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CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants

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

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 fiscal year ended June 30, 2002, 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 Comptroller General of the United States. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the general-purpose financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the general-purpose financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall general-
purpose financial statements presentation. We believe that our audit provides a reasonable basis for our opinion.

The Municipality’s accounting system and records of property, plant and equipment did not include all transactions
that should be capitalized on the general fixed assets account group. We were unable to obtain sufficient competent
evidential matter 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
amounts of cash presented in the Special Revenue and Capital Project Funds.

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, and the transactions not recorded in the Cash
Accounts of the General Fund, 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, 2002, and the resuits 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 November 1§, 2002 on our
consideration of the Municipality's interal control structure over financial reporting and our tests of rls_comphance
with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit performed

acorance with Govemment Audting Standards and should be read in conjunction with this report in considering
the resul of our audi.
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The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Govemments, 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.

Y AU
CPA DIAZ-MARTINEZ, PSC

Certified Public Accountants

Caguas, Puerto Rico
November 15, 2002
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MUNICIPALITY OF VIEQUES, PUERTO RICO

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 2002

GOVERNMENTAL FUND TYPES ACCOUNT GROUPS
GENERAL GENERAL
SPECIAL CAPITAL Desr FixED LONG-TERM
GENERAL REVENUE PROJECTS SERVICE ASSETS Dest
ASSETS AND OTHER DEBITS:
Cash and Investments (Notes 1 E and 2) .......... $ $ 744,053 $ 651,178 $ . $ -8
Cash with Fiscal Agent (Note 1E) ........c...ccoounee. . 6,886 309,481 .
Receivables:
o1 12 11 G ), SO - - 659
Federal Granls (Nola 10 snmmsimmsmng - 25440 -
Due from Govemmental Units (Note 3) .............. 238,317 154,207 - 2
Others Funds (Nole d).... ST 508,689 3,155,839 1428,270 -
Other RECEIVADIES. .....cvreie i ssrsrermmesssssssmsnns 6,500 - - - - -
Property, Plant and Equipment {Note 6)................ - 17,238.910 -
Amount Available in Debt Service
PO (MO Bl smanisanisivoniass - 309,061
Amount to be Provide for Payment of
General Long-Term Debt (Note ) ..........cccooveunnn. - - 377719
Advance Properly Taxes (Nole 8).... sasn - - 3,245,529
State Health Insurance Plant Debt (Note ﬁ} ....... - 924,241
Municipal Solid Waste Landfill Debt (Note 6).... - - - - 865,505
Vested Compensated Absences {Note T Wi - - 508,349
TOTAL ASSETS AND OTHER DEBITS ... §._753,506 $4079539  §$2086334 § 310,140 $17,238.910 $ 9629804

TOTALS

MEMORANDUM
ONLY

$ 1,395,231
316,367

659
25,440
392,524
5,092,798
6,500

17,238,910

309,061

3,777,119
3,245,529
924,241
865|505
508,349

$34,096,233

conlinue



MUNICIPALITY OF VIEQUES, PUERTO RICO

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS
JUNE 30, 2002
GOVERNMENTAL FUND TYPES ACCOUNT GROUPS TOTALS
GENERAL GENERAL
SPECIAL CApITAL Deert FiXep LONG-TERM MEMORANDUM
GENERAL REVENUE PROJECTS SERVICE ASSETS Desr ONLY
LIABILITIES AND FUND EQUITY
LIABILITIES:
Accounts Payable and Accrued Liabilities ............ $ 489,730 $ 788 $ - $ - $ $ - $ 490,518
Due to:
Government Units (Note 5) .......ccooreevrerrinnnnnnns 4,389 - - - - 4,389
Other Funds (Note 4} ........coomeverrincrceninrnnane. 4,584,108 414312 93,299 1,079 - 5,092,798
Deferred Revenues:
Volume of Business Tax (Note 10) ......cc...ccc...... 194,258 - - - 194,258
LOCA  GEANIS s scovissimsivssisssssinsgssissossvssisicanasniasin - 291,772 - - - 291,772
ONEIS ...oooorctseeesesivesses s ssmeeesseesasosessssssson s 11,605 - - - 11,605
Long-Term Debts:
General Obligations Bonds (Note 7)...........ee.s - - - 1,380,000 1,380,000
Special Obligations Notes (Note 7}..........ccc..... . = - - 2,706,180 2,706,180
Advances of Property Taxes (Note 9)................. - - - 3,245,529 3,245,529
State Health Insurance Plan Debt (Note 7)......... - - - 924,241 924,241
Municipal Solid Waste Landfill Debt (Note 7)..... . . . 865,505 865,505
Vested Compensated Absences (Note 1 )......... - - 508,349 508,349
TOTAL LIABILITIES.........cocovvermrrssmreseumcsmirnn e 5,284,090 706,872 93,299 1,079 9,629,804 15,715,144
continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 2002

GOVERNMENTAL FUND TYPES ACCOUNT GROUPS
GENERAL GENERAL
SPECIAL CAPITAL Deer Fixeo LonG-TERM
GENERAL REVENUE PROJECTS SERVICE ASSETS Deet
FUND EQUITY (DEFICIT):
Investment in Property, Plant and
Equipment (Note 8) ... .o i 9 $ $ $ - $17,238,910 $
Fund Balance:
Reserved for Encumbrances (Note 1 L) ............. 219,660 - -
Unreserved (Deficit):
Designated for Debt Service (Note 11)........... - - 309,061 -
Designated for Subsequent Years
EXPENGIUIES ........oooovroereeeeeeeee e 42,924 3,372,667 1,993,035 -
Undesignated (DEficit) .............ocvenn e (4.793,168) - - :
TOTAL FUND EQUITY (DEFICIT)......oerviervenrsins (4,530,584) 3,372,667 1,993,035 309,061 17,238,910
TOTAL LIABILITIES AND
FUND EQUITY § 1753506 £ 4,079,539 $ 2,086,334 $ 310140 $17,238,910 $£ 9,620,804

The accompanying notes to general-purpose financial slatements are an integral part of this statement.

