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CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants
TEL (787) 746-0510

PO BOX 8369 00726.8369 FAX (787) 746-0525
CAGUAS, PR

INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Vieques, Puerto Rico

We have audited the accompanying general-purpose financial statements of the Municipality
of Vieques, Puerto Rico (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 these general-
purpose financial statements based on our audit.

Except as discussed in the following paragraphs, we conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptrolier General of the United States. Those standards require that we plan and perform the
i 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 statements
presentation. We believe that our audit provides a reasonable basis for.our opinion.

The Municipality accounting system and records of property, plant and equipment did not
included all transactions that should be capitalized on the general fixed assets account group.
We were unable to obtain sufficient competent evidential matters through audit procedures to
satisfy ourselves regarding the reasonableness of the amounts presented in the accompanying
general-purpose combined financial statements. Therefore, we do not express an opinion on
such amount presented in the general fixed assets account group.

Because of inadequacies in the Municipality’s accounting records, we were unable to form an
opinion regarding the amount of cash presented in the General Fund (stated at $261,440).

The Municipality does not maintain complete and accurate records of all interfund transactions
in the Due From, Due To accounts balance for the fiscal year 2000-2001 which represented a
total combined difference of $595,906. Therefore, we do not express an opinion on such
amount presented on the general-purpose financial statements.
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In our opinion, except for the effect, if any, as might have been determined to be necessary had
we been able to audit the fixed assets of the general fixed assets account group, the
transactions not recorded in the Cash Accounts of the General Fund, and the interfund
transactions in the Due From, Due To accounts balances, as explained in above paragraphs,
the general-purpose combined financial statements referred to in the first paragraph present
fairly, in all material respects, the financial position of the Municipality, as of June 30, 2001,
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 Govemment Auditing Standards, we have also issued a report dated
February 1, 2002 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 resuits of our audit.

The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, and is not a required part of the
general-purpose financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the general-purpose financial statements and, in our opinion,
is fairly stated, in all material respects, in relation to the general-purpose financial statements
taken as a whole.

Gl = €

CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants

Caguas, Puerto Rico
February 1, 2002




MUNICIPALITY OF VIEQUES, PUERTO RICO

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS
JUNE 30, 2001
GOVERNMENTAL FUND TYPES ACCOUNT GROUPS
GENERAL GENERAL TOTALS
SPECIAL CAPITAL DEeBT FIXED LONG-TERM (MEMORANDUM
GENERAL REVENUE PROJECTS SERVICE ASSETS DeBT ONLY)
ASSETS AND OTHER DEBITS:

Cash and Investments (Notes 1 E)

AN 2) coiiipsiiwsinimivnsisiisnsiie B 201,440 $ 618,099 $ 54 $ - $ - $ - $ 879,593
Cash with Fiscal Agent (Note 1 E).......... - - 6,886 283,572 - - 290,458
Receivables:

Federal Grants (Note 10)...........cccoeuues - 41,240 - - - - 41,240

Others Funds (Note 3).......ccc.ccovvernneenne 464,751 2,139,855 1,428,270 - - - 4,032,876
Property, Plant and Equipment )

MO B e i ib s arsbnransspsrintisnass - - - - 17,238,910 - 17,238,910

Amount Available in Debt Service

Fund (Note 7) .........ccnveenirenncrcsmreresises - - - - - 282,216 282,216
Amount to be Provide for Payment of:

General Long-Term Debt (Note 6)........ - - - - - 3,224,242 3,224,242
Advance Property Taxes (Note 8)......... - - - - - 3,252,693 3,252,693
State Health Insurance Plant Debt........ - - - - - 1,046,908 1,046,908
Municipal Solid Waste Landfill Debt...... - . - - - 865,505 865,505

Vested Compensated Absences
(NGO T H) porrsesesnessssusrnmaisionessnssnpasene - - - &

583,823 — 583823
TOTAL ASSETS ANDOTHER DEBITS §__ 726191  $.2799194  $.1.435210 §__283.572 $17,238.910  $.9,255.387 $31,738, 464

continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 2001
GOVERNMENTAL FUND TYPES ACCOUNT GROUPS
GENERAL GENERAL TOTALS
SPECIAL CAPITAL DesT Fixep LONG-TERM (MEMORANDUM
GENERAL REVENUE PROJECTS SERVICE ASSETS DEeBT ONLY)
LIABILITIES AND FUND EQUITY
LIABILITIES:
Accounts Payable and
Accrued Liabilities.............cocoovvcviieen. $ 114,468 $ - $ - $ - $ - $ - $ 114,468
Due to:
Government Units (Note 4).................. 531,737 - - - - - 531,737
Other Funds (Note 3)........ccceccevvmuiincns 4,164,030 370,097 93,299 1,356 - - 4,628,782
Deferred Revenues:
Volume of Business Tax (Note 9).......... 212,106 - - - - - 212,106
Federal Grants (Note 10)............cccoeeuee - 419,394 - - - - 419,394
OB il 11,605 - - - - - 11,605
Long-Term Debts:
General Obligations Bonds (Note 6)..... - - - - - 780,000 780,000
Special Obligations Notes (Note 6)....... - - i - - 2,726,458 2,726,458
Advances of Property Taxes (Note 8)... - - - - - 3,252,693 3,252,693
State Health Insurance Plan Debt......... - - - - - 1,046,908 1,046,908
Municipal Solid Waste Landfill Debt...... - - - - - 865,505 865,505
Vested Compansatecl Absences
(Note 1 H) ... T - - - - - 583,823 583,823
TOTAL LIABILITIES 5,033,946 789,491 93,299 1,356 - 9,255,387 15,173,479
continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 2001

FUND EQUITY (DEFICIT):

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

Fund Balance:

Reserved for Encumbrances

{NOEB T ) .. covvevveiisnivs sansuvississnsimssanivinss

Unreserved (Deficit):

Designated for Debt Service
(Note 1K)....

Designated for Subé;quent Years

Expenditures ...
Undesignated (Deﬁclt)

TOTAL FUND EQUITY (DEFICIT) .........

