed value of all real and
personal property. The proceeds of said tax are required to be credited to the Debt
Service Fund for payment of General Obligation Bonds and Notes of the Municipality. The
property taxes are collected and retained by the Municipal Income Collection Center
(MICC) and deposited in an account with Governmental Development Bank of Puerto Rico
(GB) as agent for the Municipality. At June 30, 2001, cash retained by the MICC
amounted to $717,741.

3. VOLUME OF BUSINESS TAX: -

The volume of business tax is determined based on the gross income of all commerce and
industrial organizations doing business in the Municipality of Naranjito that are not specifically
exempt by law. An annual return of business volume should be filed on April 15 of each year
and payable in two equal instaliments due on July 1st and January 1st. The tax rates are the
following:

Financing institution = 1.50%
Other organizations = .40%
The collections in advance of pétents of the next year or fiscal period are recorded as deferred

revenues in the General Fund. The Municipality invoiced and collected in advance during the
current year $478,592 corresponding to the next fiscal year municipal license.

12
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

4. GRANTS AND CONTRIBUTIONS:

Grants and contributions revenue consists of concessions and subsidies received from
Government of Puerto Rico and contributions received from certain quasi-public corporations
of Government of Puerto Rico such as the Electric Power Authority, and from certain federal
agencies, such as U.S. Department of Housing and Urban Development.

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

Contributions received are in lieu of tax payments from quasi-public corporations. Grant and
contributions revenues are recorded in the General Fund, except those legally restricted to
expenditures for specific purposes, which are recorded in the Special Revenue Fund.

. PROPERTY, AND EQUIPMENT:

A summary of changes in property and equipment is as follows:

Balance Balance
July 1, 2000 Additions June 30, 2001
Land, building and imprévements $5,134,282 5,134,682
Fumiture, fixture, machinery and
Equipment 2,122,601 95,292 2,217,893
Vehicles 1,891,661 195,478 __2087,139

—$9,148944 = § 290770 $ 09439714

13
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

6. GENERAL LONG-TERM DEBTS:
General obligations at June 30, 2001 are comprised of the following:
A. Notes and bonds payable:

1984-$143,000 public improvement bond, due in annual
principal instaliments ranging from $7,000 to $10,000
through January 1, 2007, plus interest at 5%. $ 51,000

1998-$260,000 general obligation note, due in annual
principal installments ranging from $50,000 to $50,000
through July 1, 2002, plus interest at 8%. 115,000

1995-3$400,000 lottery special fund note, due in annual
principal instaliments ranging from $15,000 to $ 40,000
through July 1, 2016, plus interest at 8.00%. 345,000

1998-$275,000 general obligation bond, due in annual
principal installments ranging from $13,000 to $21,000
through January 1, 2015, plus interest at 4.5% 250,000

1998-$250,000 general obligation note, due in annual
principal installments ranging from $30,000 to $45,000
through July 1, 2005, plus interest at 8%. 195,000

2001-$235,000 general obligation note, due in annual
principal instaliments ranging from $40,000 to $55,000
through July 1, 2004, plus interest at 12%. 195,000

2001-$56,000 general obligation bond, due in annual
principal installments ranging from $1,000 to $3,000
through 2024, plus interest at 4.5%. 55,000

2001-$38,000 general obligation bond, due in annual

principal installments ranging from $1,000 to $3,000
through 2025, plus interest at 4.5%. 37.000

14
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CAMPOS ¢ STRATIS

MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

6. GENERAL LONG-TERM DEBTS (CONTINUED):

Property tax advances:

Due to Treasury Department, fiscal years preceding
1999, payable in monthly installments of $76 through

2010. $ 9661

The following is a summary of general obligation transactions for year ended June 30, 2001:

PROPERTY NOTES AND

TAX BONDS
ADVANCES PAYABLE
Balance July 1, 2000 $10,582 $1,071,000
Proceed from loans 329,000
Principal payments 921 (157.000)
Balance, June 30, 2001 $ 9661 $1,243.000

Proceeds of general obligations are recorded in the Special Revenue Funds and are
restricted to the use for which they are approved.

The maturity of general obligations is as follows:

PROPERTY NOTES AND
YEAR ENDING TAX BONDS
JUNE30 ADVANCES PAYABLE
2002 $ 921 $ 172,000
2003 921 179,000
2004 921 130,000
2005 921 136,000
2006 921 92,000
Thereafter 5,056 534,000

$ 9661 $1,243,000

15
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

7. COMPENSATED ABSENCES:

Employees are entitled to 30 days vacations leave and 18 days sick-leave per year. The
regular vacations can be accumulated maximum 60 days at the end of a calendar year and for
sick up to 90 days. Vacations are recorded as expenditure in the year paid. Employees are
entitied to payment of unused sick-leave upon retirement.

