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CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 

POBOX8369 
CAOUAS, P R 00726-8369 

INDEPENDENT AUDITORS' REPORT 

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

TEL (787) 746-051 O 
FA){(787)746-0S25 

We have audited the accompanying financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of the Municipality of lsabela, Puerto Rico (Municipality), as of and for the 
year ended June 30, 2003, which collectively comprise the Municipality' basic financial statements as listed in the 
Table of Contents. These financial statements are the responsibility of the Municipality's management. Our 
responsibility is to express an opinion on these basic financial statements based on our audit. 

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective 
financial position of the governmental activities, each major fund, and the aggregate remaining fund information of 
the Municipality, as of June 30, 2003, and the respective changes in financial position, where applicable, thereof for 
the fiscal year then ended in conformity with accounting principles generally accepted In the United States of 
America. 

The accompanying Management's Discussion and Analysis and budgetary comparison information on pages 4 
through 11 and 29 and 30 are not a required part of the basic financial statements but are supplementary information 
required by the Governmental Accounting Standards Board. We have applied certain limited procedures, which 
consisted principally of inquiries of management regarding the methods of measurement and presentation of the 
required supplementary information. However, we did not audit the information and express no opinion on it. 

As described in Notes 1 and 15, the Municipality has implemented a new financial reporting model, as required by 
GASB Statement No. 34, Basic Rnancial Statements-and Managemenfs Discussion and Analysis-for State and 
Local Governments, GASB Statement No. 37, Basic Financial Statements-and Managemenfs Discussion and 
Analysis-for State and Local Governments: Omnibus, GASB Statement No. 38, Certain Financial Statement Note 
Disclosures, and GASB Interpretation No. 6, Recognition and Measurement of Certain Uabilities and Expenditures 
in Governmental Fund Rnancial Statements as of July 1, 2002. 
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In accordance with Government Auditing Standards, we have also issued a report dated January 15, 2004 on our 
consideration of the Municipality's internal control structure over financial reporting and our tests of its compliance 
with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit performed 
in accordance with Government Auditing Standards and should be read in coojunction with this report in considering 
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 basic financial statements. Such information has been 
subjected to the audmng procedures applied in the audit of the financial statements and, in our opinion, is fairly 
stated, in all material respects, in relation to the financial statements taken as a whole. 

oJJ/!~S 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2004 

Caguas, Puerto Rico 
January 15, 2004 

_1_93Db47 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

The management of Municipality of Isabela offers this narrative overview and analysis of the financial activities of 
the Municipality for the fiscal year ended June 30, 2003. We encourage readers to consider the information 
presented here in conjunction with the basic financial statements that follow. The new reporting model required by 
Governmental Accounting Standards Board Statement No. 34 was implemented during fiscal 2003. The new 
financial reporting model and the new :financial statements associated with it are descnbed in the following narrative 
as well as in the Notes to Financial Statements. 

FINANCIAL HIGHLIGHTS 

The following are key financial highlights for the fiscal year: 

• The assets of the Municipality exceeded its liabilities at June 30, 2003 by $18.l million (net assets). 

• The Municipality's total net assets increased by $2.4 million. 

• As of June 30, 2003, the Municipality's governmental funds reported combined ending fund balances of $5.6 
million. 

• The Municipality's capital assets increase as a result of this year's operations. Capital assets as of June 30, 
2003 are $22.2 million. 

• The investment in capital assets for this year is $ 1. 7 million. 

• Loans principal payments were $1.1 millions in 2003. 

OVERVIEW OF THE FINANCIAL STATEMENTS 

This discussion and analysis are intended to seive as an introduction to the Municipality's financial statements. The 
Municipality's basic financial statements comprise three components: government-wide financial statements; fund 
financial statements; and notes to the financial statements. This report also contains other supplementary 
information in addition to the basic financial statements themselves. 

Government-wide Financial Statements 

The government-wide financial statements are designed to provide readers with a broad overview of the 
Mllllicipality of Isabela' s finances, in a manner similar to a private-sector business. 

The Statement of Net Assets presents information on all of the Municipality's assets and liabilities, with the 
difference between the two reported as net assets. Over time, increases or decreases in net assets may serve as a 
useful indicator of whether the financial position of the Municipality is improving or deteriorating. 

The Statement of Activities presents information showing how the Municipality's net assets changed during the most 
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change 
occurs, regardless of the timing of the related cash flows. Thus, revenues and expenses are reported in this statement 
for some items that will result in cash flows in future fiscal periods. 
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Both of the government-wide financial statements distinguish functions of the Municipality that are principally 
supported by taxes and intergovernmental revenues (governmental activities) from other functions that are intended 
to recover all or a significant portion of their costs through user fees and charges. The governmental activities of the 
Municipality include general government, public safety, public works, human services and welfare, culture and 
recreation, physical environment, education and urban development. Property taxes, municipal license tax, state and 
federal grants finance most of these activities. The Municipality does not have at present business-type activities. 