TOTAL LIABILITIES AND
FUND EQUITY

GOVERNMENTAL FUND TYPES ACCOUNT GROUPS
GENERAL GENERAL
SPECIAL CAPITAL DesT Fixep LONG-TERM
GENERAL REVENUE PROJECTS SERVICE ASSETS DesT
$ - $ - $ $ - $17,238,910 $
125,491 - - - =
" - = 282,216 -
42 924 2,009,703 1,341,911 - -
(4,476,170) - - - -
4 755 2,009,703 1,341,911 282216 17.238.910
$ 726191 $2799194 §$.1435210 § 283,572 $17,238910  $.9,256,387

The accompanying notes to general-purpose financial statements are an integral part of this statement.
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TOTALS
(MEMORANDUM
ONLY)

$17,238,910

125,491

282,216

3,394,538
—(4,476.170)

16,564,985

$31,738, 464



MUNICIPALITY OF VIEQUES, PUERTO RICO

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

FOR THE YEAR ENDED JUNE 30, 2001

GOVERNMENTAL FUND TYPES
TOTALS
SPECIAL CAPITAL Dest (MEMORANDUM
GENERAL REVENUE PROJECTS SERVICE ONLY)
REVENUES
Property Taxes (Note 8) ... s 9 085,965 $ - $ - $ 164,217 $ 750,182
Volume of Business Taxes (Note 9) 261,128 - - - 261,128
Federal Assistance (Note 10)... - 1,878,855 - - 1,878,855
Intergovernmental (Note 10)......c.cccceveriieciireiseneinrennne. 4,557,002 1,868,737 196,805 - 6,622,544
Licenses and Permits ............cccoevvnrerevnneesuncsenessenes 90,012 - - - 90,012
Miscellan@ous..........c.oceevecricieriericrie s sae e 55,113 - - - 55113
TOTALREVENUES ............cocciivimaniiirsinnansnessmsiiaes 5.549,220 3.747 592 196,805 164,217 9,657,834
EXPENDITURES
Current:
Mayor and Municipal Legislature..............cccoveninnecnns 697,622 - - - 697,622
General Government...........coceeveeeeiiecieereneneeeereenans 1,160,334 642,312 - - 1,802,646
Public Safety.... 400,964 - - - 400,964
Public Works .. 1,164,781 306,758 - - 1,471,539
Culture and Recreatlon 162,771 - - - 162,771
Sanitation:......i i innssnnnsanns i 901,216 - - - 901,216
Human Services and Welfare..............ccccovcvinireennnnnn 1,467,547 905,866 - - 2,373,413
Lirban DevOlOPMENT. .. oot 18,977 268,479 130,352 - 417,808
Capital Outlays ... 11,772 - - - 11,772
Advance of Property Taxas 649,279 - - B 649,279
Debt Service:
Principal Retirement (Notes 6 and ?) - - - 798,632 798,632
Interest Payment ... - - - 306,324 306,324
TOTAL EXPENDITURES .......ccocevriinriniiininiisiinnenes 6,635,263 2,123,415 130,352 1,104,956 __9,993.986
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES..........ccccvcvvveeenee. _ (1,086,043) 1,624 177 66.45 (940,739) __(336,152)
continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

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

FOR THE YEAR ENDED JUNE 30, 2001

GOVERNMENTAL FUND TYPES
TOTALS
SPECIAL CAPITAL DesT (MEMORANDUM
GENERAL REVENUE PROJECTS SERVICE ONLY)
OTHER FINANCIAL SOURCES (USES):
Advances of Property Taxes (Note 8) ......................... $ 460,163 $ - $ - $ - $ 460,163
Operating Transfer In .. - 4,573 - 977,675 982,248
Operating Transfer Oul (43,483) (938.765) - - (982,248)
TOTAL OTHER FINANCING
SOURCES (USES)..........ccocmrernersnerssmssesssnssassassans 416,680 (934,192) - 977,67 460,163
Excess (Deficiency) of Revenues and Other
Financing Sources Over (Under) Expenditures
and Other Financing Sources ..........ccccooovvvvieceiiieenenns (669,363) 689,985 66,453 36,936 124,011
Fund Balances (Deficit), at Beginning of Year............ (3,638,392) 1.319.718 1,275,458 245,280 (797,936)
FUND BALANCES (DEFICIT) AT END YEAR........... (8_4.307,755) $ 2,009,703 $ 1,341,911 $_ 282216 (§__673,925)

The accompanying notes to general-purpose financial statements are an integral part of this statement.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

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

FOR THE YEAR ENDED JUNE 30, 2001

GENERAL DEBT SERVICE
VARIANCE VARIANCE
FAVORABLE FAVORABLE
BUDGET ACTUAL (UNFAVORABLE) BUDGET ACTUAL (UNFAVORABLE
REVENUES
Property Taxes Advances ....................  $ 471,504 $ 559,409 $ 87905 $ 112,727 $ 164,217 $ 51,490
Volume of Business Taxes .................. 225,500 261,128 35,628 - - -
Intergovernmental...........c..ceeeievecrienennns 4,701,091 4,557,002 (144,089) - - -
Licenses and Permits ..............ccccenenne. 204,500 90,012 (114,488) - - -
Miscellan ous...........uvvvvveverieriesserennnes 701,500 55113 (646,387) - - =
TOTAL REVENUES..........ccccvviviiinenn, 6,304,095 5522664 (781,431) 112,727 164,217 51,490
EXPENDITURES AND
ENCUMBRANCES
Mayor and Municipal Legislature........... 736,597 715,849 20,748 - - -
General Government:
Finanee i v 983,895 949,361 34,534 - - -
Personnel .......ocvrieeiecirivninneciinineneens 58,804 55,5670 3,234 - - -
INSUFANCE.......ooieeieiiieriiececcrerereceenens 115,882 115,882 - - - -
Public Safety...........cccceiviirnineiniriinnns 411,257 401,970 9,287 - - -
Public WOrks ..........coeeuieeviieiieeirennennne, 1,078,990 1,176,390 (97,400) - - -
Culture and Recreation.............cccoceeunnns 174,193 164,933 9,260 . - -
Sanitation .........ecovveirireeeeeerrrirr e 933,707 913,903 19,804 - - -
Human Services and Welfare............... 1,575,127 1,510,835 64,292 - - -
Urban Development...........cccoevrivinennn, 31,713 18,977 12,736 - - -
Capital Qutlays........ccccoevveercnenivrinnnns 14,828 11,772 3,056 - - -
Amortization of Properly Tax. .. ... 162,560 162,560 - - 166,191 (61,398)
Debt Service... - - - 104,793 - -
TOTAL EXPENDITURES AND
ENCUMBRANCES ......cccovvevvieriennn, 6,277,553 6,198,002 79,551 104,793 __ 166,191 61,398
EXCESS OF REVENUES Over
(Under) Expenditures and
Encumbrances.........cceeeeveieieiinininrnnnns 26,542 (675,338) (701,880) 7.934 (1,974) __ (9.908)

continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

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

FOR THE YEAR ENDED JUNE 30, 2001

GENERAL DEBT SERVICE
VARIANCE VARIANCE
FAVORABLE FAVORABLE
BUDGET ACTUAL (UNFAVORABLE) BUDGET ACTUAL (UNFAVORABLE)
OTHER FINANCIAL SOURCES
(USES):
Operating Transfer In (Ouf) .................. 40,3 ($__ 43.483) (% 3,103) $ - $ 38,910 38910

Excess of Revenues and Other
Sources (Uses) Over Expenditures

And Other USeS.............ovvvevveeeerensen. (§___13.838) (718,821)  (§__704.983) $ 7934 36,936 $ 20002

Adjustment Required Under
Generally Accepted Accounting
Principles:

Net Change in Encumbrance ............... 52,132 -
Accrual Liability for Certain Debts

Not Recognized in Budget.................. - -
Expenditures for Principal and Interest

On Long-Term Obligation................... (2,674) -
Net Changes in Unbudgeted

-] 1 3 - o i e A e o P

Fund Balance (Deficit), as Restated

at Beginning of Year........cc.cccccvvevveenne (3,638,392) 245,280
FUND BALANCE (DEFICIT)
AT END OF YEAR ($.4.307,755) $ 282216

The accompanying notes to general-purpose financial statements are an integral part of this statement.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Vieques, Puerto Rico (Municipality) was founded in the year
1844, and operates as a governmental unit of the Commonwealth of Puerto Rico,
under the Law Number 81 of August 30, 1991, known as “Autonomy Municipalities
Law of the Commonwealth of Puerto Rico”. The governmental system of the
Municipality 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 legislative body consists of 12 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
administrative services.