TOTALS
MEMORANDUM

ONLY

$17,238,910

219,660

309,061

5,408,626
(4,793,168)

18,383,089

$34,008,233



MUNICIPALITY OF VIEQUES, PUERTO RICO

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCES - ALL GOVERNMENTAL FUND TYPES
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

GOVERNMENTAL FUND TYPES TOTALS
SPECIAL CapITAL Dest MEMORANDUM
GENERAL REVENUE PROJECTS SERVICE ONLY
REVENUES
Property Taxes (Note 9).... $ 549,238 $ - $ $ 129610 $ 678848
Volume of Business Taxes [Nole 10] 285,736 B - 285,736
Federal ASSISIANCE (NOIB 11)... oo iiirmsismeminssmssssarmmsiusssssars - 1,633,578 - - 1,633,578
Intergovernmental (Note 11) .....covvevvirns wvvie 3,576,324 2,669,437 - 6,235,761
Licenses and PermilS....... .. ....cvveureessmesrssismssmstsssescsrnmesssssnss 313,449 - - - 313,449
IMISCRIBNEOUS.........ccerrcerssresersrcene s ss e enssreons 91,101 - - 91,101
TOTAL REVENUES .........oooioervesrssssecsne s sns s sssssmesssssasanes 4,815,848 4,293 015 12961 38,47
EXPENDITURES
Current:
Mayor and Municipal Legistature ... 858,375 - - 858,375
General GOVEMMBNL..................coveeeeeieiree oo eesssneeessie s oesienies 1,938,759 1,791,338 3876 - 3733973
PUBICSEIIV ccsrormiamsos v i i S AR W 581,191 - - - 581,191
PUDIC WOTKS .....vvvecesvasesunesmasssessecimnsenisns s evesnensssssnsesssesssss sesies 1,150,554 1,150,554
Cullure and ROCIBENON ...t s 275,762 275,762
Sanitation ... e W e S 554,143 - - 554,143
Human Sennoes and Welfare e i L e 644,738 496,126 - 1,140,864
Urban Development .... 33,94 41609 75,540
Capital Outlays.... S . S ———————— 123,162 . - 123,162
Advance of Properl)f Taxes T AL s L 449,992 - 449,992
Debt Service:
Principal Retirement {Noles 7 and 8} 912277 912,277
Interest Payment.... Re—— - 203,061 203,061
TOTAL EXPENDITURES......cccocnisiiviiiisiovivsicusivasisasoasssicristonssn 6,610,607 2329073 3876 1115338 10,058,894
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES...........ccesvmriesrrerrnsmssesenaes (1,794.759) 1,963,942 (3.876) __(985.728) (820.421)
continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

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

FOR THE FISCAL YEAR ENDED JUNE 30, 2002

GOVERNMENTAL FUND TYPES TOTALS
SPECIAL CAPITAL Desr MEMORANDUM
GENERAL REVENUE PROJECTS SERVICE ONLY
OTHER FINANCIAL SOURCES (USES):
Advances of Property Taxes (Note 9) $ 449,993 $ - $ - $ - $ 449993
Proceed of Note 1,492,000 - - - 1,492,000
Operalting Transfer In ...t - - 655,000 1,012,573 1,667,573
Operating Transfer Out ................... = (728.808) (938,765) - - 1,667,573)
TOTAL OTHER FINANCING
SOURCES {USES). v ansimsimmimawemmmis 1,213,185 938,765) 666,000 1,012,573 1,941,993
Excess (Deficiency) of Revenues and Other Financing Sources
Over (Under) Expenditures and Other Financing Sources.......... (581,574) 1025177 651,124 26,845 1,121,572
Fund Balances (Deficit), as Restated
at Beginning of Year (Note 14) ........cc..comineruienmnnreminnecnnneasin (3,949,010 2,347,490 1,341,911 282,216 22,607
FUND BALANCES (DEFICIT) AT END YEAR ..o ($.4,530,584) $ 3,372,667 $ 1,993,035 $ 309,061 $ 1144179

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



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 FISCAL YEAR ENDED JUNE 30, 2002

GENERAL
VARIANCE
FAVORABLE
BUDGET ACTUAL (UNFAVORABLE)
REVENUES
7 Property Taxes AQVanCes .........ommmmssssseans $ 549,239 $ 549,239 $ -
Volume of BUSINESS TaXES ....ccvervvvesmearmmmmsnmsenseas 300,000 285,736 (14,264)
~|ntergovermmental 4,300,488 3,576,324 (724,164)
Licenses and Permits 129,500 313,449 183,949
MiSCEllANEOUS. .. .ovvevererisaricnesnussins 1,197,900 91,101 (1,106.799)
TOTAL REVENUES............cormimrmmsssussennssensionsens 6.477,127 4,815,849 1,661,278)
EXPENDITURES AND ENCUMBRANCES
Mayor and Municipal Legislature .......c......ceeueunns 929,318 886,559 42,759
General Government:
Finance 1,088,742 1,100,928 (12,186)
Personnel........ccooueerninens 367,272 786,359 (419,087)
Insurance ........ ; 112,717 112717 -
Public Safety ......... . 570,325 581,447 (11,122)
Public WOrKS .......ccoccvninns T —— 1,313,268 1,188,809 124,459
Culture and RECrealion ................coeevmmerssesnsuenes 288,620 276,324 12,296
Sanilalion: i 561,031 554,449 6,582
Human Services and Welfare ...........cc.coeveervennnne 635,584 645,406 (9,822)
Urban Development.............. =— 44,572 33,931 10,641
Capital Outlays........... 125,790 123,162 2,628
Amortization of Property T wasanprimani 360,159 - 360,159
Debt Service.... i A . ;
TOTAL EXPENDITURES AND
ENCUMBRANCES 397.3 6,290,091 107,307
EXCESS OF REVENUES Over (Under)
Expenditures and Encumbrances............c...... 79,729 (1,474,242) (1,553.971)

DEBT SERVICE
VARIANCE

FAVORABLE
BUDGET ACTUAL {UNFAVORABLE)
$ 100,737 $ 129,610 $ 28873

100,737 129,610 8,87
100,737 176,573 (75.836)
100,737 176,573 (75,836)
s (46,963) {46.963)

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 FISCAL YEAR ENDED JUNE 30, 2002

GENERAL DEBT SERVICE
VARIANCE VARIANCE
FAVORABLE FAVORABLE
BubGeT AcTyAL (UNFAVORABLE) BUDGET ACTUAL UNFAVORABLE
OTHER FINANCIAL SOURCES (USES):
Operating Transfer In (OUt)......corenrcrvcinsinsinns ($ 79,729 (§___73.808) $ 5921 $ - $ 73808 73,80
Excess of Revenues and Other Sources (Uses)
Over Expenditures And Other Uses...........ccccenns 3 - (1,548,050) ($_1.548.050) $ - 26,845 3§ 26845
Adjustment Required Under Generally
Accepted Accounting Principles:
Net Change in Encumbrances ..........cccoevecessnnnee 131,580
Accrual Liability for Certain Debts
Not Recognized in Budget.........ccccusummeniannns .
Net Changes in Unbudgeted ltem...........coovvenee. (657,104)
Proceed of Notes........c.ceuv.u. 1,492,000
Fund Balances (Deficit), as Restated
at Beginning of Year (Note 14) ......c.ovcvvecrevccnn (3,949,010 282,216
FUND BALANCE (DEFICIT)
AT END OF YEAR (8.4.530,584) $ 309,061

The accompanying notes to general-purpese financial statements are an integral part of this statement.



MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municlpality of Vieques, Puerto Rico (Municlpality) was founded in the year 1844, and operates
as a govenmental unit of the Commonwealth of Puerlo Rico, under the Law Number 81 of August 30,
1991, known as "Autonomy Municipalities Law of the Commonwealth of Puerto Rico". The govemmental
system of the Munlclpality 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 Municipallty 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 administralive services.

The accounting policles of the Municipality conform to accounting principles generally accepted In the
United States of America as applicable fo govemmental units. The following is a summary of the more
significant of such policies.

A. Financlal Reporting Entity

The general-purpose financial statements of the Municlpality have been prepared in accordance with
accounting principles general accepted in the United States of America (GAAP) as applied to
governmental units. The Govemmental Accounting Standards Board (GASB) is a standard-setting body
for govemmental accounting and financial reporting. The GASB periodically updales its codification of
the existing Govemmental Accounting and Financial Reporting Standards, which, along with subsequent
GASB pronouncements (Statements and Interpretations), constitutes GAAP for govemmental 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 Munlcipality. This includes
the organizations units governed by the Executive Officers and members of the Municipal Legislature of
the Municipality. In evaluating the Municlpality as a reporting entity, management has consldered all
the polential component units. The decision to include a potential component unit in the reporting entity
was made by applying the provisions of GASB Number 14.

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

(1) provide specific financial benefits to or (2) impose specific financial burdens on the primary
govemment. A second criterion used in evaluating potential component units Is if the nature and
significance of the relationship between the entity and a primary govemment 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. Qur specific
evaluations of the criteria 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 Presentatlon

The accounts of the Municlpality are organized on the basis of funds and account groups, each of
which is consldered 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 financlal statements. The Munlclpality records its fransactions 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 ellminated and
the caption “amounts to be provided", which is not an asset in the usual sense. Consequently, amounts
shown in the “Tolals Memorandum Only" column are not comparable 1o a consolidation and do not
represent the total resources available or total revenues and expenditures of the Municipality.

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 Munlcipal Laws for administer
and supenvise the operation of Health Center focated 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 municipal employees. The Health Center's operational activity was recognized in the General
Fund during the fiscal year.

continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation)

B. Basis of Presentation (continuation)
GOVERNMENTAL FUNDS

Governmental funds are those through which most governmental functions of the Municipality are
financed, The acquisition, use, and balances of the Munlcipality's expendable financial resources and
the related liabilities are accounted for through govermental 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 Municlpality's govemmental
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 assels if a stewardship nalure 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 Munlclpality'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 Fixed Assets are recorded as expenditures of the various
funds at the time of purchase and are subsequently capitalized for memorandum purposes in the
General Fixed Assets Account Group.

General Long-Term Debt Account Group ~ This account group Is used to account for all long-term
debt including bonds, notes and other long-term liabilltles of the governmental fund type of the
Municlpality.

C. Basls of Accounting

Basis of accounting refers to the poinl 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 govemmental fund types follow
the modified accrual basls 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 intergovernmental 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, moneys 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, moneys are received in
advance and recorded as deferred revenues uniil the appropriate expenditures are made, at which time
the revenues are recorded.

For the third type, revenues are virtually unrestricled 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 earler 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 forfeils, and miscellaneous revenues are recorded as revenues
when collected, because they are generally not measurable until actually recsived.

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 liabillties 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.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation)

D. Budgetary Accounting

The Municipality's Annual Budget is prepared on the budgetary basis of accounting, represents
deparimental 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 lo the budget, including transfers, require the approval of the
Municipal Legislature. Unencumbered approprialions 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 15 of each fiscal year, the Mayor submits to the Municipal Legislature a
proposed budgel for the fiscal year commencing the following July 1 in addition of a budget
message.

2. The budget document is available for public inspeclion 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 enaclment 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 budgel 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 stalements 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 Uniled States of
America (GAAP), aclual 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 budgelary 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 properly tax advances are presented as revenue in the
budgetary basis and as other financing sources under GAAP (See Note 9).

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.

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 basls.

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 Municlpality 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 Municlpality and, accordingly, it is not practical to disclose certificates of deposit
and other short-term investments individuaily by fund in the combined financial statements. interest
eamed 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 undisbursed proceeds of certain bonds, loans or grants which are maintained in a cash
custodian account by the Government Development Bank of the Commonwealth of Puerto Rico.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation)

E. Cash and investment (continuation)

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

F. Receivables

Receivables are stated net of eslimated allowances for uncollectible accounts, which are determined
upon past collection experience and current economic conditions. Receivable from Federal Government
represents amounts owed to the Municipality for reimbursement of expenditures incurred pursuant to
federally funded programs.

G. Inventorles

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

H. General Fixed Assets

The General Fixed Assels 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 construclion period will not be capitalized in the
General Fixed Assets Account Group.

.  Compensated Absences

Municipal employees are granted 30 days of vacalions and 18 days of sick leave annually. Vacations
may be accumulated up to a maximum of sixty (60) days and sick leave up lo 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
relirement, 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 Municlpality's obligation relating to
employee's rights to receive compensation for future absences is attributable to employee's services
already rendered; (2) the obligation reiates to righls 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.

J. 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 agen
commissioned to place all of the Municlpality'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.

K. Interfund Transactions

The Municipality has the following types of transactions among funds:
Operaling Transfers ~ Legally required transfers that are reported when incumred as
"Operating transfers-in® by the recipient funds and as *Qperating transfers-out” by the
disbursing fund.
Transfer of Expenditures (Relmbursements) - 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.

L. Reservations of Fund Balance

Reservations of fund balance represent portions of fund balances that are legally segregated for a

specific fulure use or are not appropriate for expenditure. The Munlicipality has the following
reservations of fund balance:

continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuatlon)

L. Reservations of Fund Balance (continuation)

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 reporied 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 primanily altributable to prior year adjustments due to unrecorded
debts, annual deficit 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,

M. Claims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as
from adudicated 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.

N. Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepled in the
United States of America, management is required to make estimates and assumptions that affect the
reported amounts of assels and liabilities and the disclosures of contingent assels and liabilities at the
date of the financial stalements and the reported revenues during the reporting period. Actual result
count differs from those estimates.

NOTE 2 CASH AND INVESTMENTS

The Municipality follows the practice of pooling cash of all funds except for restricted funds generally
held by outside cuslodians and federal grants. Available pooled cash balance beyond immediate needs
is invested in certificales of deposit. The Municipality’s cash and investments al 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 Depariment 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 govemment or the Commonwealth of Puerto Rico. The Municipallty 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.