Fund Financial Statements 

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for 
specific activities or objectives. The Municipality, like other state and local governments, uses fund accounting to 
ensure and demonstrate compliance with fmance-related legal requirements. 

Governmental Funds 

The Municipality's basic services are reported in the government fund financial statements. The government funds 
are reported using an accounting method called modified accrual accounting, which measures cash and all other 
financial assets that can readily be converted into cash. Governmental funds are used to account for essentially the 
same functions reported as governmental activities in the government-wide financial statements. However, unlike 
the government-wide financial statements, governmental fund financial statements focus on near-term inflows and 
outflows of spendable resources, as well as on balances of spendable resources available at the end of the fiscal year. 
Such information may be useful in evaluating a government's near-term financing requirements. Because the focus 
of governmental funds is narrower than that of the government-wide financial statements, it is useful to compare the 
information presented for governmental funds with similar information presented for governmental activities in the 
government-wide financial statements. By doing so, readers may better understand the long-term impact of the 
government's near-term financing decisions. 

The Municipality adopts an annual appropriated budget for its general fund. A budgetary comparison statement has 
been provided for the general fund and other major governmental funds to demonstrate compliance with these 
budgets. 

Notes to the Financial Statements 

The notes provide additional information that is essential to a full understanding of the data provided in the 
government-wide and fund financial statements. 

Other Information 

In addition to the basic financial statements and accompanying notes, this report also presents certain required 
supplementary information containing budget to actual comparisons for the general and major special revenue funds. 
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GOVERNMENT-WIDE FINANCIAL ANALYSIS 

As noted earlier, net assets may serve over time as a useful indicator of a government's financial position. In the 
case of the Municipality of Isabela, assets exceeded liabilities by $18.1 million as of June 30, 2003. Our analysis 
below focuses on the net assets (Table 1) and changes in net assets of the Municipality's governmental activities. 

Table 1 

Municipality of Isabela 's Net Assets 

(In Millions) 

Governmental 

Activities 

Current and other assets 
Capital assets 

Total assets 

Long-term debt outstanding 
other liabilities 

Total liabilities 

Net assets: 

Invested in capital assets, net 
of related debt 

Restricted 
Unrestricted (Deficit) 

Total net assets 

$12.5 

-22.2 
~ 

9.9 
_M 

-12:1 

18.9 
8.4 

(9.2) 

$18.1 

The largest portion of the Municipality's net assets reflects its investment in capital assets (e.g. land, buildings, 
machinery and equipment), less any related debt used to acquire those assets still outstanding. These capital assets 
are used to provide services to citizens; consequently these assets are not available for future spending. It should also 
be noted that the resources required to repay the related debt must be provided from other sources, since the capital 
assets themselves cannot be used to liquidate these liabilities. 

An additional portion of the Municipality's net assets represents resources that are subject to external restrictions on 
how they may be used. The remaining balance of unrestricted (deficit) net assets corresponds to long-term debts of 
prior years used to finance operation when insufficient resources were obtained. 

Total net assets of the Municipality's governmental activities were $18.l million. 
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Governmental Activities 

Governmental activities increased the Municipality's net assets by $3.5 million. Key elements of this increase are as 
follows: The Municipality's governmental activities had net expenses of $12.4 million. However, these services are 
intended to be primarily funded by taxes, as opposed to charges for serviees and grants, and those taxes and other 
general revenues did exceed net expenses by $2.4 million. The Municipality experienced a substantial increase in 
property taxes due to growth in the assessed valuation of property within the Municipality. 

The cost of all governmental activities this year was $15.8 millions. Table 2 presents the cost of each of the 
Municipality oflsabela's largest programs. 

Table2 
Total cost of services 

(In Millions) 

General Government 
Public Works 
Health and Welfare 
Public Safety 
Culture and Recreation 
Urban development 
Others 

Totals 

7 

Governmental 
Activities 

2003 

$ 6.4 
2.4 
3.6 
1.0 
0.6 
1.0 
0.8 

$15.8 
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The following chart presents the revenues for the current fiscal year. 

2003 GOVERNMENTAL ACTIVITIES REVENUES 

a 

Licenses, 
permits and 

other local truces 
9% 

IMl,j:: ~ •• 11. D Property taxes 

• Municipal 
license tax 

13% 

45% 

a Property taxes 

• Municipal license tax 

D Licenses, permits and 
other local taxes 

D lntergov. - Local 

• Other 

FINANCIAL ANALYSIS OF THE GOVERNMENT'S FUNDS 

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with finance-related 
legal requirements. 