. DUE FROM/TO OTHER GOVERNMENTAL ENTITIES:

GENERAL
FUND
Due to:
Municipal Income Collection Center $757,950
Due from:
Puerto Rico Electrical Power Authority ] $ 74,661

. PROPERTY TAXES:

The Municipal Income Collection Center (MICC) is responsible for the appraisal of all real
personal property located in the Municipality and for the imposition; administration and
collection of the respective taxes.

Property taxes are levied annually over the property-assessed value at beginning of the
calendar year, which amounts to 5.37% of the personal property and 7.37% of the real
property values. The real property appraisal is based on the property appraisal value of 1957
and the personal property in the current value at the appraisal time. The Municipality grants
retailers with a volume of business have less than $150,000 movable property tax exceptions
up to $50,000 of the assessed value of the property. Also, property tax law grants, under
certain circumstances, a tax exemption (exonerated) for the first $15,000 of the assessment
made to properties occupied by the owner. Nevertheless, the Department of the Treasury pays
the Municipality the basic tax related to those $15,000, except for properties that have an
assessed value of less than $3,500, which have full exemptions.

16
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

9. PROPERTY TAXES (CONTINUED):

The total tax levied included an additional special property tax (1.03%). The basic property tax
is used for general purposes and is accounted in the General Fund. The additional special
property tax is retained by the MICC (cash with fiscal agent) and is used and designated for
debt services and accounted in the Debt Service Fund.

The MICC charges to the Municipality for administration expenses related to the imposition
and collection of property tax. For the year ended June 30, 2001, MICC charged $41,140 for
these services.

The MICC notifies annually to the Municipality the estimated basic additional property taxes
that they expect to collect in the next fiscal year. The Municipality through advances from the
MICC receives the basic property tax. When the MICC collects the contributions from the
taxpayers, this collection is applied against the respective advances.

The additional special property tax is recorded as revenue in the Debt Service Fund, when it is
collected and notified by the MICC.

No income is recognized from property taxes levied, but not collected because the Municipality
is not able to determine the amount of such receivable and if the same is collectible within the
60 days period after the balance sheet date as required by the generally accepted accounting
principles applicable to governmental entities. The records of such receivable are kept and
maintained by the MICC.

10. EMPLOYEE'S RETIREMENT PLAN:

The Municipality is a member of the Puerto Rico Retirement System for State Employees,
which covers all eligible full-time employees. Total pension expense amounted to $219,210
for the year ended June 30, 2001. The Municipality provide to the fund 8.275% of the gross
salaries of the participating employees. The participants provide 8.275% of their gross
salaries or 5.77% for the first $600 and 8.275% of the excess if selected by the participants
entered in the plan before April 30, 1990. If participant entered in the plan after such date it is
required to provide the 8.275% of his gross salary.

I
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

11. FUND EQUITY:
Reserved for encumbrances:

This amount, if any, represents encumbrances outstanding at the end of the year based on
contracts signed by the Municipality, but not completed as of the end of the fiscal year.

Designated for debt service:

In accordance with legal restriction, these amounts are reserved for payments of principal
and interest of general long-term debt maturing in later years. The resources for this reserve
arise from the additional special contribution of property taxes.

12. BUDGETARY COMARISONS:

As describe in Note 1, the statement of revenues and expenditures budget and actual was
prepared in accordance with the budgetary basis. This method is not in accordance in some
aspects with the generally accepted accounting principles.

The principal differences between budgetary basis and generally accepted accounting
principles, are as follows:

A. The encumbrances are recorded as expenditures in the budgetary basis instead as.a
reserve of the fund balance. However, encumbrances outstanding at year-end, if any, are
not material.

B. Transfers in and out are recorded as revenue or expense instead as other financing
sources.

Adjustments necessary to reconcile the revenues and expenditures at the end of the fiscal
year from generally accepted accounting principles to budgetary basis, are as follows:
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MUNICIPALITY OF NARANJITO
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

12. BUDGETARY COMPARISONS (CONTINUED):

13.

14.

GENERAL FUND DEBT SERVICE FUND
REVENUE EXPENDITURES REVENUE EXPENDITURES
General Fund:
General accepted accounting
principle basis $7.558,219 $6,191,670 $221,701 $220,325
Transfer out/in recorded as
revenue/expense on the
budgetary basis 314,794
Budgetary basis - $7,558,219 $6,506,464 $221,701 $220,325

The budget amounts shown in the financial statement are the final authorized amounts as
revised during the year.