The accounting policies of the Municipality conform to accounting principles
generally accepted in the United States of America as applicable 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
America (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 codification of the existing
Governmental Accounting and Financial Reporting Standards, which, along with
subsequent GASB pronouncements (Statements and Interpretations), constitutes
GAAP for governmental units. The 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 account 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 Municipality 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 government are financially
accountable for the entity. Financial accountability exists if the primary government
appoints a voting majority of the entity's governing body 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 (1) provide specific 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 significance
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 light 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 criterias applicable to the
Municipality indicates 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 off self-balancing accounts that
comprise its assets, liabilities, fund equity, revenues and expenditures. The various
funds and account groups are summarized by type in the accompanying general-
purpose financial statements. The Municipality records its transactions 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 of
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.

"

continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation)

B. Basis of Presentation

Also, on December 16, 1997, the Municipality created the “Corporacion para el
Desarrollo de la Salud en la Isla Nena-Vieques”, a non-profit organization, according
to State and Municipal Laws for administer and supervise the operation of Health
Center located in Vieques. The Mayor has the authority to appoint 1/3 part of member
of Board of Director of the Corporation that have voting power except the directors
that are municipdl employees. The Health Center's operational activity was
recognized in the General Fund during the fiscal year.

GOVERNMENTAL FUNDS

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

General Fund — 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.

Special 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.

Debt Service Fund — This is used to account for the accumulation of resources
for, and the payment of, general long-term debt principal and interests.

Capital Projects Fund — 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 is not fund; it does not reflect available financial resources and
related liabilities, but is accounting record for the general long-term obligations.
Account groups are used to establish accounting control and accountability for the
Municipality'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-Term D nt Group — This account group 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
recognized 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. The 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
collectible within the current period or soon enough thereafter, normally within sixty
days, to be used to pay liabilities of the current period. Revenues collected in
advance of the fiscal year to which they apply are recorded as deferred revenues and
recognized as revenues in the years to which they apply.

In applying the “susceptible to accrual” concept to intergovermmental revenues, the
legal and contractual requirements of the numerous individual programs are used as
guidance. There are, however, essentially three types of these revenues. For one
type, monies must be expended on the specific purpose or project before any
amounts will be paid to the Municipality; therefore, revenues are recognized based
upon the expenditures recorded. For the second type, monies are received in
advance and recorded as deferred revenues until the appropriate expenditures are
made, at which time the revenues are recorded.

12
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation)

C. Basis of Accounting (continuation)

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

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

Expenditures and related liabilities are generally 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.

D. Budgetary Accounting

The Municipality's Annual Budget is prepared on the budgetary basis of accounting,
represents departmental appropriations 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 budget, 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:

1. Prior of May 31 of each fiscal year, the Mayor submits to the Municipal
Legislature a proposed budget for the fiscal year commencing the following
July 1 in addition of a budget message.

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

3. The Commissioner of Municipal Affairs examines the budget to verify if it
complied with the law's standards and sends it to the Mayor for any
comments or recommendation before the limited 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 annual appropriation ordinance, the
Municipal Legislature has the authority to make necessary amendments
made during the fiscal year and are reflected in the budget information
included in the general-purpose financial statements.

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

Since the budgetary basis differs from accounting principles generally accepted in the
United States of America (GAAP), actual amounts for the General Fund in the
accompanying Combined 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 principal differences between the budgetary and GAAP bases are the following:

1. Encumbrances are recorded as expenditures under the budgetary basis and
as a reserve of fund balances under GAAP,

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).

3. Interfund 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 measurable and available,
are not included in the budgetary data.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation)

D. Budgetary Accounting (continuation)

All encumbrance appropriations in the operating budget lapse at the end of the fiscal
year. Property taxes collected during the current year by the Municipal Revenue
Collection Center (Fiscal Agent) are presented as revenues in the accounting 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 because 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 program period which is not necessarily a
year. Accordingly, it's 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 Municipality and, accordingly, it is
not practical to disclose certificates of deposit and other short-term investments
individually 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 Service and Capital Project
Funds are restricted; accordingly, resources available were not used for pool
investments.

Cash with fiscal agent represents property tax collections retained by the Municipal
Revenues Collection Center and Government Development Bank of the
Commonwealth of Puerto Rico. Debt Service Fund is restricted for the payment of the
Municipality's obligations, and others are restricted for specific projects, such as the
acquisition or construction of permanent improvements.

F. Inventories

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

G. General Fixed Assets

The General Fixed Assets Account Group reflects the cost of fixed assets of a
stewardship nature (certain land, buildings, certain improvements other than building,
furniture and fixtures, equipment and motor vehicles acquired or constructed by the
Municipality. Public domain (infrastructure) fixed assets consisting 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 will not be capitalized in the General Fixed Assets Account Group.

H. Compensated Absences

Municipal employees are granted 30 days of vacations and 18 days of sick leave
annually. Vacations may be accumulated up to a maximum of sixty (60) days and sick
leave up 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 from employment prior to use of all or part of the sick leave, or upon
retirement, terminates all rights for compensation, except for employees with ten
years of service who are entitled to sick leave pay up to the maximum allowed. The
Municipality accrues a liability for compensated absences, which meet the following
criteria: (1) the Municipality's obligation relating to employee's rights to receive
compensation for future absences is attributable to employee's services already
rendered; (2) the obligation relates to rights that vest or accumulate; (3) Payment of
the compensation is probable; and (3) the amount can be reasonably estimated.

In accordance with the above criteria and requirements as established by GASB
Number 16, the Municipality has accrued a liability for compensated absences,
which has been eamed but not taken by municipal employees. The liability for
compensated absences, which will not require the use of expendable available
financial resource, is included in the General Long-Term Debt Account Group.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation)

l. Insurance

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

J. Interfund Transactions
The Municipality has the following types of transactions among funds:

Operating Transfers — Legally required transfers that are reported when
incurred as “Operating transfers-in” by the recipient funds and as
“Operating transfers-out” by the disbursing fund.

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

K. Reservations of Fund Balance

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

Encumbrance ~ Represent future expenditures under purchases orders,
contracts and other commitments issued for goods and services not
received at year-end. Where the appropriations lapse at year-end these will
be honored during subsequent year. Encumbrances constitute the
equivalent of expenditures for budgetary purposes and, accordingly, are
reported with expenditures in all budgetary basis statements.

Debt Service — Represents net assets available to finance future debt service
payments.

Fund Deficit in the General Fund is primarily attributable to prior year adjustments due
to unrecorded debts and cash accounts reconciliation. The deficit is expected to
decrease in the future as a result of a plan to reduce expenditures, obtain additional
sources of revenues, and appropriation in annual budget as require by State
Municipal Law.