The focus of the Municipality's governmental funds is to provide information on near-term inflows, outflows, and 
balances of spendable resources. Such information is useful in assessing the Municipality's financing requirements. 
In particular, unreserved fund balance may serve as a useful measure of a government's net resources available for 
spending at the end of its fiscal year. At June 30, 2003, the Municipality's governmental funds reported combined 
ending fund balances of$5.6 million. 

BUDGETARY filGHLIGHTS 

Budget and actual comparison schedules are provided in the Basic Financial Statements for the General Fund. The 
Budgetary Comparison Schedule of the General Fund shows the original adopted budgets, the final revised budget, 
actual results, and variance between the final budget and actual results for the general and major special revenue 
funds. 

After the original budget is approved, it may be revised for a variety of reasons such as unforeseen circumstances or 
unanticipated revenues. Differences between the original budget and the final amended budget for the General Fund 
were relatively minor and can be summarized as follows: 

• Revenues primarily increased from collections of municipal license taxes, which resulted in a $329,716 
increase in the original budget; as a result, the Municipality culminated its year end operations with a 
$335,973 surplus in Municipal license tax collections. 
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• Revenues also increased as a result of a $305,273 reimbursement from Puerto Rico Power Authority related 
to prior years excessive billings. 

• The original budget was amended to increase expenditures $1.2 million, principally in the General 
Government, Public Works and Health and Welfare functions. 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital Assets 

As of June 30, 2003, the Municipality oflsabela had $22.2 million invested in a broad range of capital assets, and 
equipment. (See Table 3) .. 

Table3 
Municipality oflsabela's Capital Assets 

(Net of depreciation, in millions) 

Land 
Buildings and 

improvements 
Equipment 
Infrastructure 

Total 

Governmental 
Activities 

$ 1.5 

3.9 
8.4 
8.4 

$22.2 

The Municipality's investment in capital assets for its governmental and business type activities as of June 30, 2003 
amounted to $22.2 million (net of accumulated depreciation). This investment in capital assets includes land, 
buildings, improvements, machinery and equipment, parks, roads, highways, and bridges. The total increase in the 
Municipality's investment in capital assets for the current fiscal year was 8 percent. 

Major capital asset events during the fiscal year included the following: 

• 

• 

• 

• 

Completion of the expansion of the Water Front Enterprise Center ($643,542) . 

Acquisition of 6 acres of land to commence construction of Municipal Horse competition and Rodeo 
facilities ($255,500). 

Reconstruction and pavement of deteriorated roads and streets ($207,980) . 

Improvement to the ''Villa Pesquera" Fisherman's facilities ($873,067) . 
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Long-term Debt 

At June 30, 2003 the Municipality bad total of$12.4 million in bonds and notes outstanding, as shown in Table 4. 
Of this amount, $6.7 million comprises debt backed by the full faith and credit of the government and $5.7 million is 
other obligations. 

Table4 
Municipality of lsabela 's Outstanding Debt 

(In Millions) 

Bonds payable 
Other obligations 

Total 

Governmental 
Activities 

$ 6.7 
5.7 

$12.4 

The Municipality is required to limit the amount of general obligation debt to 10% of the total assessment of 
property located within the Municipality in order for the bonds to be repaid with the proceeds of property taxes 
restricted for debt services. Other obligations include accrued vacation and sick leave, claims and judgments, and 
landfill obligation. More detailed information about the Municipality's long-term liabilities is presented in Note 7 to 
the financial statements. The Municipality continues to meet its financial needs through prudent use of its revenues 
and creative debt financing programs. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES 

Local, national and international economic factors influence the Municipality's revenues. Positive economic growth 
is correlated with increased revenues from property taxes, sales taxes, charges for services, as well as state and 
federal grants. Economic growth in the local economy may be measured by a variety of indicators such as 
employment growth. unemployment, new construction, assessed valuation, and Enterprise Fund revenues. 

• 

• 

The unemployment rate for the Municipality is currently 24.3 percent. 

Tourist visitors during 2003 increased steadily and is expected to continue impart due to the rapid 
development oflsabela's costal recourses. 