COMMITMENTS:

During June 30, 2001, the Municipality of Naranjito has entered in an operating lease with
the Municipality of Corozal for the use of their municipal solid waste landfill for $27,000 per

month. Annual rent payment amounted to $324,000.
CONTINGENCIES:

A. Litigation:

The Municipality is defendant and/or co-defendant in various pending claims and
lawsuits. Some of these cases are covered by the insurance policies. The Municipality's
management, after consultation with legal counselors, is of the opinion that the uitimate
liability, if any, would not be significant to the Municipality's financial statements.
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MUNICIPALITY OF NARANJITO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2001

14. CONTINGENCIES (CONTINUED):

B. Federal grants:

In the normal course of operations, the Municipality of Naranjito receives grant funds
from various US Federal Agencies. The grant programs on subject to review and audit
by agents of granting authority, the purpose of which is to ensure compliance with
conditions precedent to the granting of funds. Although, such audits could generate
expenditures disallowance under terms of the grants, its is believed that any required

reimbursement would not be material.
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MUNICIPALITY OF NARANJITO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30. 2001

FEDERAL GRANTOR/ FEDERAL

S

PASS-THROUGH GRANTOR
PROGRAM TITLE

US Department of Housing and
Urban Development
Passed through the Puerto Rico
Office of the Commissioner of
Municipal Affairs
State Block Grant Program —
Small Cities Program -~
Direct Program:
Section 8 - Lower Income
Housing Assistance
Payment Program

Total US Department of HUD

Department of Health and Human
Services:
Passed through Office of Governor:
Special Program of aging:
Title Il, Part B — Grant for Supportive
Title lll, Part C — Nutrition Services

Federal Emergency Management

Agency:
Direct Program:

Disaster Assistance

Department of Transportation
Federal Transportation Agency

Federal Transit Capital
Improvement Grants

CFA
NUMBER

14.219

14.856

93.044
93.045

83.516

20.500

22

EXPENDITURES

$ 889,126

547,431
1,436,557

84,557

20,359
104,916

418,540

343,982
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S
REPORT ON COMPLIANCE AND ON INTERNAL
CONTROL OVER FINANCIAL REPORTING
BASED ON AN AUDIT OF FINANCIAL
STATEMENT PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS
Honorable Mayor and Members of
the Municipal Assembly
™ Municipality of Naranjito
L4 Naranjito, Puerto Rico

We have audited the general-purpose financial statements of Municipality of Naranjito, Puerto
Rico, as of and for the year June 30, 2001 and have issued our report there on dated February 7,
2002. 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 Municipality of Naranjito general purpose

financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grants, noncompliance with which could have
a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance that are required to be reported under Government Auditing Standards which are
described in the accompanying schedule of findings and questioned costs as items Section 11-1
Accounting Records and Report.
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL (CONTINUED).-

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Municipality of Naranijito internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the general purpose financial statements and not to provide assurance on the internal
control over financial reporting. However, we noted certain matters involving the internal control
over financial reporting and its operation that we consider to be reportable conditions. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design
or operation of the internal control over financial reporting that, in our judgment, could adversely
affect Municipality of Naranjito's ability to record, process, summarize and report financial data
consistent with the assertions of management in the general purpose financial statements.
Reportable,. conditions are described in the accompanying schedule of findings and questioned
costs as items Section 11-1 - Accounting Systems and Reports.

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 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 none of the reportable conditions
described above is a material weakness.

This report is intended for the information of the management of Municipality of Naranjito, and
Naranjito Municipal Assembly. However, this report is a matter of public record and its distribution
is not limited.

3 gmﬁs
CAMROS & STRATIS

January 29, 2002
San Juan, Puerto Rico

License No. 164 . A Ve
Expires December 1, 2004 ; : L‘,:?'