L. Claims and Judgments

The estimated amount of the liability for claims and judgments, if 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 liability or liabilities with a fixed or expected due date, which will require
future available financial resources for its payment.

M. 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 liabilities and the
disclosures of contingent assets and liabilities at the date of the financial statements
and the reported revenues during the reporting period. Actual result count differs from
those estimates.

NOTE2 CASH AND INVESTMENTS

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

Puerto Rico laws authorize governmental entities to invest in direct obligations or
obligations guaranteed by the federal government or the Commonwealth of Puerto
Rico. The Municipality is also allowed to invest in bank acceptances, other bank
obligations and certificates of deposit in financial institutions authorized to do
business under the federal and Commonwealth laws. During the year, the
Municipality invested its funds in interest bearing bank accounts and short-term
certificates of deposit.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE 3 |INTERFUND RECEIVABLE AND PAYABLE BALANCES
Short-term advances between funds are accounted for in the interfund receivable and

payable accounts. Interfund receivable and payable balances at June 30, 2001
consist of the follows:

Interfund
Receivable Payable

General:

Interfund Loans... $ 463,395 $4,164,030

Interest Receivable from Debl Senﬂce Fund 1,356 -
Special Revenue:

Interfund Loans..........cccvveeereeieecrreceereniens 2,139,855 370,097
Capital Project:

Interfund Loans..........ccccvevrvenieiniininnnienianns 1,428,270 93,299
Debt Services:

Interest Payable to General Fund................ - 1.356

NOTE4 DUE TO OTHER GOVERNMENTAL UNITS

As of June 30, 2001, balance due to other governmental units of the General Fund for
services rendered to the Municipality, consists of the following:

The Municipality also due the amount of $1,046,808 to State Health Insurance Plan
(ASES). This amount should be amortized through retention of the increase in the
Electronic LOTO participation received by the Municipality, in accordance with Law
Number 29 of July 1, 1997. -

NOTES PROPERTY, PLANT AND EQUIPMENT

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

Balance Additions Dispositions Balance
July 1, and and June 30,
Description 2000 Adjustments  Adjustments 2001

EaN 2 s v casprm s qines ity $ 2152871 § - 3 - §$ 2152871
Buildings and Improvements .. 2,145,027 - - 2,145,027
Machinery and Equipment...... 2,168,794 - - 2,168,794
Construction in Progress......... 1 - - 10,772,218
TOTAL coovvicvvinninnneen,. 317238910 § s - §$17.238910

NOTE6 GENERAL LONG-TERM DEBTS
A. GENERAL OBLIGATIONS BONDS AND SPECIAL NOTES PAYABLE

The principal long-term obligations of the Municipallty are general obligations bonds
and special notes issued to finance the construction and improvements of public
facilities and purchase of equipment. The Municipality's obligations long-term debt
retirements are appropriated and paid from resources accumulated in the debt
service fund (See Note 7). The special obligations long-term notes retirements are
paid through retention made by the Municipal Revenue Collection Center from
monthly advance of annual property tax and subsidy send to the Municipality.

AMOUNT General obligations bonds and notes payable as of June 30, 2001, are comprised of
s, W the following individual issues:
PR Electric Power Authority.... $236,853
Department of Labor and Human Resources 278,886 Description Amount
Water and Sewer Authority ... 15,998
General Obligations Bonds:
$325,000, Series 1987, payable in semiannual installments ranging
from $5,000 to $40 000, exciudnng interest, through July 1, 2002;
interest at 5.00%... $ 80,000
continue
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE6 GENERAL LONG-TERM DEBTS (continuation)

Description Amount

General Obligations Bonds:

$720,000, Series 1999, payable in semiannual installments ranging

from $10,000 to $65 000, excludlng interest, through July 1,2023;

interest at 7.00%... . ” 700,000
Total General Obligations — Bonds..........ccccvecvvcecvecvccrececiecicvcveeres 780,000

Special Notes:

$205,643, Series 1984, payable in quarterly instaliments of $2,268,

excluding interest, through July 1, 2004, interest at 10.00%................. 27,218

$283,000, Series 1991, payable in quarterly installments of $3,640,

excluding interest at 5.00%, through October 1, 2011;. i 149,240

$5,520,000 Series 1995, payable in semiannual installments ranging

from $550,000 to $900,000, excluding interest, through August 1,

20083; interest at 4.08% (Paid through SBGP Fund).......cccccoconveenreannn 2,550,000
Total Special Obligations — BONAS.........ccccovveiviirinrivirnecnreesniosseossensens 2,726,458
Total Obligations Qutstanding ...........cuiiseceamssmssssssniss $3,506,458

The annual requirements to amortize the general and notes obligations outstanding
as of June 30, 2001, are as follows:

Year Ending Principal Interest Total
June 30, Payment Payment Payment

2002 $ 828,632 $ 241,783 $1,070.415
2003 978,632 167,666 1,146,298
2004 938,632 88,798 1,027,430
2005 29,560 232,958 262,518
After 2004 731,000 501,399 1,232,399
TOTAL $3.506456  $1.232604  $4.739.060

B. OTHER LONG-TERM DEBTS

Balance New Retirements Balance
Juiy 1, Issues and  and Current June 30,
Description 2000 Adjustments  Maturates 2001

Property Tax Advance ................. $3,422419 $ 486,719 § 656445 $3,252,693
State Health Insurance.................. 1,232,609 - 185,701 1,046,908
Compensated Absences .............. 627,484 - 43,661 583,823
PR Electric Power Authority.......... 113,555 - 113,555 -
Est. Landfill Postclosing Costs...... 865,505 - - __865505
TOTAL i, 36261572 5 486719 § 009362  §5,748.929

C. CHANGES IN GENERAL LONG-TERM DEBTS

The following is a summary of changes in long-term debts for the year ended June
30, 2001:

BALANCE RETIREMENTS BALANCE

Jury 1, New AND CURRENT JUNE 30,

DESCRIPTION 2000 ISSUES MATURATES 2001
General.......c......... $ 855000 $ - 8 75000 $ 780,000
Notes:.....ccncnm 3,450,090 - 723,632 2,726,458
Others Debts 6,261,572 486.719 999,362 __ 5,748,929
TOTALusrscessions $10566,662 § 486719 § 1797994 § 9.255387

NOTE7 DEBT RETIREMENT

Revenues of the Debt Service Fund consists of the ad-valorem property taxes which
are recognized as revenue when collected from taxpayers and reported by the
Municipal Revenue Collection Center of the Commonwealth of Puerto Rico to the
Municipality (See Note 8).

These property taxes are accumulated by the Municipal Revenue Collection Center in
costs of the general obligations bonds issued by the Municipality (See Note 6).
Payments are made to the Government Development Bank of the Commonwealth of
Puerto Rico from such accumulated funds by the Municipal Revenue Collection
Center of Puerto Rico.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE8 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
Municlpality and for the levy, administration and collection of the corresponding tax
contribution. The property tax contribution is levied each year over the appraised
value of the property at the beginning 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.