All of these factors were considered in preparing the Municipality's budget for the 2004 fiscal year. Some cost 
reductions helped fund improvements of existing facilities, public safety and works, economic development 
initiatives and human service improvements. 
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REQUESTS FOR INFORMATION 

This financial report is designed to provide a general overview of the Municipality's finances for all those with an 
interest in the government's finances. Questions concerning any of the information provided in this report or 
requests for additional information should be addressed to the Finance Department Director, Municipality oflsabela, 
PO Box 507, Isabela, and Puerto Rico 00662. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

STATEMENT OF NET ASSETS 

JUNE 30, 2003 

ASSETS: 
Cash and Cash Equivalents ................................................................................................................. . 
Cash with Fiscal Agent ......................................................................................................................... . 
Receivables: 
Property Taxes ................................................................................................................................... . 
Federal Grant ..................................................................................................................................... . 
Others ................................................................................................................................................. . 

Restricted Assets-Construction: 
Fiscal Agent ........................................................................................................................................ . 
Other ................................................................................................................................................... . 

Capital Assets (Notes 1 & 6): 
Land, Improvements, and Construction in Progress ........................................................................... . 
Other Capital Assets, Net of Depreciation] ......................................................................................... . 

Total Capital Assets .......................................................................................................................... . 

TOTAL ASSETS ............................................................................................................................. . 

LIABILITIES: 
Accounts Payable and Accrued Expenses ........................................................................................... . 
Accrued Interest ................................................................................................................................... . 
Deferred Revenue ................................................................................................................................ . 
Long-Term Liabillties (Note 7): 
Due within One Year ......................................................................................................................... .. 
Due in More than One Year ................................................................................................................ . 

Tota.I Llabilitles ..................•............... " ............................................................................................ . 

NET ASSETS 
Invested in Cap~al Assets, Net of Related Debt.. .............................................................................. .. 
Restricted for: 
Capital Projects ................................................................................................................................. . 
Debt Service ..................................................................................................................................... . 
Public Ordinance .............................................................................................................................. . 
SBGP ................................................................................................................................................ . 
Section 8 ............................................................................................................................................ . 
Special Fund ..................................................................................................................................... . 
Other Purposes ................................................................................................................................. . 

Unrestricted (Defic~) ........................................................................................................................... . 

TOT AL NET ASSETS ...................................................................................................................... . 

See accompanytrlg Notes to Basic Flnancial Statements. 
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GOVERNMENTAL 
ACTIVITIES 

$ 4,443,036 
1,609,166 

191,938 
2,821,891 

275,325 

67,684 
3,125,432 

1,537,443 
20,665,257 

22202.700 

34.737.172 

2,544,089 
141,912 

1,533,948 

2,452,445 
9.992.000 

16.664.394 

20,326,700 

67,684 
625,216 
44,405 

2,486,m 
164,066 

3,125,432 
509,683 

(9,277.185) 

$18.072.nB 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

STATEMENT OF ACTIVITIES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FUNCTIONS/PROGRAMS 

Governmental Actfvlties: 

General Government ...................................... .. 
Public Sat ety .................................................... . 
Public Works .................................................... . 
Solid Waste Disposal.. .................................... .. 
Human Services and Welfare .......................... . 
Culture and Recreation ................................... .. 
Urban Development ......................................... . 
Education ......................................................... . 
Interest on Long-Term Debt ............................ . 

ExPENSES 

$ 6,376,667 
1,040,173 
2,442,185 

160,000 
3,615,806 

596,370 
1,022,914 

259,255 
341.423 

CHARGES FOR 
SERVICES 

$ 32,214 

PROGRAM REVENUES 

OPERATING 
GRANTS AND 

CoNTRIBUTIONS 

$ 363,850 
165,333 
413,683 

1,466,174 
298,483 

CAPITAL 
GRANTS AND 

CoNTRIBUTIONS 

$ 

713,100 

NET (ExPENSE) 
REVENUE 

($ 5,980,603) 
(874,840) 

(1,315,402) 
(160,000) 

(3,615,806) 
(596,370) 
443,260 
39,228 

(341,423) 

Total Governmental Activities..................... $15:854.793 S 32.214 S 2.707.523 S ]13.100 (12,401.956) 

General Revenues: 
Truces: 

Property Taices, levied for General Purposes ............................. .. 
Property Taices, levied for Debt Service ..................................... .. 
Volume of Business T aices ......................................................... .. 
Construction Truces ...................................................................... . 

Intergovernmental .......................................................................... . 
Rent ............................................................................................... . 
Miscellaneous ................................................................................ . 

Total General Revenues and Transfers ...................................... .. 

CHANGE IN NET ASSETS ...................................................... .. 

Net Assets - Beginning of Year ...................................................... .. 

NET ASSETS - ENDING OF YEAR .............................................. .. 

