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CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 

POBOX8369 
CAOUAS, PR 00726-8369 

INDEPENDENT AUDITORS' REPORT 

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

TEL (787) 746-0SIO 
FAX (787) 746-0S2S 

We have audited the accompanying generat.purpose financial statements of the Municipality of lsabela, Puerto 
Rico (Municipality), as of aid for the year ended June 30, 2002, as listed in the Table of Contents. These general
purpose financial statements are the responsibiity of the Municipality's management. Our responsibility is to 
express an opinion on these general-purpose financial statements based on our audit. Other auditor whose report, 
dated March 15, 2002, expressed a disclaimer opinion on those financial statements of the Municipality as of June 
30, 2001. 

Except as discussed in the following paragraphs, we conducted our audit in acx:ordance with aooiting standards 
generally accepted in the United States of America and the staldards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. Those standanfs require 
that we plan and perfonn 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 provkles a reasonable basis for our opinion. 

The Munfcipalfty, has not maintained a complete and accurate inventory of property, plant and equipment 
purchased in prior years to June 30, 2002. We were, therefore, unable to apply generally accepted auditing 
procedures to an examination of the costs of assets included in the General Fixed Assets Account Group. 

During our examination of Municipality's inter-fund cash transactions and corresponding due from and due to 
account balCllCes for the frscal year 2001-2002, we were unable to detennine any specific amounts of inter-fund debt 
because of the inadequa:y of the accounting records. 

As explained in Note 12, the Municipality is in process to perfonn a study of the estimated landfiU closing and 
postclosing costs to be recognized in the general-purpose combined financial statements, as required by the GASB 
No. 18, ·Accotmting for Municipa Solid Waste LandfiD Closure and Postdosure Care eosts•. Accordingly, no 
provision for liability has been made in the financial statements. 

In our o?nion, except for the effect of such adjustment, if any, as might have determined to be necessary had we 
been able to aooit the fixed assets of the general fixed assets account group, for the inadequacy of inter-fund cac;h 
transactions and corresponding due from and due to account balances, and for no provision for liabmty of landfill 
closing and postclosing costs, as explained in above paragraphs, the general-purpose combi'led financial statements 
referred to in the first paragraph present fairly, in all material respects, the finCllCial position of the Munlcipalfty, as of 
June 30, 2002. and the results of operations and changes in the fund balances for the fiscal year then ended in 
conformity with accounting principles generally accepted in the United States of America. 
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We also audited the adjustments described in Note 14 that were applied to restate the 2001 financial statements. In 
our opinion, soch adjustments are appropriate and have been property appfied. 

In acoordance with Government Auditing Standards, we have also issued a report dated March 19, 2003 on our 
consideration of the Municipality's internal control structure over financial reporting and our tests of its compfiance 
with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit performed 
in accordance with Government Auditing Standards and should be read in conjunction with this report in considemg 
the results of our audit. 

The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional analysis as 
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non
Profit Organizations, and is not a required part of the general-purpose financial statements. Soch information has 
been subjected to the auditing procedures applied in the audit of the general-purpose financial statements and, ·in our 
opinion, is fair1y stated, in an material respects, in relation to the general-purpose financial statements taken as a 
whole. 

#ce'q:t tf?5e 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants 

Caguas, Puerto Rico 
March 19, 2003 

185314b 
"> 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS 

JUNE 30, 2002 

GOVERNMENT AL FUND TYPES ACCOUNT GROUPS 

GENERAL GENERAL TOTALS 
SPECIAL CAPITAL DEBT FIXED LONG-TERM (MEMORANDUM 

GEMERAL REvEMUE PRoJECTS SERVICE AssETS DEBT ONLY! 

ASSETS AND OTHER DEBITS: 

Cash and Investments (Notes 1 E and 2) ....... ...... $ 2,102,100 $ 2,721,870 $ 781,022 $ $ $ $ 5,604,992 
Cash with Fiscal Agent (Note 1 E) ........................ 1,044 583,899 2,190,428 2,775,371 

Receivables: 

Property Taxes (Note 8) ...................................... 259,014 22,231 281,245 
Federal Grants (Note 10) ................................. ... 185,666 185,666 
Others Funds (Note 3) ........................................ 4,728 1,322,251 1,326,979 
Others (Note 3) ................................................... 625,508 625,508 

Property, PICJ1t and Equipment (Note 5) 10,385,008 10,385,008 

Amount Available In Debt ~ice 
Fund (Note 7) ...................................................... 2,'207,931 2,207,931 

Amount to be Provide for Payment of: 
General Long-Tenn Debt (Nole 6) ...................... 6,046,008 6,046,008 
Advance Property Taxes (Note 8) ....................... 203,767 203,767 
State Health Insurance Plant Debt ...................... 989,083 989,083 
Vested Compensated Absences (Note 11) ......... l,466,7Q2 1,466,7Q2 

TOTAL ASSETS AHD OTHER DEBITS'"-"'"'"' I 299UU I ~IU§86 s Zit 02~ IUUH~ Sjll~H.QQI ltll.!UJ.493 ~~lliB ~&Q 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS 

JUNE 30, 2002 

LIABILmES AND FUND EQUITY 

LIABILITIES: 

GENERAL 

Accounts Payable ald Accrued Liabilities ............ $ 385,035 

Cueto: 

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

Deferred Revenues: 

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

Long-Tenn Debts: 

General Obligations Bonds (Note 6) ................. .. 
Special Obligations Notes (Note 6) .................... . 
Advances of Property Taxes (Note 8) ................ . 
State Health Insurance Plan Debt.. .................... . 
Vested Compensated Absences (Note 11) ........ . 

TOTAL LIABILITIES ............................................ . 

415,375 
1,322,251 

1,312.498 

294,840 

3.729.999 

GOVERNMENT AL FUND TYPES 

SPECIAL 
REvENuE 

$ 189,154 

423,535 

612.689 

CAPITAi. 
PROJECTS 

$ 

5 

DEBT 
SERVICE 

$ 

4,728 

4.728 

ACCOUNT GROUPS 

GENERAL 
FIXED 

Assm 

$ 

GENERAL 
LONlrTERM 

DEST 

$ 

2.418,939 
5,835,000 

203,767 
989,083 

1.466.702 

10.913.491 

TOTALS 
(MEMORANDUM 

ONLY) 

$ 574,189 

415,375 
1,326,979 

1,312,498 
423,535 
294,840 

2,418,939 
5,835,000 

203,767 
989,083 

1.4§6.702 

15.260.907 

continue 



MUNICIPALITY OF ISABELA, PUERTO RICO 

COMBINED BALANCE SHEET -
ALL FUND TYPES AND ACCOUNT GROUPS 

JUNE 30, 2002 

GENERAL 

FUND EQUITY (DEFICIT): 

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

Fund Balance: 
/ 

Reserved for Encumbrances (Note 1 L) ........... .. 334,448 

Unreserved (Deficit): 

Designated for Debt Service (Note 1 L) ........... . 
Designated for Subsequent Years 

Expenditures ................................... ............... . 
Undesignated (Deflclt) .................................... .. {l ,Q7~,05J) 

TOTAL FUND EQUITY (DEFIC!n ...................... .. (737,005) 

TOTAL LIABILITIES AND 
FUND EQUITY (DEFIC1T) ............. - ·"""""""" I Ui2.3!lf 

GOVERNMENT AL FUND TYPES 

SPECIAL 
RevalJE 

s 

4,200,997 

4,200.997 

I ~8l~.tl8D 

CAPITAL 
PROJECTS 

$ 

781,022 

781.022 

I Zl1W 

The accompanying notes to general-purpose financial statements ara an integral part of this statement 
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Deer 
SERVICE 

s 

2,207,931 

2,207,pa1 

1 z.~i~.•a 

ACCOUNT GROUPS 

GENERAL 
FIXED 

AsSETS 

$10,385,008 

10,385.008 

llQ.~85.gQ§ 

GENERAL 
loNGoTERM 

OEST 

$ 

l10.ll13.491 

TOTALS 
(MEMORANDUM 

ONLY) 

$10,385,008 

334,448 

2,207,931 

4,982,019 
(1,072,053) 

16,837,353 

u2.09a.a&o 



MUNICIPALITY OF ISABELA, PUERTO RICO 

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

FOR THE YEAR ENDED JUNE 30, 2002 

REVENUES 

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

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

EXPENDITURES 

Current 

Mayor and Municipal Legislature ................................................ .. 
General Government. ................................................................... . 
Public Safety ............................................................................... .. 
Public Works ................................................................................ . 
Culture and Reaeatlon ................................................................ . 
Sanitation ..................................................................................... . 
Human Services and Welfare ..................................................... .. 
Urban Development ..................................................................... . 
Capital Outlays ............................................................................. . 
Advance of Property Taxes .......................................................... . 

Debt Service: 

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

TOTAL EXPENDITURES ........................................................... .. 