The tax rate per annum is 8.03% for real property and 6.03% for personal property of
which 1.03% of both belongs to the Commonwealth of Puerto Rico and 7.00% and
5.00%, respectively, belongs to the Municipality. From the portion belonging to the
Municipality, 6.00% and 4.00%, 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 1.00%
represents the ad-valorem property taxes withheld by the Municipal Revenue
Collection Center of the Commonwealth of Puerto Rico and restricted for debt
service, which is accounted for through the Debt Service Fund (See Note 7). The
Municipality has reached the maximum statutory tax rate limit for the basic tax while
there is no limitation for the ad-valorem tax rate.

The Commonwealth of Puerto Rico grants complete real property tax exoneration on
the first $15,000 has assessed valuation on residential units occupied by their
owners. However, the Municipality receives the full amount levied, except for
residential units assessed at less than $3,500 on which a complete exemption is
granted. The Municipal Revenue Collection Center, instead of the property taxpayer,
becomes the source of payment in these cases.

The Municipality 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 quarterly 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 Collection Center periodically informs to the Municipality the
amounts collected from taxpayers and applied to outstanding advances.

The Municipality 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-Term 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-Term Account Group, for
the Prior Advance Property Taxes owed to Treasury Department and Municipal
Revenue Collection Center (MRCC), expenditures in the General Fund and
recognized as revenue in accordance with GAAP. The balance of Advance of
Property Taxes at June 30, 2001 is as follow:

TREASURY
MRCC DEPARTMENT TOTAL
Advance of Property Taxes at 07/01/00............... $3,350,760 $ 71,660 $3,422,420
Plus: Advance of Property Taxes — Current........ 486,718 - 486,718
Less: Amortization through Collection — Current. (649,279) (7,166) (656,445)

Advance of Property Taxes at 06/30/00............... $3,188,199 $ 644094 $3,252 693
The Municipality had receivable of $218,639 from Municipal Revenue Collection
Center, for property tax revenue, according to Fiscal Year 2000-2001 Final
Liguidation. The receivable was not recognized at June 30, 2001 because is not
available.

NOTE9 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:

a. 1.50% for financial institutions and savings and loan associations.
b. 0.40% for all other organizations with volume of sales less than $200,000
and 0.50% for volume of sales in excess of $200,000.

Taxes are payable in two equal semi-annual installments on July 1 and January 1
following the date of levy. If 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.

18

continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE 10 INTERGOVERNMENTAL REVENUES

Intergovernmental revenues consists primarily of funds received from the
Commonwealth of Puerto Rico, “in lieu of tax” payments from the quasi-public
corporation, PR Electric 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 through the General
Fund except for those directly related to urban development and capital
improvements, which are accounted for through 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 on May 15, 1951, as amended, and became
effective on January 1, 1952. ERS covers all regular employees of the
Commonwealth of Puerto Rico and its instrumentalities and of certain municipalities
and components units not covered by their own retirements 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 credited service. Benefits vest after ten
years of plan participation.

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 multiple-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
Commonwealth statute to accept before April 1, 1999 to contribute 5.775% 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. After such date, contribute 8.275% of their salaries. This is the
only choice available to Mayor. The Municipality contributes to the system 9.275% of
the participating employee’s salaries.

On September 24, 1999 amendments to the law were approved, which 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.
Employees in the savings program may now contribute an additional 10% of their
monthly salary, and, 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.

All employees who at the time of employment are 55 years old or less are eligible 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
30ormore S5orless 65% of the average of the three years of highest salary
during the employee's service period.
30ormore S58ormore 75% of the average of the three years of highest salary
during the employee’s service period.
30ormore 65ormore 75% of the average of the three years of highest salary

during the employee's service period (employees
started working after April 1, 1990).

The total pension expenditures recorded in the category of administration for the
Fiscal Year Ended June 30, 2001 was approximately $187,845. All employees who at
the time of employment are 55 years old or less are eligible to participate in the
System. No benefit is payable if the participant receives a refund of his accumulated
contributions.

The pension benefit for participants who retire with less than 30 years of service is
computed at the rate of 1%4% 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.
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE 11 EMPLOYEE'S RETIREMENT PLAN (continuation)

A variety of significant actuarial assumptions 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 27, Financial Reporting for Defined
Benefit Pension Plans and Notes Disclosure for Defined Contributions Plans. The
standardized measurement is the actuarial present value of estimated defined
pension 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 2001 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 historical trend information regarding the accumulation of assets and pension
benefit obligation in the ERS are not available. For the ten-year trend information,
refer to the separately issued financial statements of the ERS as of and for the year
ended June 30, 2001.

NOTE 12 ESTIMATED MUNICIPAL SOLID WASTE LANDFILL CLOSING COSTS

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.

The Municipality has one inactive landfill with estimated closing costs of $865,505
presented in the General Long-Term Debt Account Group. The Municipality will
provide, within it operational budgets, after next two years, the amount of closure care
cost based on the closing study. However, the actual cost of closure and postclosure
care may be higher due to inflation, changes on technology or changes in landfill laws
and regulations.

NOTE 13 CONTINGENCIES
A. CLAIMS AND JUDGMENTS

The Municipality is, at present, a defendant in a number of legal matters that arise
from alleged improper application of policies and negligence in the ordinary course of
the Municipality's activities. The legal counsel of the Municipality has advised that
at this stage in the proceedings of lawsuits he cannot offer an opinion as to the
probable outcome.

In addition, the Municipality is a defendant or co-defendant in several legal
proceedings, which 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. The financial statements do not include adjustment,
if any, that could result from the others resolutions of legal proceeding. However, it
has been the Municipality’s experience that such actions are settled for amounts
substantially less than the claimed amounts.

B. FEDERAL GRANTS

In the normal course of operations, the Municipality receives grants 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.
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NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS
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NOTE 14 GASB STATEMENTS NUMBERS 33, 34, 37 AND 38

In June 1999, the Governmental Accounting Standards Board (GASB) issued GASB
No, 34, Basic Financial Statements — and Management's Discussion and Analysis —
for State and Local Govemments. 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. Management's 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 government's financial activities based on currently
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 current year.

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. Government-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
government's 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 similar
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 Financial Statements — One set of notes for both financial
statements.

C. Required Supplementary Information other than MD&A. Except for MD&A,
required supplementary information, 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 Municipality 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 govermmental
infrastructure assets is 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 early implementation of this Statement, should also
implement GASB Statement Number 33, Accounting and Financial Reporting for
Nonexchange Transactions, at the same time. Also, GASB 34 was amended by
GASB Number 37 and 38 for topics that should be included in the MD&A and
disclosures.

END OF NOTES
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
AND REPORTS REQUIRED BY GOVERNMENT AUDITING
STANDARDS AND OMB CIRCULAR A-133



MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2001

Federal Grantor / Pass Through
Grantor / Program Title

U.S. Department of Agriculture:
Pass-Through PR Department of Education

Child and Adult Care Food Program..........cc.ccoenue.e..

U.S. Department of Housing and
Urban Development:

Pass Through State - Office of Commissioner of
Municipal Affairs

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

Direct Programs:

Section 8 Rental Vouchers Program ............c.c.........