See accompanying Notes to Basic Financial Statements. 
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6,610,444 
793,383 

1,933,105 
523,129 

1,929,686 
82,354 

2.973.954 

14.846.055 

2,444,099 

15,628.679 

S18.072.U8 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

BALANCE SHEET -GOVERNMENTAL FUNDS 

JUNE 30, 2003 

OTHER TOTAL 
DEBT GOVERNMENT AL GoVERNMENTAL 

GENERAL SECTION S SBGP SERVICE FUNDS FUNDS 

ASSETS 

Cash and Investments (Note 1) ................................... $ 3,605,494 $ 169,066 $ 3,006 $ - $ 665,470 $ 4,443,036 
Gash with Rscal Agent ................................................ 1,609,166 1,609,166 
Receivables: 
Property Taxes .......................................................... 191,938 191,938 
Federal Grants ........................................................... 2,n4,842 47,049 2,821,891 
Due from Other Funds ............................................... 240,584 240,584 
Others ........................................................................ 241,330 6,033 27,962 275,325 

Restricted Assets: 
Cash Held by Fiscal Agent ........................................ 67,684 67,684 
Construction .............................................................. 3.125.432 3.125.432 

Total Assets ............................................................. $ 7,472.4§2 $ 175.099 s zm.848 $ 1.637.128 $ 712.519 $12.V S.056 

LIABILITIES AND FUND BALANCES 

Liabilities: 

Accounts Payable ........................................................ $ 1,304,305 $ 2,582 $ 253,179 $ 870,000 $ 8,602 $ 2,438,668 
Accrued Interest. .......................................................... 141,912 141,912 
Due to Governmental Units ......................................... 105,421 105,421 
Due to Other Funds ..................................................... 8,451 37,899 194,234 240,584 
Deferred Revenues: 

Volume of Business Tax ............................................ 1,432,085 
Local Grants .............................................................. 

1,432,085 

Federal Grants ........................................................... 2,486,no 2,486,nO 
Others ........................................................................ 2~18Qa 293,808 

Total Uabilltles ............................................................. 3,13§,§rn ]1,033 2.ZZZ,848 1,Q11,~l2 202,~36 7,1~9.248 

Fund Balances: 

Reserve For: 
Debt Service .............................................................. 625,216 625,216 
Public Ordinance ....................................................... 44,405 44,405 
Capital Projects ......................................................... 67,684 67,684 
Construction .............................................................. 3,125,432 3,125,432 

Unreserved: 
Designated Future Expenditures ............................... 164,066 509,683 673,749 
Undesignated ............................................................ l .~.~ 1,099,a22 

Total Fund Balances .................................................... 4,336,~ 1M,Q§§ §~.216 509,683 5,~.~08 

TOTAL LIABILITIES AND 
FUND BALANCES .................................................... a z.~za.lii I Jl5.Qll& 1 g.uz.1411 I l.fi!U.l28 $ :02.51~ ll2ZZ§.Qa 

See accompanying Notes to Basic Financial Statements. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET 
TO THE STATEMENT OF NET ASSETS 

JUNE30 2003 

Total Fund Balances - Governmental Funds (Page 14) ......... M ................................................... .. 

Amounts reported for Governmental Activities in the Statement of Net Assets (Page 12) 
are different because: 

Capftal Assets used in governmental activities are not financial resources and therefore are 
not reported in the funds. In the current period, these amounts are: 

Non Depreciable Capftal Assets.......................................................................... $ 1,537,443 

Depreciable Capital Assets ................................................................................. . 
Infrastructure Assets ........................................................................................... . 
Accumulated Depreciation .................................................................................. . 

Total Capftal Assets .................................................................................... . 

Some of the Municipality's revenues will be collected after year-end but are not available 
soon enough to pay for the current period's expenditures and lherefore are deferred in 
the funds: 

SBGP .................................................................................................................. . 
General Fund ...................................................................................................... . 

Total Deferred Revenues ........................................................................... .. 

Some tiabil~ies are not due and payable in the current period and therefore are not reported 
in the funds. Those liabilities consist of: 

General Bonds and Notes Payable ..................................................................... . 
Compensated Absences ..................................................................................... . 
Landfill ................................................................................................................. . 

Total Long-Term Liabilities ......................................................................... .. 

Total Net Assets of Governmental Activities (Page 13) ................................... on ........................ .. 