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

GENERAL 

$ 3,671,184 
1,696,974 

3,795,370 
442,442 
783.349 

10.389.319 

416,159 
7,191,369 

933,898 
1,058,421 

454,562 
825,530 

2,226,027 

58.G78 
2,838,653 

16,002.697 

(5,§13,378) 

GOVERNMENTAL FUND TYPES 

SPECIAL 
RfvENUE 

$ 

7 

2,063,031 
2,400,236 

4.463.267 

1,300,049 
26,685 

708,542 
384,407 
457,566 

2.8n.249 

1.586,018 

CAPITAL 
PRoJECTS 

$ 

882,104 

882.104 

1,085,418 

1.085.418 

(203.314) 

DEBT 
SERVICE 

$ 998,339 

998.339 

598,000 
~~.:Qa 

822.733 

175,60§ 

TOTALS 
(MEMORANDUM 

ONLY) 

$ 4,669,523 
1,696,974 
2,063,031 
1,on.110 

442,442 
783.349 

16.733.029 

416,159 
8,491,418 

960,583 
1,058,421 

454,562 
825,530 

2,934,569 
1,469,825 

515,644 
2,838,653 

598,000 
224,733 

20,788,097 

(4,Q55,068) 

oonUnue 



MUNICIPALITY OF ISABELA, PUERTO RICO 

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

FOR THE YEAR ENDED JUNE 30, 2002 

OTHER FINANCIAL SOURCES (USES): 

Advances of Property Taxes (Note 8) ........................................... $ 3,200,517 
Proceed of Note...................................... ... ................................... 4,440,000 
Operating Transfer In .................................................................. .. 
Operating Transfer Out ................................................................. (1.451.599) 

TOTAL OTHER FINANCING 
SOURCES (USES)................................................................... 6. 188.918 

Excess (Deficiency) of Revenues and Other Financing Sources 
Over (Under) Expenditures and Other Financing Sources......... 575,540 

Fund Balances (Deficit), as Restated, at Beginning of Year......... (1.313.145) 

FUND BALANCES (DEFICIT} AT END YEAR ............................ (S 737.605) 

The aa:ompanylog notes to general-purpose financial statemenJs are an Integral part of this statement 

GOVERNMENT AL FUND TYPES 

SPECIAL 
REvEHue 

$ 

1,403,786 
(929.286) 

474.500 

2,000,518 

2.140.479 

I 4i200,997 

8 

CAPITAL 
PRoJECTS 

$ 

929,286 

929.286 

725,972 

55,050 

I zai,022 

$ 

47,813 

47.813 

223,419 

1,~,512 

I 2120I19~1 

TOTALS 
(MEMORANDUM 

ONLY) 

$ 3,200,517 
4,440,000 
2,380,885 

(2,380.885) 

7.640.517 

3,585,449 

2.866.896 

I 614521345 



MUNICIPALITY OF ISABELA, PUERTO RICO 

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

FOR THE YEAR ENDED JUNE 30, 2002 

REVENUES 

Property Taxes Advances ................................. .. 
Volume of Business Taxes ................................ . 
Intergovernmental .............................................. . 
Licenses and Permits ........................................ .. 
Mlscellaneous ..................................................... . 

TOT AL REVENUES ........................................ . 

EXPENDITURES AND 
ENCUMBRANCES 

Mayor and Munlclpal Legislature ...................... .. 
General Government: 

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

Public Safety ...................................................... . 
Public Works ...................................................... . 
Culture and Recreation ...................................... . 
Sanitation ........................................................... . 
Human Services and Welfare ............................ . 
Urban Development ........................................... . 
Capital Outlays .................................................. .. 
Amortization of Property Tax ............................. .. 
Debt Service ....................................................... . 

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

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

GENERAL 

BuDG£T AcTUAL 

$ 4,002,065 $ 4,033,048 
1,559,207 1,696,974 
3,899,482 3,795,370 

430,961 442,442 
Z54,0Q1 783,~ 

10,645,716 10,~1,183 

459,818 424,006 

3,117,713 3,381,445 
285,343 266,521 
266,074 224,267 

1,026,040 935,472 
1,315,531 1,141,722 

465,086 456,104 
870,210 825,530 

2,310,810 2,228,596 

59,840 58,078 

10.176.465 9,941,741 

469.251 809.442 

9 

VARIANCE 
FAVORABLE 

(UNFAVORABLE) 

$ 30,983 
137,767 

(104, 112) 
11,481 
29,348 

1Q5,467 

35,812 

(263,732) 
18,822 
41,807 
90,568 

173,809 
8,982 

44,680 
82.214 

1,762 

234,724 

340,191 

$ 

DEBT SERVICE 

BuOGET 

$ 998,339 

998.339 

822.733 

822.733 

175.606 

VARIANCE 
FAVORABLE 

(UNFAVORASlf) 

$ 998,339 

998,339 

(822,733) 

(822,733) 

175.606 

continue 



MUNICIPALITY OF ISABELA, PUERTO RICO 

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

FOR THE YEAR ENDED JUNE 30, 2002 

BUDGET 

OTHER FINANCIAL SOURCES (USES): 

Operating Transfer In (Out)................................. ($ 469.251) 

Excess of Revenues and Other Sources (Uses) 
Over Expenditures And Other Uses.................... !!!=$ =='"'"" 

Adjustment Required Under Generally 
Accepted Accounting Principles: 

Net Change In Encumbrance ............................. . 
Proceed of Note ................. , ............................... . 
Accrual Liability for Certain Debts 

Not Recognized in Budget ............................... . 
Net Changes in Unbodgeted lterns .................... . 

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

FUND BALANCE (DEFICIT) 
AT END OF YEAR ...... " '"""'"'"-'" .................. . 

GENERAL 

($ 466.599) 

342,843 

(65,314) 
4,440,000 

(3, 156,989) 
(985,000) 

11.313. 145) 

(S 737.605) 

The accompanying notes lo general-purpose financial statements are an Integral part of this statement 
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VARIANCE 
FAVORABLE 

(UNFAVORABLE) 

$ 2.652 

$ 342843 

BuDGET 

$ 

$ 

DEBT SERVICE 

AcluAL 

$ 47.813 

223,419 

1,984.512 

s 2.207.931 

VARIANCE 
FAVORABLE 

(UNFAVORABlE) 

$ 47.813 

$ 223 419 



MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of lsabela, Puerto Rico (Municipality) was founded in the year 1819, and operates 
as a governmental unit of the Commonwealth of Puerto Rico, under the Law Number 81 of August 30, 
1991, known as 'Autonomy Municipalities Law of the Commonwealth of Puerto Rico'. The governmental 
system of the Municipality Is composed of the executive and legislative bodies. The Mayor Is the Chief 
Executive Officer and Is elected every four years in the general elections a the Commonweath of 
Puerto Rico. The legislative body consists of 12 leglslators also elected in the general elections of Puerto 
Rico for a four-year period. 

The Munlclpallty provides services such as: health, public works, sanltaion, aids and services to low
income and elderly citizens, public safety, housing and urban development culture and recreation, 
planning, zoning and other general and administrative services. 

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

A. Flnanclal Reporting Entity 

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

The general-purpose financial statements present the financial position of the various fund types and 
account groups and the results of operations of the various fund types of the Munlclpallty. This Includes 
the organizations units governed by the Executive Officers and merri>ers of the Municipal legislature of 
the Munlclpallty. In evaluC!llng the Munlclpallty as a reporting entity, management has considered all 
the potential component units. The decision to Include a potential component unit In the reporting entity 
was made by applying the provisions of GASB Number 14. 

The basic, but not the only criterion for including a potential component unit within the reporting entity is 
if elected officials of a primary government are financiaDy accountable for the entity. Financial 
accountabHity exists if the primary government appoints a voting majority of the entity's governing body, 
fiscal dependency of the potential component units and if either one of the followlng conditions exist: the 
primary government can Impose Its will on the other entity or the potential exists for the other entity to (1) 
provide specific financial benefits to or (2) impose specific financial burdens on the primary government. 

11 

A second criterion used in evaluating potential component units is if the nature and significance of the 
relationship between the entity and a primary government are such that to exclude the entity from the 
fmancial reporting entity would render the financial statements misleading or incomplete. 

The relative importance of each criteria must be evaluated in light of specif.: circumstances in order to 
determine which COlll)Ollents units are to be included as part of the reporting entity. our specific 
evaluations of the criteria applicable to the Munlclpallty indicates that the reporting entity consists of all 
funds and accounts groups included in the combined balance sheet, therefore, no organizations, 
activities or functions are required to be included in the reporting entity. 

B. Basis of Presentation 

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

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

GOVERNMENTAL FUNDS 

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

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

continue 



MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation) 

B. Baals of Presentation (continuation) 

Soec!al Revenue Fund - This Is used to account for the JX"oceeds of specific revenue sources 
(other than major capital projects) that are legally restricted to expendttures 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 Pro!ects Fund - This Is used to account for financial resources to be used for the 
acquisition 0r construction of major capital facilities (other that those financed by Special Revenue 
Fund). Completed assets if a stewardship nature Is transferred to the General Fixed Assets 
Account Group. 

ACCOUNT GROUPS 

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

General Fixed Assets Account Grouo - This account group is used to account for all general fixed 
assets of the Municipality. General Fixed Assets are recoroed as expenditures of the various 
funds at the time of purchase and are subsequently capitalized for memorandum purposes In the 
General Fuced Assets Account Group. 

General Long-Term Debt Account Grouo- This account group is used to account for an long-term 
debt inducing bonds, notes and other long-term liabilities of the governmental fund type of the 
Municipality. 

C. Baals of Accounting 

Basis of accounting refers to the point at which revenues and expenditures are recognized in the 
accounts and reported In the general-purpose financial statements. It relates to the timing of the 
measurements made, regardless of the measurement focus applied. The governmental fund types follow 
the modified accrual basis of accounting. Under the modified accrual basis of accounting, revenues are 
recorded when susceptible to accrual, i.e., both measurable and available. "Available" means collectible 
within the current period or soon enough thereafter, normally within sixty days, to be used to pay 
liabilities of the current period. Revenues collected in advance of the fiscal year to which they apply n 
recorded as deferred revenues and recognized as revenues In the years to which they apply. 
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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 wil be paid to the Municipality; therefore, revenues a-e 
recognized based upon the expenditures recorded. For the second type, moneys are received in 
advance and recorded as deferred revenues until the appropriate expenditures are made, at which time 
the revenues are recorded. 

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

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

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

In December 1998, GASB Issued Statement No. 33, "Accounting and Financial Reporting for 
Nonexchange Transactions• (GASBS No. 33), effective for financial statements for periods after June 
15, 2000, which the Municipality adopted on July 1, 2000. This statement establishes accounting and 
reporting standards for nonexchange transactions Involving cash and financial or capttal resources (for 
example, most taxes, grants and private donations). In a nonexchange transaction, a government gives 
(or receives) value without directly receMng (or giving) equal value in return. This Is different from an 
exchange transaction, in which each party receives and gives up essentially equal values. The 
statement groups nonexchange transactions of governments into four classes, based on their principal 
characteristics: (a) derived tax revenue; (b) Imposed nonexchange revenue; (c) government mandated 
nonexchange transactions; and (d) voluntary nonexchange transactions. 



MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation) 

C. Baall of Accounting (continuation) 

The adoption of this statement did not alter significantly the basis of accounting used by the 
Munlclpallty for the recognition of revenue and expenditures and related assets and liabilities, as 
described above, except for the recognition of tax receivables in the amount of $259,014 and a 
corresponding deferred revenue for the same amount. This receivable is based on property taxes 
earned as Final Uquidatlon of Fiscal Year 2001-2002, estimated to be collecllble but not currently 
available. 

GASBS No. 33 also requires governments to recognize capital contributions to proprietary funds (not 
present in the financial statements) and to other governmental entities that use proprietary fund 
accounting as revenue, not contributed capital. However, governments should not restate contributed 
capital arising from periods prior to Implementation of this statement until GASB Issues one or more 
statements requiring restatement of those prior-period balances. 

0. Budgetary Accounting 

The Munlclp1llty's Annual Budget Is prepared on the budgetary basis of accounting, represents 
departmental appropriations recommended by the Mayor, <r1d approved by the Municipal Legislature 
prior the beginning of the fiscal year. Budgetary control ls maintained at the department level for each 
Individual appropriation. Amendments to the budget, induding transfers, require the approval of the 
Municipal Legislature. Unencumbered appropriations lapse at the end of the next fiscal year. 

The Munlclpallty follows these procedures, In accord<r1ce with law, In order to establish the budgetary 
data reflected In the generali)Urpose financial statements: 

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

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

3. The Commissioner of Municipal Affairs examines the budget to verify if it complied with the 
law's standards and sends it to the Mayor for any comments or recommendation before the 
limited date establishes by the Law. 

4. Prior to June 13, the annual budget is legally enacted through passage of the annual 
appropriatloo ordinance. 
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5. Subsequent to the enactment of the annual appropriation ordin<r1ce, the Municipal 
Legislature has the authority to make necessary amendments made during the fiscal year 
and are reflected In the budget infonnatioo included in the general-purpose financial 
statements. 

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

Since the budgetary basis differs from accounting principles generally accepted in the United States of 
America (GAAP), actual crnounts for the General Fund in the accompanying Combined Financial 
Statement of Revenues, Expenditures and Encumbrances and Changes in Fund Balance - Budget and 
Actual, is presented on the budgetary basis to enhance comparability. 

The principal differences between the budgetary and GAAP bases are the following: 

1. Encumbrances are recorded as expenditures under the budgetary basis <rid as a reser/e of 
fund balances under GAAP. 

2. The non-exonerated portion of the property tax advances are presented as revenue in the 
budgetary basis and as other financing sources under GAAP (See Note 8). 

3. lnterfund transactions of the General and Special Revenue Funds are not included in the 
budgetary basis. 

4. Certain accrued liabilities and other debts are not induded 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 basis. 

The special funds of the Special Revenue Fund have not been lnduded in the budget and actual 
comparison because balances are not budgeted. Also the budget prepared for the Federal Finance 
Awards Programs induded in the Capital Projects and Special Revenue Funds Is based on a program 
period which Is not necessarily a year. Accordingly, ifs not ~cal to present an annual comparison of 
budget and actual for such programs. 



MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation) 

E. Cash and Investment 

The Director of Finance of the Municipality is responsible for Investing the available resources in 
certificates of deposit and other short-tenn investments. Investments are made from the available 
combined funds of the Munldpallty and, accordingly, it Is not practical to disclose certificates of deposit 
and other short-term investments indlvidually by fund in the combined financial statements. Interest 
eaTied 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 Captal Project Funds are restricted; 
accordingly, resoorces avaUable 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 <i the Commonwealth of Puerto Rico. 

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

F. Receivable 

Recelvable are stated net of estimated 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. Inventories 

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

The General Fixed Assets Account Group reflects the cost of fixed assets of a stewardship nature 
(certain land, buildings, certain Improvements other than building, furniture and fixtures, equipment and 
motor vehicles acquired or constructed by the Municipality. Public domain (infrastructure) fixed assets 
consisting of roads, bridges, underground wat& and sewer facilities and certain other property are 
recorded as expenditures and are not capitalized in the General Fixed Assets Account Group. Donated 
fixed assets are valued at their estimated fair value on the date donated. No depreciation has been 
provided and the interest on financing during the construction period will not be capitaUzed in the 
General F1Xed Assets Account Group. 

L Compensated Absences 

Municipal employees are granted 30 days of vacations and 18 days of sick leave annually. Vacattons 
may be accumulated up to a maximum of sixty (60) days and sick leave up to a maximum of ninety (90) 
days. In the event of empoyee resignation, the employee Is paid for accumulated vacation days up to 
the maximum allowed. SeparaUon from employment prior to use of all or part of the sick leave, or upon 
retirement, terminates all rights for compensaUon, except for empoyees with ten years of service who 
are entitled to sick leave pay up to the maximum allowed. The Municipality acaues a liabiUty for 
compensated absences, which meet the following aiteria: (1) the Municipality's obligation relating to 
employee's rights to receive compensation for future absences is attributable to employee's services 
already rendered; (2) the obligation relates to rights that vest or accumulate; (3) Payment of the 
compensation ls probable; and (3) the amount can be reasonably estimated. 

In accordance with the above criteria and requirements as established by GASB Number 16, the 
Munlclplllty has accrued a liability for compensated absences, which has been earned but not taken by 
municipal employees. The llabllity for compensated absences, which will not require the use of 
expendable available financial resource, ls included In the General Long-Tenn Debt Account Group. 

J. Insurance 

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



MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuation) 

K. lnterfund Transactions 

The Municipality has the following types of transactions among funds: 

Operating Transfers - Legally required transfers that are reported when incurred as 
"Operating transfers-in" by the recipient funds and as "Operating transfers-OUr by the 
disbursing fund. 

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

L Res81Vatlons of Fund Balance 

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

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

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

Fund Deficit in the General Fund Is primarily attributable to prior year adjustments due to unrecorded 
debts and cash accounts reconciliation. The deficit Is expected to ~ 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 adjudicated or settled claims, is recorded In the General Fund. The General Long-Term Debt 
Account Group inciudes 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. 
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N. Use of estimates 

In preparing financial statements in cooformity with accounting principles generally accepted in the 
United States of America, management is required to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and the disclosures of contingent assets and Uabilities at the 
date of the financial statements 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 au funds except for restricted funds generally 
held by outside custodians and federal grants. Available pooled cash balance beyond immediate needs 
Is invested In certificates of deposit. The Municipality's cash and Investments at year-end were entirely 
covered by the Federal Deposit Insurance Corporation (FDIC) coverage, up to a maximum of $100,000 
in each bank, and the excess by collateral provided by the banks and held by the Department of the 
Treasury pursuant the applicable laws and regulations. Cash with fiscal agent is maintained in Interest 
bearing accounts in the Government Development Bank of Puerto Rico crid Is not collateralized. 

Puerto Rlco laws authorize governmental enUties to invest in direct obligations or obligations guaranteed 
by the federal government or the Commonwealth of Puerto Rico. The Municipality is also allowed to 
invest in bank acceptances, other bank obligaUOns and certificates of deposit in financial institutions 
authorized to do business under the federal and Commonwealth laws. During the year, the Municlpallty 
invested Its funds in Interest bearing bank accounts and short-term certificates of deposit. 

CERTIFlCA TE 
Of DEPOSIT PRINCIPAL INTEREST ExPIRATION 

ISSUED BY NUMBER AMOUNT RATE DATE 

Popular Bank of Puerto Rico ........ 0111-0000006 $ 450,000 2.30% 08-20-02 
Popular Bank of Puerto Rico ........ 0111-0000007 300,000 2.50% 08-20.02 
Popular Bank of Puerto Rico ........ 0111.0000009 200,000 2.30% 03-16-03 
Popular Bank of Puerto Rico ........ 0111.0000011 1,506,405 2.40% 08-14.02 
Popular Bank of Puerto Rico ........ 0111.0000012 201.350 2.30% 03-18-03 

TOTAL 1~65ZZ~ 



MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE 3 INTERFUND RECEIVABLE AND PAY ABLE BALANCES 

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

I NTERFUNO 

RECEIVABlE PAYABLE 

General: 
lnterfund Loans ........................................................... . $ $1,322,251 
Interest Receivable from Debt Service Fund .............. . 4,728 

Special Revenue: 
lnterfund Loans .......................................................... .. 1,322,251 

Debt Services: 
Interest Payable to General Fund ............................... . 4.728 

TOTAL. ............................................................ . $1 328979 $1326979 

NOTE 4 DUE TO OTHER GOVERNMENTAL UNITS 

As of June 30, 2002, balance due to other governmental units of the General Fund for services rendered 
to the Municipality, consists of the foDowing: 

Retirement System Administration ................................................................................ . 
Water and Sewer Authority ........................................................................................... . 
Department of Labor and Human Resources ......... ..................................................... .. 
General Services Administration .................................................................................. .. 
AEELA .......................................................................................................................... .. 

TOTAL. ............... : ................................................................................................ .. 