Section 8 Rental Moderate Rehabilitation Program..

Total Department of Housmg and
Urban Development ... AR et S

U.S. Department of Health and Human Services:

Pass-Through Regional Elderly Office — Office
Of the Governor

Special Program for Aging, Title Ill, Part B .....

Special Program for Aging, Title lll, Part C...............

Total U.S. Departr‘nent of Health and
Human Services ..

TOTAL EXPENDITURES
OF FEDERAL AWARDS

* Not Available

Federal Pass-Through
CFDA Entity Identifying Total

Number Number Expenditures
10.558 * 8,058

14.228 00-FD-65

99-FD-65

98-FD-65

97-FD-65
95-FD-65 1,314,678
14.855 237,550
14.856 269,941
1,822,169
93.044 2 23,860
93.045 ¥ 24,768
48,628
$1,878,855

The accompanying Notes to Schedule of Expenditures of Federal Awards are an integral of this Schedule.



MUNICIPALITY OF VIEQUES, PUERTO RICO
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2001

NOTE 1

NOTE 3

NOTE 4

NOTE §

NOTE 6

GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
the Municipality of Vieques, Puerto Rico (Municipality) and is presented on the medified accrual
basis. The information in this schedule is presented in accordance with the requirements of OMB
Circular A-133, Audits of States, Local Govemments, and Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from amounts presented in, or used in the preparation of,
the general-purpose financial statements. The reporting entity is defined in Note (1) (A) to the general-
purpose combined financial statements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

B. The Municipality in accordance with the terms records the financial transactions 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 are determined based on the program name, review of
grant contract information and the Office of Management and Budget's Catalogue of Federal Domestic
Assistance.

RELATIONSHIPTO GENERAL-PURPOSE COMBINED FINANCIAL STATEMENTS

Federal financial assistance expenditures are reported in the Municipality’s Combined Statement of
Revenues, Expenditures and Change in Fund Balance — All Governmental Fund Types as follows:

SPECIAL CAPITAL Dest
DESCRIPTION REVENUE PROJECT SERVICE TOTAL
Federal Programs Expenditures ...... $ 940,090 $ - $ 938,765 $1,878,855
State & Municipal Expenditures....... _1,183,325 130,352 166,191 1,479,868
TOTAL EXPENDITURES .............  $2123415 $ 130352  $1.104956  $3.358.723

LOAN OUTSTANDING

At June 30, 2001, the Municipality had an outstanding loan balance under program Section 108 Loan
Guarantee Assistance (CFDA No. 14.228), for which the grantor does not impose continuing
compliance requirements. The outstanding balance of the Loan Guarantee Assistance at June 30, 2001
was $2,311,235.

MAJOR PROGRAMS

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

END OF NOTES
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CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

TEL (787) 746-0510
PO BOX 8369
CAGUAS, P R 00726-8369 FAX (787) 746-0525

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

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Vieques, Puerto Rico

We have audited the financial statements of Municipality of Vieques, Puerto Rico
(Municipality) as of and for the year ended June 30, 2001, and have issued report thereon
dated February 1, 2002, which was qualified because we been unable to audit the fixed assets
of the General Fixed Assets Account Group, the transactions not recorded in the Cash Accounts
of the General Fund, and the interfund transactions in the Due From, Due To accounts
balances. 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 disclosed no instances
of noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial 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 matter involving the internal control over financial
reporting and its operation that we consider being reportable condition. 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 judgment, could adversely
affect the Municipality’s ability to record, process, summarize and report financial statements.
Reportable conditions are described in the accompanying Schedule of Findings and Questioned
Costs as items 01-1i-01 through 01-1I-03.
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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

Page 2

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that 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 the reportable
conditions described being material weaknesses. 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 February 1, 2002.

This report is intended for the information of the management, 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.

ofe? 2€

CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants

Caguas, Puerto Rico
February 1, 2002




CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

R TR
CAGUAS, P R 00726-8369 (787)

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 Vieques, Puerto Rico

Compliance

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

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the Municipality’s
compliance with those requirements and performing such others procedures, as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on the 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 year ended
June 30, 2001. However, the results of our auditing procedures disclosed an instance of
noncompliance with those requirements, which is required to be reported in accordance with
OMB Circular A-133 and which is described in the accompanying Schedule of Findings and
Questioned Costs as item 01-111-01.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH
OMB CIRCULAR A-133

Page 2

Internal Control Over Compliance

The management of the Municipality s responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts and grants
applicable to federal programs. In planning and performing our audit, we considered the

unicipality’s internal control over compliance with requirements that could have a direct and
material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on the interal control
over compliance in accordance with OMB Circular A-133.

We noted certain matters involving the internal control over compliance and its operation that
we consider being 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 condition is described in the accompanying Schedule of
Findings and Questioned Costs as item 01-111-01.

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 believe that the reportable condition described above is not a
material weakness.

This report is intended for the information of the audit committee, management, 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.

G ABE.
CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants

Caguas, Puerto Rico
February 1, 2002
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FINDINGS AND QUESTIONED COSTS



MUNICIPALITY OF VIEQUES, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2001

Section | - Summary of Auditors’ Results

Financial Statements
Type of auditors’ report issued: Quallified

Internal control over financial reporting:

@ Material weakness (es) identified? X Yes No
® Reportable condition(s) identified that are not
considered being material weaknesses? Yes X None Reported
Noncompliance material to financial statements noted? Yes X No
Federal Awards

Internal control over major programs:

® Material weakness(es) identified? Yes X No

® Reportable condition(s) identified that are not
considered being material weaknesses? X Yes None Reported

Type of auditors’ 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? _ X Yes __ No
Identification of Major Programs:
CFDA Number Name of Federal Program or Cluster
14.228 State Block Grant Program (SBGP)

Dollar threshold used to distinguish between
Type A and Type B Programs: $300,000

Auditee qualified as low-risk auditee? Yes X No

continue



MUNICIPALITY OF VIEQUES, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2001

Section Il - Financial Statement Findings

FINDING
REQUIREMENT
CONDITION

CRITERIA

EFFECT

CAUSE

RECOMMENDATION

MANAGEMENT RESPONSE

NUMBER 01-11-01
REPORTABLE CONDITION OVER ACCOUNTING RECORDS

During our examination of the Municipality’s accounting system we
noted that the Municipality failed to implement adequate internal control
procedures to maintain a complete accurate and reliable set of
accounting records and reports. The Municipality prepares bank
account reconciliation, but cash account balances per accounting
records (Model 4A) were not reconciled with adjusted cash balance per
banks. This is a prior year finding.

Article 8.010 (c) (2) and (3) of State Act Number 81 of August 30, 1991
stated that Municipality should maintain accurate accounting records
and fund controls.

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

Municipality reconciled cash balances per bank, but did not reconcile
cash balances per accounting records.

Municipality should reconcile monthly the accounting record’s cash
account balances with adjusted cash balances per bank.