See accompanying Notes to Basic Fmreial Statements. 
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15,064,253 
9,411,501 
(3.810.497) 

2,486,m 
191 .008 

6,726,000 
1,718,445 
4.000.000 

$ 5,635,808 

22,202,700 

2,678,715 

(12.444.445) 

$]8.Q72.U8 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE-
GOVERNMENTAL FUNDS 

FOR lliE FISCAL YEAR ENDED JUNE 30, 2003 

OTHER TOTAL 
DEBT GOVERNMENT AL GOVERHMEHTAL 

SEcnoN S SBGP SERVICE FUNDS FUNDS 

REVENUES 

Property Taxes ............................................................ $ 6.418,506 $ $ . $ 793,383 $ . $ 7,211,889 
Volume of Business Taxes .......................................... 1,933,105 1,933,105 
Federal Assistances .................................................... 355,613 936,489 877,499 2,169,601 
Intergovernmental ........................................................ 3,006,636 3,006,636 
UCEJ1ses and Permits .................................................. 523,129 523,129 
Rent ............................................................................. 82,354 82,354 
Miscellaneous .............................................................. 3.0Q6.168 3006168 

Total Revenues ............................................................ H.~9,898 ~.§Ia 936,489 7~,38~ ~77,499 lZ.~2.~~ 

EXPENDITURES 

Current: 
General Government ................................................... 6,038,967 6,038,967 
Public Safety ................................................................ 766,007 213,625 980,132 
Public Wori<s ................................................................ 1,989,647 479,208 2,468,855 
Culture and Recreation .................... ............................ 478,851 478,851 
Human Services and Welfare ........................... ........... 3,615,806 3,615,806 
Urban Development ..................................................... 341,425 936,489 1,277,914 
Education ..................................................................... 259,255 259,255 
Capital Outlay .............................................................. 1.369.817 1,369,817 

Debt Service: 
Principal ....................................................................... 36,275 1,061,629 1,097,904 
Interest and Other Charges ......................................... ]4,12§ 3~,§97 ~1,423 

Total Expenditures ....................................................... 14,310,596 341.425 936,489 1,388,326 952,088 17,928 924 

OTHER FINANCING SOURCES (USES) 

TransfEl!S - In .............................................................. 10,589 10,589 
Transfers-Out ........................................................... (10,589) (10,589) 

Total Other Financing Sources and Uses .................... 1M89 U0.5SID 

Net Change in Fund Balances ..................................... 669,891 14,188 (605,532) (74,589) 3,958 

Fund Balance - Begnnlng, as Restated (Note 15) ....... 3,§22.~2 149,lll§ l.~.Z48 §§~.~g 5,631,!!QO 

FUND BALANCES - ENDING .......... " ......................... 14,33§.KI I l§:t,116§ a . I §~.2.1§ $ 5096§3 ' 5.!iii.im 

See aa:orrparving Noles to Basic Financial Statements. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES 
IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

Net Change In Fund Balances - Total Governmental Funds (Page 16) ...................................... . 

Amounts reported for Governmental Activities in the Statement of Activities (Page 13} 
are different because: 

Governmental funds report capital outlays as expenditures. However, in the Statement of 
Activities the cost of those assets is allocated over their estimated useful lives and reported 
as depreciation expense. In the current period, these amounts are: 

Capital Outlay ..................................................................................................... . 
Depreciation Expense ......................................................................................... . 

Excess of Capital Outlay over Depreciation Expense ................................. . 

Revenues in the Statement of Activities that do not provide current financial resources are 
not reported as revenues in the funds ............................................................................................ . 

Some expenses reported in the Statement of Activities do not require the use of current 
financial resources and therefore are not reported as expenditures in governmental funds. 
These activities consist of: 

Increase in Compensated Absences .................................................................. . 
Increase in Landfill .............................................................................................. . 
Decrease in Other Debt ...................................................................................... . 

Total Additional Expenditures ..................................................................... . 

Change In Net Assets of Governmental Activities (Page 13) ....................................................... . 

See accompanying Notes to this financial statement 
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$ 2,041,246 
(653.276} 

($ 251,743) 
(160,000) 

1.097.904 

$ 3,958 

1,387,970 

366,010 

686.161 

s 2.444.099 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2003 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of lsabela, Puerto Rico (Municipality) was lourdecl in 
the year 1819, and operates as a governmental unit d the 
Commonwealth of Puerto Rico, under the Law Nun'ber 81 of August 30, 
1991, known as "Autonomy Municipalities Law of the Commonwealth ci 
Puerto Rico". The governmental system of the Munk:lpallfy is COl11>osed 
of the executive and legislative bodies. The Mayor is the Chief Executive 
Officer and Is elected every four years in the general elections of the 
Commonwealth of Puerto Rico. The legslative body consists of 14 
Legslators also elected in the general elections of Puerto Rico for a four­
year period. 

The Municipality provides services such as: health, public works, 
sanitation, aids and services to low-ilcome and elderly citizens, public 
safety, housing and urban development, culture and recreation, planning, 
zoning ard other general and administrative services. 