Stamp No. 1784150 was affixed to the original of this report.
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REPORT ON COMPLIANCE WITH REQUIREMENT APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Honorable Major and Members
of the Municipal Assembly

Municipality of Naranjito

Naranjito, Puerto Rico

Compliance:

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

We conducted our audit 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 and 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 non-compliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major program occurred. An audit includes,
examining, on a test basis, evidence about Municipality of Naranjito, Puerto Rico compliance with
those requirements and performing such other procedures as we consider necessary in the
circumstance. We believe that our audit provides a reasonable basis for our opinion. Our audit
does not provide a legal determination on Municipality of Naranjito, Puerto Rico’s compliance with
those requirements.
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MUNICIPALITY OF NARANJITO CAMPOS:STRATIS

SCHEDULE OF FINDINGS AND QUESTIONEDTCOSTS
FOR THE YEAR ENDED JUNE 30, 2001

SECTION | - SUMMARY OF AUDITOR'S RESULTS
Financial Statements

Type of auditor’s report issued Qualified

Internal control over financial reporting:

*Matenal weakness(es) identified? _yes Xno
*Reportable condition(s) identified

that are not considered to be material :
weaknesses? _Xyes _none reported

Noncompliance material to financial
statements noted? _yes Xno

Federal Awards

Internal control over major programs:

*Reportable condition(s) identified

that are not considered to be

material weakness(es) __yes X none reported
Type of auditor's report issued on compliance for major programs unqualified.
Any audit findings disclosed that are
required to be reported in accordance
with section 510(a) of Circular A-133? _yes _X no

Identification of major programs:

CFDA Number(s) Name of Federal Program Cluster

14.219 State Block Grant
20.500 Federal Transportation Agency

Dollar threshold used to distinguish
between type A and type B programs: $300,000

Audited qualified as low-risk audited? __yes X_no
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MUNICIPALITY OF NARANJITO _CAMPOSESTRATIS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2001

SECTION Ii - FINANCIAL STATEMENTS FINDINGS

The Municipality of Naranjito has been subject to various audits and program monitoring
compliance over the past years. Most of the audit findings for the year ended June 30, 2000 are
repetitive in nature because in most instance corrective actions are in process and are included
below for follow-up purpose.

I. ACCOUNTING RECORDS AND REPORTS:

Our study and evaluation of the Municipality's accounting records and related internal control
procedure disclosed the following:

A. As part of the responsibilities of the office of the Commissioner of Municipal Affairs an
uniform accounting systems was installed in the Municipality. At, present, transactions are
accounted through manual and computerized accounting system. However, differences in
balances were noted in both systems and no reconciliation was performed. Moreover, the
Municipality did not comply with Law No. 81 of 1991, (“Ley de Municipios Autonomos del
Estado Libre Asociado de Puerto Rico”). This law provides for the constitution,
organization, administration and operation of the municipalities’ government. Also, it
provides for the modernization of the systems and procedures in order to establish efficient
accounting controls and operating procedures

"B. The accounting records kept by the Municipality cannot perform the following information:

) Provide for a balance separate self balancing accounts group that compose its
assets, liabilities, fund equity, revenues and expenditures as required by GAAP.

2. Provide for a proper segregation between encumbrances and accounts
payable.

3. The Municipality is not utilizing properly the subsidiary ledger provide for a
subsidiary ledger of general long-term debt.
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MUNICIPALITY OF NARANJITO CAMPOS :STRATIS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2001

SECTION lI- FINANCIAL STATEMENTS FINGINGCS {CONTINUED)

. ACCOUNTING RECORDS AND REPORTS (CONTINUED)

We believe the Municipality shall assign this responsibility to a special task force composed of
personnel from different divisions of the Municipality to have this system working at full capacity shortly.
The benefits to be derived will exceed the extra effort needed. -

As part of this process, a comprehensive plar. should be established to evaluate the operations of the
system as well as 0 establish the necessary input and output control system.

. During our.examination of the Municipality's prcberty records we noted the following:

1. No system has béen established to gather all capitalizable cost of constructionin progress.
> 4 Net all sroperty is identified by prenumbered labels to indicate the Municipality's ownership. :
. 3 Adquisition of property is not included in the property and equipment ledger.

An accounting systam must make it possible to:

. Presen fairly 2nd with full disclosure the finar:cial position and rasults of financiai operations of the -

funds and ar'c»*unt gmuna -of the governmental- unit in conformity with generally aczepted accounting *
principles; and

. Determine and de nostrate compliance with ﬂnam:ﬁ !egaf and contractual provisio‘ns :

In order to streamhne the accounting and reporting =ystem and provide pmper closing of records ‘and:
adequate ard timely information, we recommend that the Municipality's system be modified through the
implementa*tion of the appropriate accounting recerds and procedures.
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4 SCHEDULE OF FINDINGS AND QUESTIONED COSTS
\\’ FOR THE YEAR ENDED JUNE 30, 2001

SECTION IlI-FEDERAL AWARDS FINDINGS AND QUESTIONED COST:

None
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MUNICIPALITY OF NARANJITO
e STATUS OF PRIOR YEARS UNCORRECTED AUDITS FINDINGS
D FOR THE YEAR ENDED JUNE 30, 2001

The Municipality of Naranjito, Puerto Rico, has been subjected to various audits and program monitoring
compliance over the past years. Following is a summary of audit findings for which final determination and/or
corrective action are in process. Most of these findings still prevail for the year ended June 30, 2001. This
summary includes a brief description of the findings and their status. Repeat findings from the audit report for
the year ended June 30, 1999, are included as current year findings for the current year audit report.
Therefore, findings included in the audit report for the year ended June 30, 2001, encompass unresolved
findings mentioned in the audit report for the fiscal year ended June 30, 2000, dated March 17, 2001.