Pending a Corrective Action Plan.

continue
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MUNICIPALITY OF VIEQUES, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2001

Section Il - Financial Statement Findings

FINDING
REQUIREMENT
CONDITION

CRITERIA

EFFECT

CAUSE

RECOMMENDATION

MANAGEMENT RESPONSE

NUMBER 01-11-02
REPORTABLE CONDITION OVER ACCOUNTING RECORDS

During our examination of Municipality's inter-fund transactions we
noted that the Due To/From transactions for the Fiscal Year 2000-2001
presented a total combined difference of $595,906. This is a prior year
finding.

Article 8.010 (C) (2) and (3) of State Act Number 81 of August 30, 1991,
stated that Municipality should maintain accurate accounting records
and fund controls.

Municipality did not maintain a self-balanced Due To/From Account
balances in its financial statements.

Municipality did not maintain an adequate control of the accountability
regarding inter-fund transactions.

Municipality should implement internal control procedures over inter-
fund transactions in order to maintain accurate financial statements.

Pending a Corrective Action Plan.

continue
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MUNICIPALITY OF VIEQUES, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2001

Section Il = Financial Statement Findings

FINDING
REQUIREMENT

CONDITION

CRITERIA

EFFECT

CAUSE

RECOMMENDATION

MANAGEMENT RESPONSE

NUMBER 01-11-03

REPORTABLE CONDITION OVER PROPERTY, PLANT AND
EQUIPMENT '

The Municipality failed to provide to us a detailed and updated Property,
Plant and Equipment Subsidiary Ledger. This is a prior year finding.

Article 10.002 of State Act Number 81 of August 30, 1991 stated that
Municipality should maintain updated property accounting records.

Municipality did not maintain an adequate control of the accountability
regarding property, plant and equipment transactions.

The Municipality fails to maintain adequate internal control procedures
to maintain a detailed and updated Property, Plant and Equipment
Subsidiary Ledger.

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

Pending a Corrective Action Plan.

continue
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MUNICIPALITY OF VIEQUES, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2001

Section 1l - Federal Award Findings and Questioned Costs

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 01-111-01

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

COMPLIANCE AND INTERNAL CONTROL
CASH MANAGEMENT

Federal Financial Assistance is sometimes requested and not used to
cover immediate expenditures incurred.

Code of Federal Regulations, 24 CFR Subpart |, Section 570.487(c)
stated that units of general local governments shall use procedures to
minimize the time elapsing between the transfer of funds by the State
and disbursement for CDBG activities, according with Treasury Circular
1075.

The Federal Program Department did not maintain appropriate cash
management procedures in order to request funds to federal agencies
only for immediate needs.

It could be understood that Federal Program Department is requesting
funds in excess of the immediate expenditures incurred. :

We recommend to management to revise their forecast procedures in
order to comply with this requirement.

None

Pending a Corrective Action Plan.

END OF SCHEDULE




MUNICIPALITY OF VIEQUES, PUERTO RICO
SCHEDULE OF PRIOR AUDIT’'S FINDINGS
FOR THE YEAR ENDED JUNE 30, 2001

FiscAL FINDING CFDA QUESTIONED
YEAR NUMBER FINDING NUMBER cosTt COMMENTS
(1) Audit Findings that have been fully corrected:

2000 00-111-01 Supporting documents not available. 14.228 $25,041.73 System and  procedures  corrected.
Questioned Cost pending of final
determination.

(2) Audit Findings not Corrected or Partially Corrected:

2000 00-111-02 Municipality held excess of cash. 14.228 NONE Municipality Mayor gave an instruction to
the Finance Director that, in coordination
with Federal Program Director, follows the
procedures required by Federal
Government, in order to comply with this
guideline.

00-111-03 Procurement Standards 14.228 NONE Municipality Mayor gave instruction to
Municipal Secretary to revise and update
contract model to assure that all clauses
required by Federal Agencies are included
in order to comply with the Federal
Regulations.

1999 99-111-01 Municipality held excess of cash. 14.228 NONE See Finding Number 00-111-02 above.

99-111-02 Procurement Standards 14.228 NONE See Finding Number 00-111-03 above.

1998 98-I11-01 Municipality held excess of cash. 14.228 NONE See Finding Number 00-111-02 above.

98-111-02 Procurement Standards 14.228 NONE See Finding Number 99-111-03 above.

1997 97-111-01 Municipality held excess of cash. 14.228 NONE See Finding Number 00-111-02 above.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF PRIOR AUDIT’S FINDINGS
FOR THE YEAR ENDED JUNE 30, 2001

FIscAL FINDING CFDA QUESTIONED
YEAR NUMBER FINDING NUMBER CosT

COMMENTS

(3) Corrective action taken is significantly different from corrective action previously reported:
NONE

(4) Audit findings is no longer valid:
NONE

END OF SCHEDULE
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Estado Libre Asociado de Pucrto Rico
GOBIERNO MUNICIPAL DE VIEQUES
Howuorable Daimaso Serrano L(}pcz

Alcaloe

|5 de marzo de 2002

Sr. Rafael Rodriguez Vega
Direclor de Finanzas

Municipio de Vieques (“ ’”\\‘ D\I(

Fstimado senor Rodriguez:

Como es de su conocimiento el Single Audit 2001 fue entregado a nuestro
Municipio. Se nos hizo entrega de varlas copias de informe ya que debe ser
enviadas a dilerentes agencias antes del 31 de marzo de 2002. Algunos de esto
informes deben ser enviados con copia del Plan de Accion Correctiva sobre las
recomendaciones dadas por el CPA Diaz Marlinez.

i

A conlinuacion le desgloso las recomendaciones impartidas para que luego
me conleste por escrilo en qué ‘slatus’ estan fas recomendaciones si ya han sido
implementadas o si no, favor de indicar qué accion va a tomar al respeclo:

!

A}

1) En el hallazgo # 0I1-II-F01 se noto que en el Municipio fallo en implantar
controles internos adecuado para mantener un sistema de registro de
contabilidad eficiente y confiable. El Municipio prepara conciliaciones
bancarias para el balance en caja de los modelos 4A y no lo reconcilian
con el balance de caja ajustado por banco.

- Se recomienda que el Municipio reconcilie mensualmente los registro de
contabilidad de la cuenta de caja con el balance ajustado por banco.

2) En el hallazgo #01-lI-02 se enconlrd una diferencia de $ 595,906 en
transacciones entre fondos del Ao Fiscal 2000-2001.

- Se recomienda implantar controles inlernos para los procedimientos de

Calle Carlos Lebrum Nitni. 449 Vieques, Puerto Rico 00765 Tel. 1 - (787) - 741-5000



transacciones enlre fondos para mantener estados financieros efectivos.

3) En el hallazgo # 01-1-03 se encontrd que el Municipio fallo en proveer un
Subsidiary ledger delallado y al dia de Propiedad y Equipo.

- Se recomienda implantar conlroles internos para cumplir con este registro.

4) En el hallazgo 0I-ll-0l se enconlrd que se pedian ayudas federales y no
se usaban para cubrir costos inmediatos.

- Se recomienda a la gerencia a revisar sus procedimientos de estimar o
pronosticar para asi cumplir con este requisito.