AMOUNT 

$ 47,394 
60,288 

279,241 
22,614 
5.838 

$415 375 

The Munlclpallty also due the amount of $989,083 to State Health Insurance Plan (ASES). This amount 
should be amortized through retention of the Increase In the Electronic LOTO participation received by 
the Municipality, In accordance with Law Number 29ofJuly1, 1997 (see NOTE 6). 
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NOTE 5 PROPERTY, PLANT AND EQUIPMENT 

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

BALANCE Ao~S DISPOSITIONS BAl.ANCE 
JULY 1, ANO ANO JUNE30, 

DESCRIF'TION 2001 ADJuS'IMENTS ADJUSTMENTS 2002 

land ................................................. $ s 1,534,806 s s 1.534,806 
Buildklgs and Improvements ............. 4,177,500 4,177,500 
Real Estate ........................................ 1,732,904 1,732,904 
Machinery and Equipment ................ 4,Z2Q,87~ 790, 17~ ~s.a~z 4,§!2,ZQZ 

TOTAL ... .................................. S 5953ZZ9 s 6502~ I 2 OZ! 251! llll ~5 Cll!I 

NOTE 6 GENERAL LONG-TERM DEBTS 

A. GENERAL OBLIGATIONS BONDS AND SPECIAL NOTES PAY ABLE 

The prtnclpal long-tenn obUgations of the Municipality are general obligations bonds and special notes 
issued to firmce the construction and improvements of public facilities and purchase of equipment. The 
Municipality's ~igations long-term debt retirements are appropriated and paid from resources 
accumulated in the debt service fund (See Note 7). The special obligations long-term notes retirements 
are paid through retention made by the Municipal Revenue Collection Center from monthly advcrice of 
annual ~tax and subsidy send to the Munlclpallty. General obligations bonds and notes payable 
as of June 30, 2002, are comprised of the following individual issues: 

DESCRIPTION AMOUNT 

General Obllgalfons Bonds: 

$305,000, Series 2000, payable in semiannual Installments ranging from 
$20,000 to $40,000, excluding interest at 5.00%, through July 1, 2010 ....................... .. $ 285,000 

$525,000, Series 1996, payable in semiannual Installments ranging from 
$13,000 to $36,000, excluding interest at 7.00%, thrCllQh July 1, 2021 
(Water and Waste Disposal Loans and Grants) .......................... .................................. . 468,000 

$205,939, Series 1996, actually In process of disbursement, interest at 
4.50% (Water and Waste Disposal Loans and Grants) ....................................... ........ .. . 205,939 
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NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE 6 GENERAL LONG-TERM DEBTS (contlnullllon) 

DESCRIPTION 

$1,160,000, Series 1999, payable in semiannual installments ranging 
from $80,000 to $155,000, excluding Interest from 7.00% to 7.08%, 
through July 1, 2009 ........................ ................................................... ... ...... .................. . 

$1, 700,000, Series 1993, payable in semiannual installments ranging 
from $105,000 to $245,000, excluclng interest from 5.00% to 8.00%, 
through July 1, 2003 ................................................................................... .. ................ .. 

Total General Obligations - Bonds ............................................................................. . 

Speclal Notes: 

$3,455,000, Serles 2001, payable In semiannual Installments ranging 
from $45,000 to $290,000, excluding interestfrom 5.00% to 7.50%, 
through July 1, 2026 ..................................................................................................... .. 

$985,000, Serles 2001, payable in semiannual Installments ranging from 
$170,000 to $230,000, exdudlng Interest from 5.00% to 7.50%, through 
July 1, 2006 ................................................................................................................... . 

$1,510,000, Series 1999, payable in semiannual Installments ranging 
from $210,000 to $300,000, excluding Interest from 7.00% to 7.08%, 
through July 1, 2005 ...................................................................................................... . 

$505,000, Series 1993, payable in semiannual installments ranging from 
$20,000 to $65,000, excluding Interest from 4.375% to 8.0%, through 
July 1, 2009 ............................................. ................................................................... .. .. 

Total Special Obligations - Bonds .............................................................................. . 

Total Obllgationa Outstanding ............................................... - .............. -'"'"" .. ... 

AMOUNT 

$ 990,000 

470.000 

2.418.939 

3,455,000 

985,000 

1,075,000 

320.000 

5.835,QOQ 

$8.253.939 

At June 30, 2002 the Municipality has approved a Line of Credit in the amount of $410,000 (total 
C1T1ount available not used at June 30, 2002) with the Government Development Bank. The Line of 
Credit was requested to develop a capital project financed with federal funds graited by Department of 
Agriculture, Rural Utilities Services. 
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The annual requirements to amortize the general and naes obUgations outstanding as of June 30, 2002, 
are as follows: 

YEARENotNG PRINCIPAL 
JUNE30, PAYMENT 

2003 $ 851,000 
2004 927,000 
2005 723,000 
2006 788,000 

After2006 4,964,~~9 

TOTAL $8253939 

B. OTHER LONG-TERM DEBTS 

BAl.ANCE 
JIA.Y 1, 

DESCRIPTION 2001 

Property Tax Advance - MRCC ............... .. $ 203,767 
Retirement System Administration ........... . 708,734 
PR Department of labor .......................... . 202,195 
Water aoo Sewer Aulhorlty ..................... .. 130.206 
Social Security Admiiislnltion .................. . 797,375 
Income Tax Withheld ................................ . 1,048,100 
Department of Labor ................................ . 7,061 
State Healttl Insurance ...... .. ..................... . 
c1aim, and Judgments ............................ .. 
Compensated Absences ......................... .. 

178,000 
1,437,247 

PR Electrtc Power Authority .................... .. 37,807 
PR Telephone Co ..................................... . §5,~2 

TOTAL ................................................. . M~5~ 

INTEREST 
PAYMEtff 

$ 454,201 
489,128 
428,738 
374,478 

3,47~,i1~ 

s 5 2J9Z60 

NEW 
ISSUESAHJ 

AD.JusTMENTS 

TOTAL 
PAYMEtff 

$ 1,305,201 
1,416,128 
1,151 ,738 
1,162,478 
8,438,1~ 

Sla~Z36~ 

RETIREMENTS 
ANOC~ 

MAlUAATES 

BAl.ANCE 
JUNE30, 

2002 

$ $ $ 203,767 
708,734 
202,195 
130.206 
7'!1,375 

1,048,100 
7,061 

989,083 989,083 
178,000 

29,455 1,466,702 
37,807 
85,452 

$1 018 538 $ 3 194 g30 $26595§2 
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NOTES TO THE GENERAL PURPOSES FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE 6 GENERAL LONG-TERM DEBTS (continuation) 

C. CHANGES IN GENERAL LONG-TERM DEBTS 

The following is a summary of changes in long-tenn de~s for the year ended June 30, 2002: 

8ALANce RETIREMENTS BALANCE 
JULY 1, NEW ANO CURRENT JUNE30, 

DESCRIPTION 2001 ADJUSTMENTS ISSUES MATURATES 2002 

General ...................... $ 2,241.000 $ 508,742 $ 12,197 $ 343,000 $ 2,418,939 
Notes ......................... 1,425,000 225,000 4,440,000 255,000 5,835,000 
Others Debts ............. 4.835.944 1.018.538 3.194.930 2.659.552 

TOTAL ................ " .. s 8.501.944 s 733.742 s 5,470,735 s 3,792,930 $10,913,491 

NOTE7 DEBT RETIREMENT 

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

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

NOTES PROPERTY TAXES 

The Municipal Revenue Collectlon Center of the Convnonwealth of Puerto Rico is responsible for the 
assessment of an 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 1957 and the personal property at 
the current value at the date of the assessment. 

The tax rate per annum is 7.83% for real property and 5.83% for personal property of which 1.00% of 
both belongs to the Coomonwealth of Puerto Rico and 6.00% and 4.00%, respectively, belongs to the 
Municipality. Fran the portion belonging to the Municipality, 6.00% and 4.00%, respectlvely, 
represents the Municipality's basic tax rate that is appropriated for general purposes and therefore 
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accounted for through the General Fund. The remaining portion belonging to the Municipality of 1.25% 
represents the ad-valorem property taxes withheld by the Municipal Revenue Collection Center of the 
Commonwealth of Puerto Rico and restricted for debt service, which is accounted for through the Debt 
Service Fund (See Note 7). The MunldpaUty has reached the maximum statutory tax rate limit for the 
basic tax while there is no limitation for the ad-vatorem 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 Munlclpallty 
receives the full amount levied, except for residential lllits assessed at less than $3,500 on which a 
complete exemption is granted. The Municipal Revenue Collection Center, instead of the property 
taxpayer, becomes the source of payment In these cases. 

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

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

Due to the fact that collections of non-exonerated property taxes are applied to the advances of property 
tax send by the Municipal Revenue Collection Center, they are record as amortization of the advance in 
the General Long-Tenn Account Group, for the Prior Advance Property Taxes owed to Municipal 
Revenue Collection Center (MRCC), expenditures in the General Fund and recognized as revenue in 
aocordance with GAAP. The balance of Advance of Property Taxes at June 30, 2002 is as follow: 

Advance of Property Taxes at 07/01/01 ........................................................................ ..................... . 
Plus: Advance of Property Taxes - Current ................................................... ............. ..................... . 
Less: Amortization through Collection - Current ............................................................................. .. 

Advance of Property Taxes at 06130/02 ............................................................................................. . 

AMOUNT 

$ 203,767 
2,579,639 

(2,579,639) 

$ 203767 
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FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE 8 PROPERTY TAXES (continuation) 

The Munlclpallty had receivable of $259,014 from Municipal Revenue Collection Center, for property 
tax revenue, according to Fiscal Year 2001-2002 Final Liquidation. The receivable was recognized at 
June 30, 2002 and a corresponding deferred revenue for the same amount was also recognized 
because Is not available (see NOTE 1 C). 

NOTE 9 VOLUME OF BUSINESS TAX 

The volume of business tax is levied each year based on the prior year's gross revenues for all 
commercial and Industrial organizations doing business in the Municipality and which are not totally a 
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 seml-aMual installments on July 1 and January 1 following the date of 
levy. If they are paid with declaration, the taxpayer is granted a 5% of discount. Collections of taxes 
during current fiscal year, applicable to the next fiscal year, are recorded as deferred revenues in the 
General Fund. 

NOTE 10 INTERGOVERNMENTAL REVENUES 

Intergovernmental revenues consists primarily of funds received from the Commonwealth of Puerto 
Rico, 'in Heu of tax' payments from the quasi-public corporation, PR Electric Power Authority, and 
federal financial assistance received from federal government. 