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

The accompanying basic financial statements d the Municipality have 
been prepared in conformity with accounting principles generally 
accepted in the United States of America (GAAP) as prescribed by the 
Governmental Accounting Standards Board (GASB). The GASB is the 
standard-setting body fO!' governmental accounting and financial 
reporting. The GASB periodically updates its codification of the existing 
Governmental ACCOJnting and Financial Reporting Standards which, 
along with subsequent GASB pronruncements (Statements and 
Interpretations) conslitutes GAAP for {Pvemmental units. 

In June 1999, the GASB issued Statement Number 34, Basic Financial 
Statements-and Management's Discussion and Analysis-for Staie and 
Local Governments. This statement establishes new financial reporting 
requirements for state and bcal governments. The Municipality adopted 
the provisions of GASBS No. 34 as well as other statements referred to 
below as of July 1, 2002. They require new information and restructure 
much of the information that governments have presented in the past. 

Comparability with reports issued in prior years is affected. With the 
implementation of GASBS No. 34, the Municipality has prepared 
required supplementary information titled Managemenrs Discussion and 
Analysis, which precedes the basic financial statements. 

As previously mentioned, other GASS Statements and Interpretations 
were required to be implemented in conjunction with GASBS No. 34. 
Therefore, the Municipality has implemented the following GASB 
Statements in the current fiscal year: GASBS No. 37, Basic Rnancial 
Statements-and Management's Discussion and Analysis-for State and 
Local Governments: Omribus, GASBS l\k>. 38, Certain Financial 
Statement Note Disclosures, and GASS Interpretation No. 6, Recog7/tion 
and Measurement of certain Uabilities and Expenditures in 
Governmental Fund Financial Statements. 

The accompanying basic financial statements present the financial 
position and the results of operations of the Municipality and Its various 
funds and fund types, and the cash flows of the proprietary funds. The 
basic financial statements are presented as of June 30, 2'.>03, and for the 
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fiscal year then ended. The more significant ci these accounting policies 
are described below and, where appropriate, subsequent 
pl'O'louncements will be referenced. 

A. Financial Reporting Entity 

The accompanying basic financial statements include all departments 
and organizations units whose funds are under the custody and control of 
the Municipality. In evaluating the Municipality as a reporting entity, 
management has addressed all the potential component units. The 
decision to indude a potential component unit in the reporting entity was 
made by applying the provisions of GASBS No. 14. 

The basic criteria fa' including a potential component un~ within the 
reporting entity is if potential component units are financially accountable 
and other organizations for which the nature and significance of their 
relationship Yfith the entity are such that exclusion would cause the 
Municipality's financial statements to be misleading or incomplete. The 
GASS has set forth criteria to be considered In determining financial 
accountability. These criteria Include appointing a voting majority of an 
organization's governing body and (1) ability cJ the Municipality to 
impose its will on Iha! organization or (2) the potential for the organization 
to provide specific financial benefits to, or impose specific financial 
burdens on the Munlclpallty. 

The relative importance of each criteria must be evaluated in ligit d 
speclflc circumstances in order to determine which components units are 
to be included as part of the reporting entity. Our specific evaluations ol 
the criteria applicable to the Munlclpallty indicate no organizations meet 
the criteria to be included as compooent units. Acoordingy, theses basic 
financial statements present only the Municipality as the reporting entity. 

These financial statements present the respective financial position of the 
governmental actlV!ties, each major fund, and the aggregate remaining 
furd information of the Munlclpallty, as of June 30, 2003, and the 
respective changes in financial position, where applicable, thereof for the 
fiscal year then ended. 

B. Measurement Focus and Basis of Accounting 

Government-wide Financial Statements 

The government-wide financial statements (the Statement of Net Assets 
and the Statement of Activities) are reported using the economic 
resources measurement focus and the accrual basis of accounting. 
Revenue is recorded when earned and expenses are recorded when a 
liabilty is incurred, regardless of the timing of related cash ffows. Grant 
and similar itans are recogilzed as revenue as soon as all eligibility 
requirements have been met. 

Governmental Fund Financial Statements 

The g:ivemmental fllld financial statements are reported using the 
current financial resources measurement focus and the modified accrual 
basis of accounting. Revenues are recorded when susceptible to accrual; 
as soon as it is both measurable and available. •Available" means 
collectiije withh the current period or soon ene>ugi thereafter, normally 
withn sixty (60) days, to be used to pay liabirrties of the current period. 
Expendftures are generally recognized when the related liability is 
incurred. 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 3Q. 2003 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(contlnuallonj 

e. Measurement Focus and Basis of Accounting (conlnuatlon} 

The exceptloo to this general rule Is the principal and interest on general 
~lgaUon loog-term debt and compensated absences, If any, are 
reoogiized when due. 