NOTE3  DUE FROM GOVERNMENTAL UNITS

As of June 30, 2002, balance due from other govemmental units of the General Fund represents amount
due from the PR Electric Power Authority, which resulted from an overpayment of a debt the Municipality
canceled during fiscal year 2001-2002, from the proceeds of the issuance of a new Special Obligation
Bond; and for the Special Revenue Fund represent amount expended for Grant Award of Act 52 from
Puerto Rico Department of Labor and Human Resources and State-Rural Development Corporation.

NOTE4  INTERFUND RECEIVABLE AND PAYABLE BALANCES

Shori-term advances between funds are accounted for in the interfund receivable and payable accounts.
Interfund receivable and payable balances at June 30, 2002 consist of the follows:

INTERFUND
RECEIVABLE PAYABLE

General;

Interfing LOans «.amimimistismimisii $ 507,610 $4,584,109

Interest Receivable from Debt Service Fund............... 1,079 -
Special Revenue:

INterfund LOANS .......couocvecirermsssimnsisssssssrssanessssssssssnsnns 3,155.839 414,311
Capital Project:

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

Interest Payable to General Fund.........ccoocreeevesicrnecens - 1,079

TOTAL $5.002798 $5,002.798
continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE 5 DUE TO OTHER GOVERNMENTAL UNITS DESCRIPTION AMOUNT
As of June 30, 2002, balance due to other governmental units of the General Fund for services rendered General Obligations Bonds:
to the Municipality, consists of the following:
$325,000, Series 1987, payable in semiannual instaliments ranging from
AMOUNT $5,000 to $40,000, excluding interests at 5.00%, through July 1, 2002........cc0cc0000u $ 40,000
Water and SEwer AUINOMLY ...........c..o..eiriiieerinsseicsseessiessssssesis st esssse s sssesssssanes $ 4389 $720,000, Series 1999, payablein semiannual installments ranging from
from $10,000 to $65,000, excluding interests at 7.00%, through July 1, 2023............ 685,000
TR cvsuiisassiavsinmesiasions s osm iAo RS VAR A A s § 4389
$655,000, Series 2002, payable in semiannual installments ranging from
The Municipality also due the amount of $324,241 to State Health Insurance Plan (ASES). This amount from $5,000 to $50,000, excluding interests at 6.00%, through July 1, 2026............... 55,000
should be amortized through retention of the increase in the Electronic LOTO participation received by
the Municlpality, in accordance with Law Number 29 of July 1, 1997. Total General Obligations — BONS........c..curmmmsmrsmsmiinmmrammmemsissmmam s sesssssss 1.380.0
Special Notes:
NOTE 6 PROPERTY, PLANT AND EQUIPMENT
$205,643, Series 1984, payable in quarery instalments of $2,268,
A summary of changes in property, plant and equipmenl follows: excluding interests at 10.00%, through July 1, 2004..........cncmmmemnimonnen 18,145
%MM:‘SE ADDTIONS D'SPOSITIONS ?ﬁ'-:"a%i $283,000, Series 1991, payable in quarterly installments of $3,640,
ULY 1, AND AND IUN y i
i 2601 AT o 202 excluding interests at 5.00%, through October 1, 2011.......cvverviirccceninne 134,680
T R, $ 2152871 S : $ 2,152871 $5,520,000, Series 1995, payable in semiannual instalments ranging from
Buildings and Improvements 2,145,027 i : 2.145:32? $550,000 to $900,000, excluding interests at 4.08%, through August 1, 2003
Machinery and Equipment . 2,168,794 2,168,794 (Paid through SBGP FUNGY.........cemerrerssserrermmsissismsmmesssssassesmssnsesssnsisssssmssmssrssssessasssssss 1,716,355
Construction in Progress... ... .. 10,772,218 10772218
$837,000, Series 2002, payablein semiannual installments ranging from
011, ER—— §17.238.910 § 2 i §17.238.910 $12,400 to $72,700, excluding variable interests, through July 1, 2026 ...................... 837,000
Total Special Obligations = BONAS. ..........c.vuuursmesmsisemmsmsssnsssssssssssssssmassiss 2,706.,1
NOTE7 GENERAL LONG-TERM DEBTS
Total Obligations Outstanding ...........ccue $4,086.180
A. GENERAL OBLIGATIONS BONDS AND SPECIAL NOTES PAYABLE a :
The principal long-term obligations of the Municipality are general obligations bonds and special noles
issued lo finance the construction and improvemenls of public facilities and purchase of equipment. The
Munlcipality's obligations long-lerm debt relirements are appropriated and paid from resources
accumulated in the debt service fund (See Note 8). The special obligations long-term notes relirements
are paid through retention made by the Municipal Revenue Collection Center from monthly advance of
annual property tax and subsidy send lo the Munlcipality. General obligations bonds and notes payable
as of June 30, 2002, are comprised of lhe following individual issues:
continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE7 GENERAL LONG-TERM DEBTS (continuation)

The annual requirements to amortize the general and notes obligations outstanding as of June 30, 2002,
are as follows:

YEAR ENDING PRINCIPAL INTEREST ToTaL
June 30, PAYMENT PaYMENT PAYMENT
2003 $ 926,388 $ 184,867 $1,111,255
2004 966,032 127,066 1,093,098
2005 57,960 86,433 144,393
2006 58,960 83,565 142,525
After 2004 2,076,840 913,248 2.990,088
TOTAL $4.086,180 $1.305.179 $5461,359
B. OTHER LONG-TERM DEBTS
BALANCE NEW RETIREMENTS BALANCE
Juwy 1, ISSUES AND AND CURRENT June 30,
DESCRIPTION 2001 ADJUSTMENTS MATURATES 2002
Property Tax Advance .........cccovevvncrnnes $3,252,694 $ 449,992 $ 457157 $3,245,529
State Health Insurance.........cccoeveeereniennnes 1,046,908 - 122,667 924,241
Compensated ADSENCES ........ccoovcivevinnens 583,823 - 75474 508,349
Est. Landfill Postciosing Cosls.................. 865,505 - 5 865,505
TOTAL........ $5.746.930 §_449.99 4_655.208 §5.543.624

C. CHANGES IN GENERAL LONG-TERM DEBTS

The following is a summary of changes in long-term debts for the fiscal year ended June 30, 2002

BALANCE RETIREMENTS BALANCE
Juy 1, New AND CURRENT June 30,
DESCRIPTION 2001 ISSUES MATURATES 2002
Generdl..........cccomiina. $ 780,000 $ 655,000 $ 55,000 $ 1,380,000
NOLBS civcivi s rsrsssimsiine 2,726,457 837,000 857,277 2,706,180
Others Debts................. 5,748,930 449992 655,298 5,543,624
TOTAL e $ 9,255,387 $1941902  $1567575  $.9.629804

NOTE 8 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 9).