Grants and subsidies received from the Commonwealth of Puerto Rico and federal agencies Include, 
among others, a general subsidy for urban development and capital improvements. Intergovernmental 
revenues are acoounted for through the General Fund except for those directly related to urban 
development and capital improvements, which are accounted for through the Special Revenue and the 
Capital Project Funds. Federal Financial Assistance is recorded in the Special Revenue Fund. 
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NOTE 11 EMPLOYEE'S RETIREMENT PLAN 

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

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

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

Under the plan, the employees and employer portions are contributed, for which, the employee amount 
Is withheld from salaries. Covered employees are required by Commonwealth statute to accept before 
April 1, 1999 to contribute 5.n5% for the first $6,600 of salary plus 8.275% for the excess of this 
amount, or on the alternative, 8.275% of all salary. 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. All employees active in the system as of December 31, 1999 may elect to transfer from define 
contribution program to the new savings program (a defined contribution plan). Employees in the savings 
program may now contribUte from a minimum of 8.275% up to a maximum of 10% of their monthly 
salary, and will Invested in an account which will either: (a) earn a fixed rate based on the two-year 
Constant Maturity Treasury Note .or, (b) earn a rate equal to 75% of the return of the System's 
investment portfolio (net of management fees), or (c) earn a combination of both alternatives. If at time 
of retirement accumulated benefits amount to $10,000 or less may elect to receive a lump sum 
distribution up to the accumulated benefits. Under the new program the retirement age Is reduced from 
65 to 60 for those employees who joined the current plan on or after April 1, 1990. 

All employees that do not elect to transfer for the new program, and who at the time of employment are 
55 years old or less are eligible to participate in the System. Pension benefits for participants with 30 
years of setvice are as follows: 
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NOTE11 

YEARS 
OF SERVICE 

30ormore 

30ormore 

30ormore 

EMPLOYEE'S RETIREMENT PLAN (continuation) 

PARTICIPANT'S 
AGE PENSION BENEFITS 

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

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

65 or mere 75% of the average of the three years of highest salary duling the 
employee's service period (employees started working after April 1, 
1990). 

The pension benefit for participants who retire with less than 30 years cl 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 assumptions are surnmaized below: 

a. The present value of the future pension payments was C001>uted by using a discount of 9%. 

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

The amount of the total pensioo benefit obligation is based on a standard'ized measurement establ!Shed 
by GASB Number 27, Ansnclsl Reporting for Defined Benefit Pension Plans and Notes Disclosure for 
Defined Contributions Plans. The standardized measurement is the actuarial present value of estimated 
defined pension benefits, adjusted for the effects of projected salary increases and step-rate benefits, 
estimated to be payable in the future as a result of employee services performed to date. 

The measure is Intended to help users assess the System's funding status on a going-<X>ncem basis, 
assess progress made in accuroolating sufficient assets to pay benefits when due, and make 
comparisoos among other public retirement systems. The measure is Independent of the actuarial 
funding method used to determine cootributions to the plan. The membership of retirees and 
beneficiaries currently receiving benefits and terminated employees entitled to benefits, but not yet 
receiving benefits, and active employees and the distribution of active employees between vested and 
nonvested is not readily avattable. 
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Contributioos In 2002 and prior years were made based on percentages established by the law. Such 
percentage has not been based on actuarial studies, as required by accounting principles generally 
accepted in the United States of America. An aduarial compilation of the annual contribution applicable 
to the Municipality has not been prepared. Accordingly, the accounts by which the actual contributions 
dfferfrom 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 $490, 170. 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 ff the participant receives a 
refund of his accumulated cootributions. 

The historical trend Information regarcing the accumulation of assets and pension benefit obligation in 
the ERS are not available. For the teo-year trend Information, refer to the separately issued financial 
statements of the ERS as of and for the year ended June 30, 2002. 

NOTE 12 ESTIMATED MUNICIPAL SOLID WASTE LANDFILL CLOSING COSTS 

According to the Environmental Protection Agency's (EPA) regulations, the Municipality must follow 
certain closure functions and postdosure monitoring and maintenance procedures. In addltioo, the 
Municipality due adopted the GASB Number 18 in order to comply with these regulations. Actually, the 
Municipality has ooe inactive landfill. 

As a June 30, 2002, the Munlclpaltty Is process to perform a study of the estimated landfill dosing and 
postclosing costs to be recognized in the financial statements as require by this accounting policy. 

NOTE 13 CONTINGENCIES 

A. CLAIMS AND JUDGMENTS 

The Municipality Is, at present, a defendant In a number of legal matters that arise from alleged 
improper application of policies and neg6gence In the ordinary course of the Munlclpallty's activities. 
The legal counsels of the Municipality have 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 dalms are covered by insurance. Legal counsels with the information 
currently available can not determine the flnai 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 Munlclpallty's experience that such actlons are settled for amounts substantially less than 
the claimed amounts. 
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NOTE 13 CONTINGENCIES (continuation) 

B. FEDERAL GRANTS 

In the normal course of operalions, 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. It is the Munlclpallty's 
opinion that no additional liabilities will arise from audits previously performed or to be performed. 

NOTE 14 BEGINNING FUND BALANCES RESTATEMENT 

Beginning Fund Balances Undesignated (Deflclt) for General, Special Revenue and Capital Project 
Funds have been restated by accounting adjustments that affect the Fund Equity of these Governmental 
Funds, as follows: 

SPECIAi. CAPITAL DEBT 
GENERAL REvENUE PROJECT SERvlcE 

BeglMlng Fund Balance (Deficit), 
July 1, 2001 ........................................................... ($ 5, 162,908) $3,402,890 ($1,554,817) $1,084,743 

Property Taxes Final Liquidation from Prior Years .. 228,885 

Bonds Payments Reccxded on Prior Year ll1CI 
Aa:ordlng to Agency Confirmation belong to the 
Current Fiscal Year2001·2002 ................................ 651,300 

Transadk>ns Not Recorded on Prior Years ............. (1n,870) (227,449) (12,074) 19,584 

Recognition of lnterfund Debt Identified at 
June 30, 2001 ........................................................... 1,328,394 

ElinlnaUOn of lnterfund Debt not Supported ............ 294,257 (999,151) 999,151 

Elimination of Encumbrance Not Supported ............ 580,030 

Elimination of Account Payable Not Supporled ....... 4,352,610 2,455 

Recognition of Cunent Puerto Rico Eledrtc Power 
Aulhorlty Debt Classified as a GL TD In Prior Year .. (37,807) 

Elimination of Account Recelvable Not Supported .. (150,484) 
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SPECIAL CAPITAL DEBT 
GENERAL REVENUE PROJECT SERVICE 

Redasslfy Fund Balance Prevloosly Recorded as 
lnves1ment In Property, Plant & Equipment ............. (1,682,970) 

Recognition of Payable Not Registered ................... 1,563,864 

Elmlnadon of Receivable from MRCC that were 
Recognized as RMnue .......................................... (311.837) 

Recognllfon of Defened Revenue of Federal 
Funds not Expended ................................................ (204,126) 

Ad;ist Cash Aa:ounts at June 30, 2001 according 
to Accounting Records ............................................. (1, 1§2,QZ9) ~MQS 

Beginning Fllll Balance (Deficit) 
as Restated, July 1, 2001 ......................................... ($1313 145) $2140479 $ 5505Q $1Q84512 

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

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

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

B. Basic Financial Statements - should include: 

1. Government-wide Statements - The government-wide statements should display information 
about the reporting government as a whole, except for its fiduciary activities. The statements 
should Include separate columns for the governmental and business-type activities of the 
primary government as well as for its component units. Government-wide financial 
statements should be prepared using the economic resources measurement focus and the 
acaual basis of accounting. Capital assets, including Infrastructure assets, and depreciation 
charges are reported on these new financial statements: 
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NOTE 15 GASB STATEMENTS NUMBERS 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 government's 
governmental, proprietary, and fiduciary funds should be presented after the govemment
wlde statements. These funds should be presented after the governmental and enterprise 
funds. Fiduciary statements should include financial infonnatlon for fiduciary funds and similar 
component units. Each of the three fund categories should be reported using the 
measurement focus and basis of accounting required for that category. 

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

C. Required Supplementary Information other than MD&A. Except for MD&A, required supplementary 
lnfonnation, including the required budgetary comparison Information, should be presented 
Immediately following the notes to the financial statements. 

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

Prospective reporting of general infrastructure assets Is required at the effective dates of this Statement. 
Retroactive reporting of all major general governmental infrastructure assets Is encouraged at that date. 
Retroactive reporting Is required four (4) year after the effective date on the basic provisions for all major 
general Infrastructure assets that were acquired or signiflcantty reconstructed, or that received significant 
Improvements, In fiscal years en<ing after June 30, 1980. 

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 application of existing standards for the assessment of potential component units In 
determining the financial reporting entity. This statement is effective for financial statements for periods 
beginning after June 15, 2003. Earlier application is encouraged. 

END OF NOTES 
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PART II 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
AND REPORTS REQUIRED BY GOVERNMENT AUDITING 

STANDARDS AND OMB CIRCULAR A·133 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FEDERAL GRAHTOR I PASS THROUGH 
GRAHTOR I PRooRAM OR CLUSTER TITLE 

U.S. Department of Agriculture: 

Direct Programs: 

Water and Waste Disposal Loans and Grants ........................... . 

Pass-Through Department of Education: 

Indirect Programs: 

Child and Adult C~e Food Program ............................. ............. . 

U.S. Department of Housing and Urban Development: 

Direct Programs: 

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

Indirect Programs: 

Pass Through State - Office of the 
Commissioner of Municipal Affairs 

Stale Block Grant Program (SBGP) ......................................... . 

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

U.S. Department of Justice: 

Public Safety Partnership and Community 
Policing Grants .......................................................................... . 

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

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

U.S. Health and Human Services: 

Pass Through Administration of FamBies and Children: 

Child Care and Development Block Grant ................................. . 

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

FEDERAL 
CFDA 

NIJMBER 

10.no 

10.558 

14.871 

14.228 

16.710 
16.592 

93.575 

PASS-THROUGH 
ENTITY IDENTIFYING 

NIJMSER 

NJAV 

RQ066..VO 

01-FD-32 
OO-FD-32 
99-FD-32 
98-FD-32 
97-FD-32 
96-FD-32 
95-FD-32 

94-AF-FD-32 

The accompanying Notes to Schedule of Expenditures of Federal Awards are an Integral part of this Schedule. 
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FEDERAL 
ExPEHDITURES 

$ 12.197 

5.723 

340,927 

1.425.386 

1.766,313 

26,685 
60.000 

86.685 

192.113 

$2063031 
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NOTE 1 GENERAL 

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the Municipality of 
lsabela, Puerto Rico (Munlclpality) 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 Govsmments, snd Non-Profit 
Orgsnizetions. Therefore, some amounts presented in this schedule may differ from amounts presented in, or used In the 
preparation of, the general-purpose financial statements. The reporting enlity is defined in Note (1) (A) to the general-purpose 
combined financial statements. 