Necesito de favor contesle esta carta antes del 3| de marzo de 2002, ya
que la fecha esta proxima y queremos hacer llegar los informes a tiempo.
Cualquier duda o comentario al respecto favor de llamar al (787) 741-7324
(oficina) ¢ al (787) 741-5000 ext. 228. Sin otro en particular

£ 0 o i

Luis O. Bermudez Porlela
Auiditor Interno
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Estado Libre Asociado de Puerto Rico
GOBIERNO MUNICIPAL DE VIEQUES
Homorable Démaso Serrano Lopez

Alcaloe

15 de marzo de 2002

Sr. Fabian Marlinez
Director Programa Federales ; O P Y

Municipio de Vieques
Cstimado senor Martinez:

Como es de su conocimiento el Single Audit 200! fue entregado a nuestro
Municipio. Se nos hizo entrega de varias copias de informe ya que debe ser
enviadas a diferentes agencias antes del 3|1 de marzo de 2002. Algunos de estos
informes debe ser enviados con copia del Plan de Accion Correctiva sobre las
recomendaciones dadas por el CPA Diaz Martinez.

A conlinuacion le desgloso la recomendacion impartida para que luego me
conlesle por escrilo en que ‘slatus’ esla la misma si ya ha sido impiemenlada o sl
no, favor de indicar qué accion va a tomar al respecto:

\

1) En el hallazgo OI-lll-01 se encontrd que se pedian ayudas federales y no
se usaban para cubrir costos inmedialos.

- Se recomienda a la gerencia a revisar sus procedimientos de estimar o
pronosticar para asi cumplir con este requisito.

Calle carlos Lebrum Nitn. 449 Viegues, Puerto Rico 00765 Tel. 1 - (787) - 741-5000



Necesilo de favor conleste esla carla anles del 31 de marzo de 2002, ya
que la fecha esta proxima y queremos hacer llegar los informes a tiempo.
Cualquier duda o comentario al respecto favor de llamar al (787) 741-7324
(oficina) o al (787) 741-5000 ext. 228. Sin olro en particular.

f; .DD' G)M% QJOQ\QL\
uis O. Bermudez Portela
Auiditor Inlermo
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Estado Libre Asociado de Puerto Rico
GOBIERNO MUNICIPAL DE VIEQUES
Oficina de

i 18_dc_ marzo de 2002

Sr. Luis O. Bermudez Portela: . ./
Auditor Interno '
Gobierno Municipal de Vieques
Calle Carlos LeBram #449 « .
Vicques, Puerto Rico 00765 -

| COPY

! s : . !
Sefior Bermudez: i, AR FEN Sk B gegh /

Le estamos. indicando las corrccciones que se hicieron a los hallazgos
mencionados en su carta. - = Le estamos enviando el Plan de Accion correctiva para los
mismos. ’ 7.1 v i

Cualquier duda favor comunicarse a la Oficina de Finanzas al (cléfono (787).
741-5000 ext. 240. : ) f Al 8 A3 R

4 Cordiﬂlmcnt'e,: B :
14 Rodriguez Vega \
Director de Finanzas; - \
RRV/yrc )
Anexo AT /'.
¥ p
5
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Estado Libre Asociado de Puerto Rico
GOBIERNO MUNICIPAL DE VIEQUES
Oficina de

Plan de accion correctiva

Hallazgo # 01-11-01 ¥
Se asigna a una dc las oficiales de pago la Sra. Leyla Rivera para que reconcilic la

cucnla corricnte. El' cctivo hoy 18 de marzo de 2002. Copia del memo cs ¢l Ancjol.

Hallazgo # 01- ll -02

A

Se corrigi6 al crear una nueva cuenla para las I{csol ucloncs Conj unlas con su chequera
parte del Fondo General 3. Soman s:slema de libro, & . 700 /

Ilallazgo #01-11-03" »
Ya se contrato una pcrsona para csla tarca y cspcrando tener la completa para junio de
csle aiio. i _
Hallazgo # 01-111-01 TR AR AP Y B AR
Sc establecio cn conjunto con cl .Sr F abu’m Marlincz el mecanismo! dc recobro po_:;
concepto de gasto opcracionales y sc esla cumplicndo .Ancjo dos(2) copla de ['ai.turds o
cnviadas al Sr. Fabidn Martincz para sus reclamaciones de fondo S

Calle Carlos Lebrum Nim. 449 Vieques, Puerto Rico 00765 Tel. 1 - (787) - 741-5000



Estado Libre Asociado de Puerto Rico
GOBIERNO MUNICIPAL DE VIEQUES
Oficina de

MEMORANDO

A: Sra. Leyla Rivera

DE: Rafacel Rodrfgucz Vega ,ﬁ

Director de Finanzas .
FECIIA: 18 de marzo de 2002

ASUNTO: ENCOMIENDA DE RECONCILIACION CUENTA CORRIENTE

Sra. Rivera, dentro de las funciones de esté Oficina se requicre Ia
reconciliacion de las cuentas bancarias mensuales. Esto se ha estado haciendo
constantemente excepto con la cuenta del Municipio.

Entendiendo que este es un (rabajo muy importanic y que requiere de
constancia y de una persona con cxperiencia en la Oficina; le estoy encomendando
esta tarea cfectivo inmediatamente se esta preparando un adiestramiento en el

C.P.A. Carl Leyva para la proxima semana para aclarar dudas por ¢l momento
espero que comience a recopilar toda Ia documentacion necesaria para el trabajo.

RRV/yre

Calle Carlos Lebrum Nit. 449 Vieques, Puerto Rico 00765 Tel. 1 - (787) - 7415000



Attachment 4



Estado Libre Asociado de Puerto Rico
GOBIERNO MUNICIPAL DE VIEQUES
Oficinade ProGRAMAS FEDERALES

MEMORANDUM

rl

TO: Mr. Luis O. Bermudez Portcla
Internal Auditor ;
Municipality of Vicques

Lot

FROM: Mr. Fabian Martinez Rivera ' \

Director C O PY
Federal Programs : f
Municipality of Vieques

DATE: March 18, 2002

SUBIJECT: RESPONSE TO FINDING 01-111-01 OF THE JUNE 30, 2001

INDEPENDENT AUDITOR’S REPORT

The June 30, 2001 Independent’Auditor’s Report found that our office is in
noncompliance in the area of cash management because “The Federal Program Department did”
not maintain appropriate cash managcment procedures -in order to request funds to federal
agencies only for immediate needs” | !

This occurred because of a funds recquisition to the office of the Commissioner of
Municipal Affairs (OCAM) for a recurring expense (monthly retainer fce) that was later
discontinued. , ,

Current procedures for recquisitioning funds were established in a meeting with
the mayor, the Finance Director and myself last February, 2002. - In this meeting we agreed that
the municipality would cover the immediate expenses of the Federal Program office and bill us
regularly. _These invoices would then be utilized by our oH'lce to recquns:txon funds from

-

OCAM. : v F 4K oV

g 1 - —

- .
ol o A ¥

g -

e

In order to not drain the municipality of much needed- operalmg founds, I met
with the financial analyst of OCAM to establish procedures to recquisition recurring funds in
advance. They are: 1>
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