These property taxes are accumulated by the Municipal Revenue Collection Center in costs of the
general obligations bonds issued by the Municipality (See Note 7). Payments are made to the
Govemment Development Bank of the Commonwealth of Puerio Rico from such accumulated funds by
the Municipal Revenue Collection Center of Puerto Rico.

NOTE 9 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 Municipality 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 19857 and the personal property al
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 Municlpality, 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 Munlcipality 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 8). The Municlpality 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.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE 9 PROPERTY TAXES (continuation)

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 exoneraled is recorded in the General Fund where the respective property
tax notifications from Municipal Revenue Colleclion Cenler 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 Callection 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, 2002 is as follow:

TREASURY
MRCC DEPARTMENT TOTAL
Advance of Property Taxes at 07/01/01.........ccoovcvcrcienns $3,188.199 $ 64495 3,252,694
Plus: Advance of Property Taxes - Current ... .... 449,992 - 449,992
Less: Amortization fhrough Callection - Current................. {449,992 (7.165) {457 157)

Advance of Property Taxes at 06/30/02......... . cccvsvcccvcurnen 33,188,199 8 _57.330 33,245,529

NOTE10 VOLUME OF BUSINESS TAX

The volume of business lax is levied each year based on the prior years 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 defemed revenues in the
General Fund.

NOTE11  INTERGOVERNMENTAL REVENUES

Intergovemnmental revenues consists primarily of funds received from the Commonwealth of Puerto
Rico, “in lieu of tax" payments from the quasi-public corparation, PR Electric Power Authorily, and
federal financial assistance received from federal government.

Grants and subsidies raceived from the Commonwealth of Puerto Rico and federal agencies include,
among others, a general subsidy for urban development and capital Improvements. Intergovemmental
revenues are accounted for through the General Fund except for those direclly 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.

NOTE12 EMPLOYEE'S RETIREMENT PLAN

The Employee's Retirement System of the Govemment 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 mandalory except for members of the Legislature, Govemment Secretaries, Head of
Agencies and Public Instrumentalities, Assistants to the Govemor, the Comptroller of the Puerto Rico,
Gubematorial Board and Committee appointees and Experimental Service Station employees. ERS
provides retirement, death and disability benefits. Disability retirement benefits are available to members
for occupationat and non-occupational disabiliies. Retirement benefits depend upon age at relirement
and number of years of credited service. Benefits vest after ten years of plan paricipalion.

The Munlcipality 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 mulliple-employer
public employee retirement system, established by State Laws.
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NOTE12 EMPLOYEE'S RETIREMENT PLAN {continuation)

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
Apnil 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 altemative, 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.

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

All employees that do not elect to transfer for the new program, and who at the time of employment are
55 years old or less are 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
30 or more 55 or less 65% of the average of the three years of highest salary during the
employee's service period.
30 or more 58 or more 75% of the average of the three years of highest salary during the
employee's service period.
30 or more 65 or more 75% of the average of the three years of highest salary during the

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

The pension benefit for participants who retire with less than 30 years of service is computed at the rate
of 1%% of their average compensation of each year of credit service for the remaining years. The
System also provides for death and disability benefits and the assets of the System pertaining to the
participant employees.

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

a. The present value of the future pension payments was computed by using a discount of 9%.
b.  Fulure 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 Noles 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-concem 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 benefils 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 2002 and prior years were made based on percentages established by the law. Such
percenlage has not been based on actuarial studies, as required by accounting principles generally
accepted in the United States of America. An actuarial compilation of the annual contribution applicable
to the Municipality has not been prepared. Accordingly, the accounts by which the actual contributions
differ from the required actuarial contributions are not known.

The total pension expenditures recorded in the category of administration for the Fiscal Year Ended
June 30, 2002 was approximately $199,172. 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 historical trend informatlon 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 fiscal year ended June 30, 2002.
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NOTE 13  ESTIMATED MUNICIPAL SOLID WASTE LANDFILL CLOSING COSTS

According to the Environmental Protection Agency's (EPA) regulations, the Municipatity must follow
certain closure functions and postclosure monitoring and maintenance procedures. In addition, the
Municipality has 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.

NOTE14  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 aclivities.
The legal counsel of the Municlpality 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. Itis the Municlpality's
opinion that no additional liabilities will arise from audits previously performed or to be performed.

NOTE15  BEGINNING FUND BALANCES RESTATEMENT

Beginning Fund Balances Undesignated (Deficit) for General and Debt Service Funds have been
restated by accounting adjustments that affect the Fund Equity of these Govemmental Funds, as
follows:

SPECIAL

GENERAL REVENUE
Beginning Fund Balance (Deficit), At July 1, 2001 .....ccc.ccooovvvivruncens ($4,307,755) $2,009,703
Reclassification and Adjustment of Due From / To :
Other Funds and Interfund Transactions...........esssrimssssenerss 358,745 337,787

Beginning Fund Balance (Deficit)

As Restated, July 1, 2001.... (§3949010)  $2.347.490

NOTE16 GASB STATEMENTS NUMBERS 33, 34 (AS AMENDED), 37, 38 AND 39

In June 1999, the Govemmental 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 cilizenry, 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 posilive and negative results in comparison with the prior year, with emphasis on
the current year.

B. Basic Financial Statements - should include:

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

continue



nIUNICIPALITY OF VIEQUES, PUERTO RICO

N OTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS
F OR THE FISCAL YEAR ENDED JUNE 30, 2002

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

a.  Statement of Net Assets
b.  Statement of Activities

2. Fund Financial Statements ~ Fund financial statements for the primary govemment's
govemmental, proprietary, and fiduciary funds should be presented after the govemment-
wide statements. These funds should be presented after the govemmental and enterprise
funds. Fiduciary statements should include financial information for fiduciary funds and similar
component unils. 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
s information, Including the required budgetary comparison information, should be presented
immediately following the notes to the financial statements.

ASB No. 34 will begin to take effect for the Municipality in fiscal year beginning after June 15, 2002.
garlier application is encouraged.

prospeclive reporting of general infrastructure assels is required at the effective dates of this Statement.
Retroac{ive reporting of all major general govemmental infrastructure assets is encouraged at that date.
Ret,-oac&ve reporting is required four (4) year after the effective date on the basic provisions for all major
genefal infrastructure assets that were acquired or significantly reconstructed, or that received significant
mprovements. 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.