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

NOTE3 

NOTE4 

NOTE5 

A The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipaffty'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 cordtions of the grants, which are 
consistent with generally accepted accounting principles. 

C. Expen<itilres 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 CFOA numbers Included in this Schedule are determi'led based on the program name, review a grant contract 
information and the Office of Management and Budget's Catalogue of Federal Domestic Assistance. 

PASS THROUGH GRANTOR'S NUMBER 

State a local government redistribution of federal awards to the Municipality, trealed as if they were received directly from the 
federal government. 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 RNANCIAL STATEMENTS 

Expenditures of federal awards are reported in the Municipality's Combined Statement of Revenues, Expenditures and 
Changes in Fund Balances · All Governmental Fund Type as follows: 

DESCRIPTION 

Federal Programs Expenditures ............................................ .. 
State & Municipal Expenditures ............................................ .. 

TOTAL EXPENDITURES ................................................. .. 
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SPeaAL 
REvEHuE 

$1,133,745 
1.743.504 

$28n249 

CAPITAL 
PRoJECT 

$ 929,286 
156.132 

$1085,418 

TOTAL 

$2,063,031 
1.899.636 

$3962667 
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FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

NOTE 6 LOAN OUTSTANDING 

The Munlcfpallty of lsabela, Puerto Rico had the following outstanding balance at June 30, 2002 for Water and Waste 
Disposal Loans Programs. For these loans the grantor does not impose continuing compliance requirements, as described on 
the OMB Circular A-133. Therefore, the prior year balances arena considered expenditures on the Schedtile of Expenditures 
of Federal Awards. The amount presented in the Schedule, represent federal expencitures according to moclffied accrual basis 
of accounting (see Note 2). The loans outstanding balances were Included in the Munk:fpallty's General Long-Term Account 
Group (see Note 5 of the Notes to General-Purposes Financial Statements). 

PRoGRAM TITLE 

Water and Waste Disposal Loans and Grants ........................................ . 

Water and Waste Disposal Loans and Grants ...................................... .. 

NOTE 1 MAJOR PROGRAMS 

FEDERAL CFDA 
NUMBER 

10.770 

10.770 

AMOUNT 
OUTSTANDING 

$205,939 

468,000 

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

END OF NOTES 
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POBOX8369 
CAOUAS, P R 00726-8369 

CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 

TEI.. (787) 746-0510 
FAX(787)746-0S2S 

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING BASED ON AN AUDIT OF FINANC.IAL STATEMENTS PERFORMED IN ACCORDANCE WITH 
GOVERNMENT AUDITING STANDARDS 

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

We have audited the financial statements of Municipality of lsabela, Puerto Rico .(Municipality) as of and for the 
year ended June 30, 2002, and have issued report thereon dated March 19, 2003, which was qualified because we 
been able to audit the fixed assets of the General Fixed Assets Account Group, for the inadequacy of inter-fund cash 
transactions and corresponding due from and due to a:count baances, and for no provision for liability of landflH 
closing and postclosing costs. 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 Auditilg Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable asuaice about whether the Municipality's financial statements are free of material 
misstatement, we perfonned tests of its com~iance with certain provisions of laws, regdations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the detennination 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 opilion. The results of our tests d'isclosed no instances of noncompliance 
that are required to be reported under Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and perfonning our audit, we considered the Municipality's intemal control over financial reporting il 
order to determine our auditing procedures for the purpose of expressing our opilion on the financial statements and 
not to provide assurance on the intemal control over financial reporting. However, we noted certain matter involving 
the internal control over financial reporting and its operation that we consider being reportable condition. Reportable 
conditions involve matters coming to our consideration relating to significant deficiencies in the design or operation of 
the internal control over financial reporting that, in our judgment, could adversely affect the Municipality's abHity ~o 
record, process, summarize and report financial statements. Reportable conditions aie described in the 
accompanying Schedule of Fmdings 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 
Page2 

A materiaJ weakness is a condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be materiaJ in reJation to 
the general-purpose financial statements being audited may OCO.Jr and not be detected within a timely period by 
employees in the norrnaJ course of perfonning their assigned functions. Our consideration of the internal control over 
financiaJ reporting would not necessarily disclose all matters In the internal control that might be reportable conditions 
and, accordingly, would not necessarily disclose au reportable conditions that are also considered to be material 
weaknesses. However, we believe that the reportable conditions described above being material weaknesses. We 
also noted other matters involving the internal control over financiaJ reporting, which we have reported to 
management of the Municipality in a separate letter dated March 19, 2003. · 

This report is intended for the infonnation of the management, Office of the Commissioner of Municipal Affairs, and 
federal awarding agencies and pass-through entities and is not intended to be and should not be used by anyone 
other than these specified parties. 

o~~~UV~<. 
CPA DIAZ~l INEZ, PSC 
Certified Public Accountants 

Caguas, Puerto Rico 
March 19, 2003 
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POBOX8369 
CAGUAS, PR 00726-8369 

CPA DIAZ-MARTINEZ, PSC 
Certifkd Public Accounta.nts & Consultants 

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

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

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

Compliance 

We have audited the compliance of the Municipality of lsabela, Puerto Rico (MunlcJpallty) with the types of 
compliance requirements described in the U. S. Office of M8118tJ8111ent and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its major federal programs for the year ended June 30, 2002. 
The Municipality's major federal programs are identified in the sLJTimary of auditors' results section of the 
accompanying Schedule of Findings and Questioned Costs. Compfiance with the reqtirements of laws, regulations, 
contracts and grants applicable to each of its major federal programs is the responS1bBity of the Municipality's 
management Our responsib~ity is to express an opinion on the Municipality's compliance based on our audit 

We conducted our audit of corq>Hance in accordance wi1h auditing standards generaty accepted in the United States 
of America; the standards applicable to financial audits contained in Government Auditing Standatds, issued by the 
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non
Profit OTganizations. Those standards and OMB Circular A-133 require that we plan and perfonn the audit to obtain 
reasonable a4)5Urance about whether noncompUance with the types of compliance requirements referred to above 
that could have a direct and material effect on a major federal program occt.rred. An audit includes examining, on a 
test basis, evklence about the Municipality's compliance with those requirements and perfonning such others 
proced1.1es, as we considered necessary in the circumstances. We believe that Oll' audit provides a reasonable 
basis for our opinion. Our audit does not provide a legal detennination on the Municipality's compliance with those 
requirements. 

As descnbed in items 02-111-04, 02-lll-06 through 02-111-12 in the a:companying Schedule of Findings and Questioned 
Costs, Municipality did not comply with requirements regarding Equipment and Real Property Management that are 
applicabte to its State Block Grant Program and Special Test and Provisions that are applicable to its Section 8 
Housing Choices Vouchers Program. Compliance with such requirements is necessary, in Oll' opinion, for 
Municipality to comply with the requirements applicable to this program. 

In our opinion, except for the noncompliance described in the preceding paragraph, 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. The results of our auditing procedures cflSClosed others instance of 
noncompliance with those reqlirements, 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 02-111-01 through 
02-111-03 and 02-111-05. 
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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 
Page2 

Internal Control Over Compliance 

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

We noted certain matters involving the internal control over compliance and its operation that we consider being 
reportable conditions. Reportable conditions involve matters coming to our attention relating to significant deficiencies 
in the design or operation of the internal control over compliance that, in our judgment, could adversely affect the 
Municipality's ability to administer a major federal program in accordance with applicable requirements of laws, 
regulations, contracts and grants. Reportable conditions are described in the accompanying Schedule of Findings 
and Questioned Costs as Items 02-111-01 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 ~ 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 
intemaJ control that might be reportable conditions and, accordingly, woltl not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses. However, of the reportable conditions described 
above, we consider item 02-111-04 being material weakness. 

This report is intended for the information of the audit convnittee, management. Office of the Convnissioner of 
Municipal Affairs, and federal awarding agencies and pass-through entities and is not intended to be and should not 
be used by anyone other than these specified parties. 

Caguas, Puerto Rico 
March 19, 2003 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE YEAR ENDED JUNE 30, 2002 

SECTION I - SUMMARY OF AUDITORS' RESULTS 

Financial Statements 

Type of auditors' report issued: 

Internal control over financial reporting: 

• Reportable condition(s) identified? 

• Material weakness (es) identified? 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over major programs: 

• Reportable condition(s) identified? 

• Material weakness (es) Identified? 

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

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

Identification of Major Programs: 

0 Unqualified Opinion • l&J Qualified Opinion 
0 Adverse Opinion 0 Disclaimer Opinion 

l&J Yes 

l&J Yes 

0 Yes 

181 Yes 

181 Yes 

0 Unqualified Opinion 
0 Adverse Opinion 

181 Yes 

0 None Reported 

0 No 

l&J No 

0 None Reported 

0 No 

l&I Qualified Opinion 
0 Disclaimer Opinion 

0 No 

CFDANUMBER NAME OF FEDERAL PROGRAM OR CLUSTER 

14.228 
14.871 

State Block Grant Program (SBGP) 
Section 8 Housing Choice Vouchers 

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

Auditee qualified as low-risk auditee? 

32 

$300,000 

0 Yes I&) No 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

REQUIREMENT 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

MANAGEMENT RESPONSE 

SECTION II-FINANCIAL STATEMENT FINDINGS 

NUMBER 02·11-01 

REPORT ABLE CONDITION OVER PROPERTY, PLANT AND EQUIPMENT 

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

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

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

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

Municipality should Implement internal control procedures in order to comply with this 
requirement such as monthly reconcUiation between General Ledger account balances 
and Property Subsidiary Ledger. 