‘\.‘,j



‘_,/'

CAMPOS i STRATIS

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE (CONTINUED)

In our opinion, Municipality of Naranjito Puerto Rico, complied, in all material respect,
with the requirements referred to above that are applicable to each of its major programs
for the year ended June 30, 2000.

Internal Control Over Compliance

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

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

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

&Mpos ¢ St

Campos & Stratis, CPA

January 29, 2002
San Juan, Puerto RIOCE T
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License No. 164 el e
Expires December 1, 2@915 _ s 2|
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Stamp No. 1784151 was afﬁxed to the original of this report.



MUNICIPALITY OF NARANJITO CAMPOS ¢ STRATIS

SCHEDULE OF PRIOR YEAR UNCORRECTED FINDINGS
YEAR ENDED JUNE 30, 2001

QUESTIONED
AUDIT REPORT COST ACTUAL STATUS

SINGLE AUDIT REPORT FOR THE
YEAR ENDED JUNE 30, 2000

Accounting records and reports:

1. Differences in balance in manual

and computerized accounting

reports, without any reconciliation Conditions continues
been made in both systems. $-0- See current year finding.

2. The accounting records kept by the
Municipality can not prefer the
following forms:

(“‘} a. Provide for a self-balancing group
o accounts that compose its assets,

liabilities fund balances, revenue

and expenditures. $-0- Condition continue
. See current year finding
b. Provide proper segregation

between encumbrances and $-0- Condition continues
accounts payable. See current year findings
c. Provide for a subsidiary of Condition continues
long-term debt. $-0- See current year findings

3. During our examination of the
Municipality's property records
we noted the following:

a. No system has been established
to gather all capitalizable cost $.0 Condition continues

of construction in progress. See current year findings

@)
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" MUNICIPALITY OF NARANJITO
(j ) SCHEDULE OF PRIOR YEARS UNCORRECTED FINDINGS (CONTINUED)
= YEAR ENDED JUNE 30, 2001
AUDIT REPORT ACTUAL STATUS

SINGLE AUDIT REPORT FOR THE
YEAR ENDED JUNE 30, 2000

b. Not all property is

identified by renumbered
!abel.s.to ipdioate the Condition continues
Municipality’s ownership. See current year findings .



MUNICIPALITY OF NARANJITO
EXHIBIT |
MANAGEMENT RESPONSE TO FINDINGS

JUNE 30, 2001

CAMPOS : STRATIS




O

g.;faa/a c.&er Mociads de %&ex/a :% tco
L‘-S/’;Azémw . /é\mz;cgaa/

:.oﬁar/méz %J/ﬂ/ 5 A ‘(;ﬂx{y}'&l, S rerlo ..“;?!)r'co 007/9

RS

@sﬁax@mend’a de %nanxw

CORRECTIVE ACTIONS
AUDIT REPORT 2000-2001

SECTION II- FINANCIAL STATEMENTS FINDINGS

ACCOUNTING RECORDS AND REPORT

The Finance Director will coordinate with the Municipality
Affairs Commissioner’'s Office (OCAM) the following
corrections to the accounting records:

Will made the necessary adjustment to correct the
computerized system and reconcile with the
manual accounting system. This work is right now
in process.

The new computerized system will segregate
encumbrance and accounts payable.

The subsidiary ledger is projected to be working
properly by the end of fiscal year 2001-2002.

The construction in progress cost will be
accounted in the new computerized system. The
personnel from OCAM are offering technical
support to make it possible.

% Wﬁ, me tfoyam ﬁmeaﬁ&cab. z



Also the Finance Director is working in the coordination of
the correction of the following findings:

e Renumbering all property held by the Municipality.

o Keep track of all property acquired and disposed
by Municipality.

e Generate a full disclosure financial statement.

The OCAM is offering technical support to the Municipality
for all matters mentioned above. Also the Municipality
contract outsources techmical support to correct all
findings in a timely manner.

L g
ORTEGA RODRIGUEZ
MAY