On May 2002, GASB No. 39 was issued that amend GASB 14 by established additional guidance on the

jcation of existing slandards for the assessment of potentlal component units In determining the
financial reporting entity. This statement is effective for financial statements for periods beginning after
Juné 15, 2003. Earlier application is encouraged.

END OF NOTES
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MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

FEDERAL PASS-THROUGH
FEDERAL GRANTOR / PASS THROUGH CFDA ENTITY [DENTIFYING TotaL
GRANTOR / PROGRAM OR CLUSTER TITLE NUMBER NUMBER EXPENDITURES
U.S. Department of Housing and Urban Development:
Pass Through State - Office of Commissioner of
Municipal Affairs
State Block Grant Program (SBGP) 14.228 01-FD-65
99-FD-65
98-FD-65
97-FD-65 $1,106,025
Direct Programs:
Section 8 Housing Choices Vouchers Program.........e.esn 14.871 498,04
Total U.S. Department of Housing and Urban Development.... 1,604,068
U.S. Depariment of Health and Human Services:
Pass-Through Regional Elderly Office - Office
Of the Governor
Special Program for Aging, Title lll, Part B.........ccocoovecevcnnec 93.044 N/AV 8,028
Special Program for Aging, Title lll, Part C .....ccovvverevrennrinnnnnnnn. 93.045 N/AV 21,482
Total U.S. Department of Health and Human Services............... 2951
TOTAL EXPENDITURES OF FEDERAL AWARDS...........cccne. $1,633,578

The accompanying Notes to Schedule of Expenditures of Federal Awards are an integral of this Schedule.
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MUNICIPALITY OF VIEQUES, PUERTO RICO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NOTE1

NOTE 2

NOTE 3

NOTE 4

NOTE §

NOTE 6

NOTE7

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 modified accrual basis. The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local Govermnments, and Non-Profit
Organizations. Therefore, some amounis presented in this schedule may differ from amounts presented in, or used in the
preparation of, the general-purpose financial statements. The reporting enlity is defined in Note (1) (A) to the general-purpose
combined financial statements. )

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.  Theaccompanying 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.

PASS THROUGH GRANTOR'S NUMBER

State or local govemment redistribution of federal awards to the Municipality, treated as if they were received directly from the
federal govemment. OMB Circular A-133 requires the schedule to include the name of the pass through entity and identifying
number assigned by the pass through entity for federal awards received as a subrecipient. Numbers identified as N/AV are not
available.

RELATIONSHIPTO GENERAL-PURPOSE COMBINED FINANCIAL STATEMENTS

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

SPECIAL CAPITAL Dest
DESCRIPTION REVENUE PROJECT SERVICE TorAL
Federal Programs Expenditures ................. $ 694,813 $ - $ 938,765 $1,633,578
State & Municipal Expenditures ................. 1,634,260 3876 176,573 1,814,709
TOTAL EXPENDITURES......crnvvvrvecnernesens $2,329.073 $__ 3876 $1,115.338 $3.448,287

LOAN OUTSTANDING

At June 30, 2002, 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, 2002 was $1,716,355.

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

PO BOX 8369 TEL (787) 746-0510
CAGUAS, P R 00726-8369 FAX gs:% 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
fiscal year ended June 30, 2002, and have issued a report thereon dated November 15, 2002, which was qualified
because we were unable to audit the fixed assets of the General Fixed Assets Account Group, and the transactions
not recorded in the Cash Accounts of the General Fund. 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 matenal 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 Govemment Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Municipality's intemal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and
not, to provide assurance on the internal control over financial reporting. However, we noted certain matters involving
the intemal control over financial reporting and its operation that we consider being reportable conditions. Reportable
conditions involve matters coming to our consideration relating to significant deficiencies in the design or operation of
the internal control over financial reporting that, in our 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 02-11-01 and 02-11-02.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Page 2

A material weakness is a condition in which the design or operation of one or more of the intemal 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 intemal control over
financial reporting would not necessarily disclose all matters in the intemal 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 mentioned above are material weaknesses. We
also noted other matters involving the intemal control over financial reporting, which we have reported to
management of the Municipality in a separate letter dated November 15, 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.

224 ¢

CPA DIAZ-MARTINEZ,
Certified Public Accountants

Caguas, Puerto Rico
November 15, 2002




CPA DIAZ-MARTINEZ, PSC
Certified Public Accountants & Consultants
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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

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 fiscal year ended June 30,
2002. 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 Govemment 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 fiscal year ended June 30, 2002. However, the results of our
auditing procedures disclosed instances of noncompliance with those requirements, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying Schedule of Findings
and Questioned Costs as items 02-11-02 through 02-111-05.

Internal Control Over Compliance

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

accordance with OMB Circular A-133.
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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

We noted certain matters involving the intemal 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 intemal control over compliance that, in our judgment, could adversely affect the
Municipality's ability to administer a major federal program in accordance with applicable requirements of laws,
regulations, contracts and grants. Reportable conditions are described in the accompanying Schedule of Findings
and Questioned Costs as items 02-11-01 through 02-111-05.

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
intemal 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 above are not material weaknesses.

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.

VP s €
gﬁ\/I?)iAZ-MAR'I‘IT\TEﬁ"S_(?

Certified Public Accountants

Caguas, Puerto Rico
November 15, 2002
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FINDINGS AND QUESTIONED COSTS



MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

SECTION | - SUMMARY OF AUDITORS' RESULTS

Financial Statements

[J Unqualified Opinion
[J Adverse Opinion

Type of auditors’ report issued:

Internal control over financial reporting;

® Reportable condition(s) identified? X Yes
® Material weakness (es) identified? Yes
Noncompliance material to financial statements noted? O Yes
Federal Awards

Internal control over major programs:

® Reportable condition(s) identified? X Yes
® Material weakness (es) identified? [ Yes

Type of auditors’ report issued on compliance for
Major Programs: X Unqualified Opinion

] Adverse Opinion

Any audit finding disclosed that are required to be reported

& Qualified Opinion
[J Disclaimer Opinion

[J None Reported
J No
X No

O None Reported
B No

[J Qualified Opinion
[J Disclaimer Opinion

in accordance with Section 510 (a) of Circular A-133? X Yes O 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

30
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MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

SECTION Il = FINANCIAL STATEMENT FINDINGS

FINDING
REQUIREMENT
CONDITION

CRITERIA

EFFECT

CAUSE

RECOMMENDATION

MANAGEMENT RESPONSE

NUMBER 02-1I-01 (See Finding Number 02-i11-03)
REPORTABLE CONDITION OVER PROPERTY, PLANT AND EQUIPMENT

The Municipality failed to provide to us a detalled 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 FISCAL YEAR ENDED JUNE 30, 2002

SECTION |l — FINANCIAL STATEMENT FINDINGS

FINDING
REQUIREMENT
CONDITION

CRITERIA

EFFECT

CAUSE

RECOMMENDATION

MANAGEMENT RESPONSE

NUMBER 02-11-02
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 FISCAL YEAR ENDED JUNE 30, 2002

SECTION |Il — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 02-111-01

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

INTERNAL CONTROL
ALLOWABLE COST/COST PRINCIPLES

During our Grant Disbursements Test we noted that there was one (1) disbursement
voucher without invoice. Also one (1) disbursement voucher, and four (4) cancelled
checks were not available for examination.