Pen<fmg the Corrective Action Plan. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

REQUIREMENT 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

MANAGEMENT RESPONSE 

SECTION II - FINANCIAL STATEMENT FINDINGS 

NUMBER 02-11.02 

REPORTABLE CONDITION OVER ACCOUNTING RECORDS 

During our examination of Munlclpallty's inter-fund cash transactions and corresponding 
due from and due to account balances for the fiscal year 2001-2002, we were unable to 
determine any specific amounts of inter-fund debt because of the inadequacy of the 
a~unting records. 

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

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

Municipality did not maintain an adequate control of the accountabKity regarding cash 
and interfunds transactions. 

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

Pending the Corrective Action Plan. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND OUESTIOOED COSTS 

NUMBER 02-111-1 

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

COMPLIANCE AND INTERNAL CONTROL 

ALLOWABLE COST/COST PRINCIPLES 

During our Grant Disbursements Test we not~ that there was one (1) disbursement 
voucher without purchase order and two (2) vouchers did not have a receiving report. 

OMB Circular A-87 has established that a cost allocable to a particular Federal award 
must be adequately documented to be allowable. Also Subpart C, 24 CFR 85.20 
(b)(2)(6) has established that transaction posted on accounting records must be 
supported by source documentation such as canceled checks, paid bills, payrolls, time 
and attendance records, contracts, sub-grant awards documents, and others. 

Municipality faled to maintain an adequate control over the record keeping of 
documents that justify the disbursements. 

Municipality is not in compliance with Subpart C, 24 CFR 85.20 (b)(2)(6). 

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

NONE 

Starting in July 2003, al payments and cancelation of documents are to be processed 
through the centralized Finance Department Pre-Audit Division, which includes the 
verification of all federal programs' payments, will be processed. Also this process will 
pennit that the transactions wiU be immediately recorded in the central computerized 
accounting system. Such new process for federal disbursements will avoid such 
situations. Federal Grant Office Director was specificaUy address to avoid exceptions in 
the system and to systematically revise the new implemented internal control. Once 
documents are revised and approved, payments will be processed. Pre-Audit Division 
will verify such compliance. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 02·111·2 

STATE BLOCK GRANT PROGRAM {CFDA N0. 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 I, Section 570.487{c) states 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 SBGP activities, according with 
Treasury Circular 1075. 

The Federal Program Department did not maintain appropriate cash· management 
procedures in order to request funds to federal agencies only for imme<fiate 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 

Federal Grants Office Director {FGOD) and finance personnel have been instructed to 
request funds based on computations of immediate needs. In order to verify such 
requests, FGOD wHI submit such computations before the request is submitted. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDt.IGS AND QUESTIONED COSTS 

NUMBER 02·111·3 

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA N0.14.871) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

COMPLIANCE AND INTERNAL CONTROL 

ELIGIBILITY TEST 

During our Participant Fffes Test we noted that participant files did not have evidence of 
the HUD-approved release and consent forms submitted by the family as required by 
federal regulation. 

Code of Federal Regulations, 24 CFR, Subpart F, Section 5.617 (b) stated that as a 
condition of admission to, or continued occupancy of, any assisted unit, the Municipality 
shal require the famffy head and other such famRy members as it designated, on 24 
CFR, Subpart B, Section 5.230 (a), to execute a HUD-approved release and consent 
form authorizing any depository or private source of income, or any federal, state or local 
agency, to furnish or release to the Municipality and k> HUD such information as the 
Municipality and HUD determines to be necessary. Also it is stated on 24 CFR, Subpart 
K, Section 982.516 (g). 

Municipality does not have consent forms that authorize the collection of income 
information from State Wages Information Cotlectiorr Agencies (SWICA), and wages, net 
earnings from self-employment payments of retirement income, and unearned income 
as referenced at 26 U.S.C. 6103. In addition, the consent form may authorize the 
collection of other information from applicants and participants to determine eligibility or 
level of benefits. 

Municipality is not in compliance with 24 CFR, Subpart F, Section 5.617(b); Subpart 8, 
Section 5.230(a); and Subpart K, Section 982.516 (g). 

We recommended management to require each member of the farnDy of an assistance 
applicant or participant who is at least 18 years of age, and each family head and spouse 
regardless of age, to sign a release form. 

NONE 

Federal Grants Office Director (FGOD) has been instructed and is in process to request 
to all participants, on a case by case basis, the update and completion of forms, and to 
include these in the participant files in accordance with Subpart F, Section 5.617(b); 
Subpart 8, Section 5.230(a); and Subpart K, Section 982.516 (g). The program 
documents (forms) filling and correction is expected to be completed by April 30, 2003. 
FGOO wiU submit on a monthly basis progress reports to the Internal Auditor, Finance 
Director, Municipal Legislature and Mayor on the program special provisions 
performance and correction of findings mentioned on items 6, 7, 8 and 9 starting on April 
2003. 

continue 
37 



MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWAAD FINDINGS AND QuESTIONED COSTS 

NUMBER 02·111-4 

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 

The Federal Program Department does not have a Property Register that includes the 
equipment cost acquisition date, use and condition of property, grant or agreement who 
is the legal owner and percentage of federal participation in costs. The equipment 
records don't have a proper file in which they can indicate the unifs condition and who 
the assigned person is. 

Code of Federal Regulation, Subpart C, 24 CFR 85.32(d)(1), states that property records 
must be maintained that includes a description of the property, serial number or other 
identification number, the source of property, percentage of Federal participation in the 
property, the location, use and condition of the property, any ultimate disposition data 
including the date of disposal, sale price of property. Also, a physical inventory of the 
property must be taken and the result reconciled with the property records at least once 
every two years, respectively. 

There is no internal control procedures implemented to assure that a Property Register is 
maintained and includes all necessary information, as required by Subpart C, 24 CFR 
85.32 (d)(1) of Common Rules. 

Municipality is not in compliance with Subpart C, 24 CFR 85.32 (d)(1). 

We recommend management to implement internal control procedures to assure that a 
property register of federal program is maintained. 

NONE 

Federal Grants Office Director (FGOD) has been instructed and ls in process to 
implement a Property Register in accordance to federal regulations by May 30, 2003. 
FOOD wiR submit on a monthly basis progress reports to the Internal Auditor, Finance 
Director, Municipal Legislature and Mayor on the program Property Register findings 
starting on April 2003. In addition, register documentation and process win be also 
covered with the implementation with GASBS 34. 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

EFFECT 

CAUSE 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND OUESTIONED COSTS 

NUMBER 02-111·5 

STATE BLOCK GRANT PRQGRAM (CFOA NO. 14.228) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
PASS THROUGH STATE- OFACE OF COMMISSIONER OF 
MUNICIPAL AFFAIRS 

COMPLIANCE AND INTERNAL CONTROL 

PROCUREMENT STANDARDS 

The model for construction contracts over $10,000 used by the Municipality did not 
contain provisions such as: compliance with the provisions for tennination by the grantee 
for default, Executive Order 11246 Equal Employment Opportunity, Davis-Bacon, 
contract work hours and safety standards, granting access to GAO or other federal 
agency to books and documents, Energy Policy and Conservation Act; as required by the 
program's regulations. 

Code of Federal Regulatioos, Subpm C, 24 CFR Section 85.36 {b) {1-3) and Subpart C 
49 CFR 18.36 (IX1-13), states that sub-grantee's contract must contain provisions in this 
Section. Federal agencies are permitted to require changes, remedies, changed 
conditions, access and records retention, suspension of work, and other clauses 
approved by the Office of Procurement Policy. 

Municipality is not in compliance with Subpart C, 24 CFR, Section 85.36 (b) (1-3) and 
Subpart C 49 CFR 18.36 {Q(1-13) of OMB Common Rules. 

Federal Program and F"mance Departments did not maintain appropriate procurement 
standard procedures; in order to assure that contractor complied with these 
requirements. 

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

NONE 

The municipal construction contract model and professional service contract was recendy 
revised by our legal counsel. A new model has been prepared including therewith the 
required federal provisioos for termination by the grantee for default, Executive Order 
11246 Equal Employment Opportunity, Davis-Bacon, contract work hours and safety 
standards, granting access to GAO or other federal agency to books and documents, 
Energy Policy and others. 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION 111- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 02·n1·6 

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (Cf DA N0.14.871) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

COMPLIANCE 

SPECIAL TESTS AND PROVISIONS 

During our waiting list test, we noted that the list did not contain the required information 
to assure that the selection of new tenants admitted to the program where in accordance 
with the Public Housing Agency tenant selection policies. 

Code of Federal Regulations, 24 CFR, Subpart E, Section 982.204 (b) states that the 
waiting list that the Municipality maintains must contain the folowing information for 
each applicant listed: applicant name, fcmily unit size, date and time of appicatlon, 
qualification for My ranking preference or local preference and racial or ethnic 
designation of the head of household. 

Municipality does not maintain the complete information on the waiting list and does not 
guarantee the correct selection of the appHcants. 

Municipality is not in compliance with 24 CFR. Subpart E, Section 982204 (b). 

We recommended management to revise the waiting list and complete it according to 
regulation. 

NONE 

Federal Grants Office Director (FGOD) has been instructed and Is in process to update 
and complete the waiting Hst schedule in accordance with Section 982.204 (b) including 
applicant name, family size, date and time of application, qualification for any ranking 
preference, etc. The program waiting ist correction is expected to be completed by Apnl 
30, 2003. 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWAAD FINDINGS AND QuESTIONED COSTS 

NUMBER 02-111-7 

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

COMPLIANCE 

SPECIAL TESTS AND PROVISIONS 

During our Participant Files Test, we noticed that tenant files did not include any 
document which evidenced the determination that the rent being paid to the owner of the 
housing unit is reasonable in accordance with the Municipality's administrative plan 
initially, and during the contract term. 

Code of Federal Regulations, 24 CFR, Subpart D, Section 982.158 (ij (7) states that the 
Municipality must maintain records to document the basis for the Munlcfpality's 
determination that the rent to owner is a reasonable rent f mitially and during the term of 
the HAP contract) . 

Munl clpality did not implement any procedures in order to document the 
reasonableness of the amount of rent being paid to the housing unit's owner. 