Code of Federal Regulations, Subpart 1, 24 CFR Section 570.489 (d) (1) requires that the
State shall have fiscal and administrative requirements for expending and accounting for
all funds received under this subpart. Also Subpart C, 24 CFR, Section 85.20 (b) (3)
(OMB Common Rule) requires to grantees and sub-grantees to maintain effective control
and accountability over grants and sub-grants cash, real and personal property, and
other assets, to assure they will be used solely for authorized purposes.

There are no appropriate internal control procedures implemented to assure this
compliance.

Municipality can not account for all of the expenses of the federal programs, because it
does not have evidence of every disbursement made. Also, Municipality could be
making expenditures that are not legitimate by allowing voucher payments without all
required documents.

Municipality should implement adequate procedures to ensure that all disbursement
transactions are properly authorized, contain all supporting documents, and that
documents related to disbursements are kept in a safe place.

$26,990.37

Pending a Corrective Action Plan.

continue
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MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

SECTION [l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 02-11I-02
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 Circutar 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 management to review their forecast procedures in order to comply with
this requirement.

None

Pending a Corrective Action Plan.

continue



MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

SECTION Il = FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

NUMBER 02-111-03

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
EQUIPMENT AND REAL PROPERTY MANAGEMENT

It was noted in our tests of equipment and real property management that the
Municipality did not maintain appropriate real property records as required by federal
regulation.

Code of Federal Regulations, CFR 24, Subpart J, Section 570.506(a) stated that the
Municipality shall maintain at minimum, records providing a full description of each
activity assisted (or being assisted) with CDBG funds, including its location (if the activity
has a geographical focus), the amount of CDBG funds budgeted, obligated and
expended for the activity.

The Municipality did not maintain the appropriate information on the real property
records to assure that it is in accordance with federal regulation.

The Municipality is not in compliance with CFR 24, Section 570.506 (a).

Municipality should review its real property records so that they comply with federal
regulation.

None

Pending a Corrective Action Plan.

continue
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MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

CONDITION

CRITERIA

CAUSE

EFFECT
RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 02-111-04
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
PROCUREMENT AND SUSPENSION AND DEBARMENT
During our Grant Disbursements Test we noted no evidence was found that at least three
(3) qualified quotations or formal bid were obtained for one (1) Purchase Order pertaining
to SBGP in the amount of $960.00.

Code of Federal Regulations, Subpart C, 24 CFR Section 8536 (c) stated the
requirements on procurement procedures.

Municipality did not comply with Federal and State Laws regarding procurement
procedures.

Municipality is not in compliance with Subpart C, 24 CFR Section 85.36 (c).

We recommend management to follow procurement procedures established by Federal
and State Laws.

None

Pending a Corrective Action Plan.

continue
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MUNICIPALITY OF VIEQUES, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

SECTION Ill = FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING
FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 02-11l-05

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
REPORTING

Municipality’s Quarterly Reports did not reconcile with the financial information recorded
in the program’s General Ledger. Also, there was no evidence that said reports were
timely submitted to the Office of the Commissioner for Municipal Affairs.

Code of Federal Regulations, Subpart I, 24 CFR Section 570.506 (h), requires that
Grantees shall maintain evidence to support how the CDBG funds provided to such
entities are expended. Also, Subpart |, 24 CFR Section 570.507 (d) (Other Reports) sets
forth that recipients may be required to submit such other reports and information as
HUD determines are necessary to camy out its responsibilities under the Act or other
applicable laws. In accordance with this regulation, the Office of the Commissioner for
Municipal Affairs, requires recipients to file Quarterly Reports stafing, budgeted amounts
per project, period expenditures and remaining balances.

There are no appropriate internal control procedures implemented to assure this
compliance.

Municipality did not prepare appropriate and accurate Quarterly Reports that reflected
the actual situation of the program’s finances.

Municipality should implement adequate procedures to ensure that all reports issued to
the concemed agencies are in complete accordance with said regulations and
requirements.

None

Pending a Corrective Action Plan.

END OF SCHEDULE
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MUNICIPALITY OF VIEQUES, PUERTO RICO
SCHEDULE OF PRIOR AUDIT'S FINDINGS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

FiscaL FINDING CFDA QUESTIONED
YEAR NUMBER FINDING NUMBER Cost COMMENTS
(1) Audit Findings that have been fully corrected:
NONE
(2) Audit Findings not Corrected or Partially Corrected:
2001 01-i11-01 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.
2000 00-111-01 Supporting documents not available. 14.228 $25,041.73 Questioned cost pending of final determination,
00-11-02 Municipality held excess of cash. 14.228 NONE See Finding Number 01-1-01 above.
00-111-03 Procurement Standards 14.228 NONE Municipality Mayor gave instruction to Municipal
Secretary to revise and update contract model fo
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 01-111-01 above.
99-111-02 Procurement Standards 14.228 NONE See Finding Number 00-HI-03 above.
1998 98-111-01 Municipality held excess of cash. 14.228 NONE See Finding Number 00-HI-02 above.
98-111-02 Procurement Standards 14.228 NONE See Finding Number 00-111-03 above.
1997 97-111-01 Municipality held excess of cash. 14.228 NONE See Finding Number 01-}11-01 above.
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MUNICIPALITY OF VIEQUES, PUERTO RICO
SCHEDULE OF PRIOR AUDIT’S FINDINGS
FOR THE FISCAL YEAR ENDED JUNE 30, 2002

FiSCAL FINDING CFDA
YEAR NUMBER FINDING NUMBER

QUESTIONED
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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02-111-03

MUNICIPALITY OF VIEQUES

CORRECTIVE ACTION PLAN FOR THE

SINGLE AUDIT REPORT OF YEAR ENDED JUNE 30, 2002

he Internal Auditing Department sent a letter to

The Municipality of Vieques will

Federal Programs Director requesting what actions register of equipment obtained with federal funds.
had been taken over this findings or what corrective Actually, we got a register, but we're going to be
Federal Programs Director action is going to take. more specific. (See Attachment 1) February 12, 2003
The Intermal Auditing Department sent a letter to Actually the majority of professional services to the
02-111-04 Federal Programs Director Federal Programs Director requesting what actions Vieques Municipality are realized by companies
had been taken over this findings or what corrective that got auctions. If we need a service of some COMPLETED
action is going to take. supplier that wasn't included in the auction, we
) need 3 prices and we take the cheapest price.
COMPLETED




MUNICIPALITY OF VIEQUES

CORRECTIVE ACTION PLAN FOR THE

SINGLE AUDIT REPORT OF YEAR ENDED JUNE 30, 2002

t now, we got a property, plant '

02-il-01 Finance Director requesting what actions had been Manager. He's updating the inventory in this area

taken over this finding or what corrective action is to comply with the reguirement as stated on
Finance Director going to take. Article 10.002 of state Act Number 81. COMPLETED

The Internal Auditing Department sent a letter to We signed a contract for a CPA to do the

02-1-02 Finance Director Finance Director requesting what actions had been reconciliation and is working on it.
taken over this finding or what corrective action is PARTIALLY COMPLETED
going to take.
The Internal Auditing Department sent a letter to The Municipality of Vieques do the disbursements

02-11-01 Federal Programs Director Federal Programs Director requesting what actions when they're pre-intervented by the official in charge COMPLETED
had been taken over this findings or what corrective who check all the evidence and sign for
action is going to take. ) disbursement authorization.
The Internal Auditing Departiment sent a letter fo The Municipality of Vieques request funds to OCAM
Federal Programs Director requesting what actions which takes six weeks in been disbursed by the

102-11-02 Federal Programs Director had been taken over this findings or what comrective | Treasury Department of Puerto Rico. COMPLETED
action is going to take.

en determined to be accurate based upon information available as of __March 28, 2003 .
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Estado Libre Asociado de Puerto Rico
GOBIERNO MUNICIPAL DE VIEQUES
Oficina de Programas Federales

SINGLE AUDIT FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NUMERO DE HALLAZGO: 02-111-03
RECOMENDACION:
El Municipio debera revisar su registro de la propiedad para
cumplir con las regulaciones federales.

ACCION CORRECTIVA:
El Municipio de Vieques actualizara su registro* del equipo
comprado con los fondos federales, a partir del 12 de febrero de 2003.
Actualmente, contamos con un registro, pero seremos mas especificos,
en cuanto a la cuenta utilizada para la compra, localizacién, nimero
de control y el precio de la mercancia.

* adjunto nueva hoja de registro de la propiedad

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



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

SINGLE AUDIT FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NUMERO DE HALLAZGO: 02-111-04
RECOMENDACION:
Se recomienda darle seguimiento a los procesos para
cumplir con las leyes estatales y federales. ( Se seiiala que no se
realizaron cotizaciones para una orden de SBGP).

ACCION CORRECTIVA:
Actualmente, la mayoria de los servicios prestados al
Municipio de Vieques son realizados por compaiiias que
poseen subasta. De necesitar servicios de algiin suplidor que
no esté incluido en Ia misma, se realizan tres (3) cotizaciones ,
escogiéndose la de menor precio.

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 Programas Federales

SINGLE AUDIT FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NUMERO DE HALLAZGO: 02-IT11-05
RECOMENDACION:
El Municipio debera implementar procesos adecuados
para asegurarse que todos los reportes enviados a las distintas
agencias sean acordes con los reglamentos y requerimientos.

ACCION CORRECTIVA:

El Municipio de Vieques enviara todos los informes por
correo certificado con acuse de recibo para tener evidencia de
la fecha de envio y recibo de los documentos. Ademas, en la
correspondencia irda adjunto una certificacion* con fecha,
firmada por el Honorable Alcalde y el Director de la Oficina de
Programas Federales. Se aiiadira un hoja de tramite* que la
agencia pertinente, tendra que devolver al recibo de la misma.

*adjunto hoja de tramite y certificacion

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



ESTADO LIBRE ASOCIADO DE PUERTO RICO

GOBIERNO MUNICIPAL

CALLE CARLOS LEBRUM #449
VIEQUES, PUERTO RICO 00765

A ATIMA TAT T A AT TETC 941 1271 - 7141 _2Ann
adanadA LD LANMALYLL L S AN S SR
A FECHA:
ATT:
REF:
LE ESTAMOS ENVIANDO ADJUNTO:
ESTOS SON TRAMITADOS SEGUN MARCADOS:
[JPARA SU APROBACION [JPARA REVISION Y COMENTARIOS
[IPARA SU USO [JPARA FIRMAR Y DEVOLVER
[ISEGUN SOLICITADO Llotros
OBSERVACIONES:
TRAMITADO POR: FECHA

RECIBIDO POR: FECHA:




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

CERTIFICACION

Por la presente CERTIFICO: Que la informacidn es correcta y responde a los

datos y documentos oficiales en el Municipio.

FABIAN MARTINEZ RIVERA
DIRECTOR PROGRAMAS FEDERALES FECHA
DAMASO SERRANO LOPEZ

ALCALDE FECHA

Calle carlos Lebrmm Nim. 249 Vieques, Puerto Rico 00765 Tel. 1 - (787) - 7415000



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

SINGLE AUDIT FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NUMERO DE HALLAZGO: 02-I1I-01
RECOMENDACION :

El Municipio de Vieques debera implementar procesos
adecuados que aseguren que los desembolsos sean debidamente
autorizados, contengan toda la evidencia y se mantengan en un
lugar seguro.

ACCION CORRECTIVA:

El Municipio de Vieques lleva a cabo sus desembolsos,
siempre y cuando, sean pre-intervenidos por el oficial a cargo,
quien se encarga de corroborar toda la evidencia y de firmar el
comprobante para efectuar el mismo.

Ademads, debe contener la firma del Alcalde, del
Director de Finanzas y de Programas Federales, asi como el de
la Pagadora Oficial. Los comprobantes y demas documentos
son ponchados como pago y devueltos a la Oficina de
Programas Federales para incluirlos en el desglose mensual de
gastos. Son devueltos a Finanzas para su uso y llevados a la
Oficina de Documentos del Municipio.

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



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

SINGLE AUDIT FOR THE FISCAL YEAR ENDED JUNE 30, 2002

NUMERO DE HALLAZGO: 02-11I-02
RECOMENDACION:
El Municipio deber# utilizar los fondos federales
solicitados para cubrir los gastos inmediatos, en que ha
incurrido.

ACCION CORRECTIVA:

El Municipio de Vieques solicita los fondos a la Oficina
de la Comisionada de Asuntos Municipales, los cuales tardan
al menos seis (6) semanas en ser desembolsados por el
Departamento de Hacienda. Tan pronto, son recaudados en la
Oficina de Finanzas son utilizados para el propdsito contenido
en las ordenes enviadas en la requisicion de fondos.

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