Municipality is not in compliance with 24 CFR, SUbpart o. Section 982.158 (ij (7). 

We recommend management to document the basis for the determination that the rent 
paid to the housing unit's owner is a reasonable one (initiaRy and during the term of the 
HAP contract). 

NONE 

Pending the Corrective Action Plan. 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QuESTIONED COSTS 

NUMBER 02-111-8 

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871)) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

COMPLIANCE 

SPECIAL TESTS AND PROVISIONS 

During our utility anowC11ce schedule test, we noticed that the schedule has not been 
reviewed since July 1, 1995 as required by federal regulation. 

Code of Federal Regulations, 24 CFR, Subpart K, Section 982.517 (4) (c) stated that the 
Munlcipallty must review its schedule of utility allowance each year, and must adjust Its 
allowance for a utility category if there has been a change of 10 percent (10%) or more in 
the utility rate since the last time the utility allowance schedule was revised. Also, the 
Municipality must maintain information supporting its annual review of utility allowance 
and any revisions made in its utility allowance schedule. 

Municipality did not establish procedures to ensure the accuracy of its utility allowance 
schedule. 

Municipality is not in comptiance with 24 CFR, Subpart K, Section 982.517 (4)(c). 

We recommend management to '"1>1ement Internal control procedures for the review of 
the utility allowance schedule each year and submit It to the federal agency for approval. 

NONE 

Federal Grants Office Director (FOOD) has been instructed and is in process to update 
and complete to allowance utility schedule. This is expected to be completed by June 30, 
2003. Information of that documents the revision win be kept on program files. In order to 
complete this review the actual utility schedule, letter of requesting ublity documentation 
win be address to program participants. 

continue 
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FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 02-111·9 

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

COMPLIANCE 

SPECIAL TESTS AND PROVISIONS 

During our Participant Files Test, we noticed that thirteen (13) participant files did not 
have a unit inspection report. 

Code of Federal Regulations, 24 CFR, Subpart D, Section 982.158 (a) states that the 
Municipality must maintain complete and accurate accounts and other records for the 
program in accordance with HUD requirements. Also 24 CFR, Subpart D, Section 
982.158 (d) stated that the Municipality must prepare unit inspection reports. 

Municipality does not prepare an Inspection report in order to document the required 
annual Housing Quality Standards Inspections and quality control re-inspections. 

Municipality is not in compliance with 24 CFR, Subpart 0, Section 982.158 (a) and 
Section 982.158 (d). 

We reconrnend management to document the Housing Quality Standards inspections as 
estabfished under federal regulation. 

NONE 

Specific instructions have been addressed to the FGOD In order to comply with Section 
982.158(d) to perform required HQS inspections and re-inspections on a regularly basis. 
HQS inspections to the program files COfllTlenced during second half of the fiscal year. 
Also municipal internal auditor will be assigned to audit this area and to test program 
personnel cornpiance with Sections 982.158(d). FGOO win submit on a monthly basis 
progress reports to the Internal Auditor, Finance Director, Municipal Legislature and 
Mayor on the program special provisions performance and correction of findings 
mentioned on items 3, 4 and 5 [Refer to Sections 928.54(b), 982.405(b) and 982.404). 

continue 

43 



. . 

MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 
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EFFECT 
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QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWAAD FINDINGS AND 0UESTIONED COSTS 

NUMBER 02·111-10 

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

COMPLIANCE 

SPECIAL TESTS ANO PROVISIONS 

During our verification of units with failed Housing Quality Standards inspections, we 
noticed that in eight (8) particlpanfs files there was no evidence of a unit inspection 
report or other verification documenting that any pt.IA-required repairs were c,ompleted. 

Code of Federal Regulations, 24 CFR, Subpart I, Section 982.404 stated that the 
Municipality must not make any housing assistance payments for a dwelling unit that 
fails to meet the Housing Quaftty Standards, unless the responsible person (owner 
and/or participant) corrects the defect within the period specified by the Municipality, 
and the Municipality verifies the correction . 

Munlclpallty did not specify the time frames for the correction of the deficiencies. Also, 
Municipality did not verify the correction of the Housing Quality Standards deficiencies; 
therefore, the Municipality fails to take prompt and vigorous action to enforce the owner 
and/or participants obligations. 

Municipality is not in compliance with 24 CFR, Subpart I, Section 982.404. 

We recommend management to implement internal control procedures to establish a 
correction time period, to assure that the unif s Housing Quality Standards deficiencies 
were corrected during the specified period estabfrshed by the federal regulation. 

NONE 

Specific instructions have been addressed to the FGOO in order to comply with Section 
982.404 to perform monthly sample and tests to the HQS inspections on a regularly 
basis. Supervisory HOS inspections to the program files commenced during second half 
of the fiscal year. Also 1111nicipal internal auditor will be assigned to audit this area and to 
test program personnel compliance with Sections 982.404 and 405(b). 
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SECTION Ill - FEDERAL AWARD FINOiNGS AND 0UESTIONED COSTS 

NUMBER 02-111-11 

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA NO. 14.871) 
U.S. DEPARTMENT OF HOUSING ANO URBAN DEVELOPMENT 

COMPLIANCE 

SPECIAL TESTS ANO PROVISIONS 

During our Housing Quafity Standard Inspections test we noticed that the Municipality 
did not perform supervisory quality control HOS inspections as required by federal 
regulation. 

Code of Federal Regulations, 24 CFR, Subpart I, Section 982.405 (b) states that the 
Municipality must conduct supervisory quality control HQS inspections. Also, 24 CFR, 
Subpart A, Section 985.2 (b) states that in order to conduct the supervisory quafity 
control HOS inspection the Municipality must select an annual sample of files or records 
drawn in an unbiased manner and have them reviewed by a Municipality's supervisor 
(or by another quafified person other than the one who performed the original work) to 
determine if the work documented conforms to program requirements. 

Municf pality did not perform supervisory quality control HQS inspections as required by 
federal regulation. 

Municipality does not comply with 24 CFR, Subpart I, Section 982.405 (b), and Subpart 
A, Section 985.2 (b). 

We recommend mMagement to implement the necessary procedures in order to make 
sure that inspections are performed in accordance to, and In compliance with federal 
regulation. 

NONE 

Specific instructions have been addressed to the FGOD in order to comply with Section 
982.405(b) to perform monthly sample and tests to the HQS inspections on a regularly 
basis. Supervisory HQS inspections to the program files commenced during second half 
of the fiscal year. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 02·111·12 

SECTION 8 HOUSING CHOICE VOUCHER PROGRAM (CFDA N0. 14.871) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

COMPLIANCE 

SPECIAL TESTS AND PROVISIONS 

Municipality did not provide us with an updated Administrative Plan as required by 
federal regulations. 

Code of Federal Regulations, 24 CFR Subpart 8, Section 928.54(a) states that the PHA 
must adopt a written administrative plan that establishes local policies for administration 
of the program in accordance with HUD requirements. Also, 24 CFR Subpart B, Section 
928.54(b) states that the administrative plan is a supporting document to the PHA plan 
and must be available for public review. Furthermore, Section 8 Guidebook, Chapter 3, 
Sections 3.1 and 3.2, specify the policies that must be covered by the administrative 
plan, and states that if HUD makes additional amendments or sets new requirements, ifs 
the P H A's responsibility to update the plan so that it complies with those new 
requirements. 

The Federal Programs Department did not implement the necessary procedures to 
assure compliance with an requirements and regulations. 

The Federal Programs Department did not comply with program regulations regarding 
the creation of an administrative plan. 

We recommend management to take all necessary measures in order to comply with 
said requirements and regulations. 

NONE 

Federal Grants Office Director (FGOO) is in charge to process, update and complete the 
actual Administrative Pfan. New written Administrative Plan is expected to be completed 
by Apri 30, 2003. 

END OF SCHEDULE 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF PRIOR AUDITS' FINDINGS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FISCAL 
YEAR 

FINDING 
NUMBER FINDING 

(1) Audit Findings that have been fully corrected: 

2001 01-111-2 

01 -111-3 

Allowable Cost I Cost Principles - Missing signatures 
and canceled documents 

Period of Availability of Federal Funds- Difference in 
accounting records 

(2) Audit Findings not Corrected or Partially Corrected: 

2001 01-111-1 Procurement Standards and Davis Bacon Act 

01-111-4 Cash Management- Excess of Cash 

47 

CFDA 
NUMBER 

14.228 

14.228 

14.228 

14.228 

QUESTIONED 
COST 

NONE 

NONE 

NONE 

NONE 

COMMENTS 

System and procedures corrected. 

System and procedures corrected. 

The Secretarial Office of the Municipality was 
instructed to include in contracts all clauses required 
to ensure that adequate procedures and controls are 
established, implement and procurement procedures 
are carried on as specified by related laws, regulations 
and federal requirements. 

The Federal Programs Director will assign an 
employee that interview in the field the contractor's 
employees to ensure that all procedures and controls 
are established, implemented and properly executed. 
The same employee must review that the wages paid 
are in accordance with federal rates tables. 

Responsible personnel in Federal Programs Office 
were instructed to establish control and procedures to 
ascertain that the cash management procedures 
comply with all applicable laws, regulations and 
federal requirements. 

continued 



MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF PRIOR AUDITS' FINDINGS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 

FISCAL 
YEAR 

FINDING 
NUMBER FINDING 

(2) Audit Findings not Corrected or Partially Corrected: (continuation) 

2001 01-111-5 Procurement Standards and Davis Bacon Act 

CFDA 
NUMBER 

10.766 

(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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QUESTIONED 
COST 

NONE 

COMMENTS 

The Secretarial Office of the Municipality was 
instructed to include in contracts all clauses required 
to ensure that adequate procedures and controls are 
established, implement and procurement procedures 
are carried on as specified by related laws, regulations 
and federal requirements. 

The Federal Programs Director will assign an 
employee that interview in the field the contractor's 
employees to ensure that all procedures and controls 
are established, Implemented and properly executed. 
The same employee must review that the wages paid 
are in accordance with federal rates tables. 
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