In applying the "susceptible to accrual" coocept to intergovernmental 
revenues (federal grants) pursuant to GASBS No. 33, Accounting and 
Financial Reporting for Nonexchange Transactions (the Municipality 
may act as either provider or recipient), the provider should recognize 
tlablllties and expenses and the recipient should recognize receivables 
and revenue when the applicable eligibility requirements including time 
requirements, are met. Resources transmitted before the eliglbnlty 
requirements are met shoud, under mos! circumstances, be reported as 
a<P.tances by the provider and deferred revenue by the recipient 

There are essentially two types of revenue. For lhe majority of grants, 
moneys must be expended by the MunlclpaUty oo the speciflc purpose 
or project before any amooots will be reimbursed. RevSlUe is, therefae, 
recogiized as expenditures are incurred to the extent avalable. For Iha 
other revenue, moneys are virtually unrestricted and are generally 
revocable only for failure to comply with prescrbed COOlpliance 
requirements. These resources are reflected as reveroe at the time d 
recei~ or eartier If the suscepti)le to accrual criteria is met. Expenditures 
are generally recorded When a Jiab;lity is Incurred, as under accrual 
accounting. Modifications to the ~rual basis d aocouiting include the 
following: 

• Employee's vested amual vacation and sick leave is recorded ac; 
expendtture when utiWzed. The amOUll of accumulated annual 
vacation and sick leave unpaid at June 30, 2003, has been 
reported only In the govemment·wide financial statements. 

C. Financial Statement Presentation 

The basic financial statements indude both govemment·wide (based on 
the Municipality as a whole) and fund financial statements. Wilie the 
previous financial reporting model emphasized fund types (the total of all 
funds of a particular type), in the new financial modei the foous is on 
either the Munk:lpallty as a whole, er major ln<lvldual funds (within the 
basic financial statements). Both the government-wide and fund financial 
statements (within the basic financial statements) categorize primary 
activities as Either govemmental or business type. 

Government-wide Flna'lclal Statements 

The government-wide financial statements (the S1atement of Net Assets 
and the Statement of Actlvftiea) report infonnation of al the activities of 
the llunlcfpaUty. For most part, the effect of interMd activity has been 
removed from these government-wide financial statements. 
Governmental activities, which nonnally are supported by taxes and 
intergovernmental revenues, ane reported separately fro business-type 
activities, which rely to a significant extent on fees and charges fOf 
support. 
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The focus of the S1atement of Net Assets is designed to be shnlar to 
bottom line res~ for the llunlclpellty and its governmental activities. 
This statement, for the first time, combines and consolidates 
goverrrnental fund's current financial resources (short-term spendable 
resources) wlth capital assets and long-term obligations. 

The Statement of Net Assets presents the reporting entities' assets and 
liabilities, with the difference reported as net assets. Net assets are 
reported in three categories: 

• 

• 

• 

Invested In capital Assets, Net of Related Debt - These consists 
ci capital assets, net of accumulated depreciation and amortization 
and reduced by outstanding balances for bonds, notes, and other 
debt that are attributed to the acquisition, construction, or 
Improvement ol those assets. 

Restricted Net Assets - These result when constrainJs placed on 
net assets use are either extemaly imposed by creditors, grantors, 
contributors, and the like. or imposed by law throu~ constitutional 
provisions or enabling legislation. 

lWtrestrlcted Net Assets - These consist of net assets which do 
not meet the dettnltkln of the two preceding categories. Unrestricted 
net assels often are designated, to indicate that management does 
not consider them to be available for general operations. 
l.Westrided net assets often have constraints on resources that are 
imposed by management. but can be removed or modified. 

When both restricted and lllrestrided resources are available for use, 
generally it is the Municipality's policy to use restricted resources first, 
then the unrestricled resources as they are needed. 

The Statement of Activities is focused on both the gross and net oosts 
per flllctional category. The statement reduces gross expenses 
(Including depredation) by related program revenues, operating and 
capital grants. This Is intended to summarize and simplify the use(s 
analysis of cost of various governmental services. 

Govemmtntal Fwid Financial Statements 

The fund financial statements (the Balance Sheet, the Statement of 
Revenues, Expendlures, and Chll'lges In Fund Balances, the 
Statement of Net Assets) a"e, In substance, very similar to the financial 
statements presented in the pre~ous financial reporting model. Emphasis 
here Is on the major flllds In the governmental category. Non-major 
funds are summarized Into a sinfjle column. 

Traditional users of governmental financial statements wilt find lhe Fund 
Financial Statements presertation more familiar. The focus is on Major 
Flrds, rather than the previoos financial model's fllld types. The 
Goverrmental Major Fund Statements are presented on current financial 
resources and rno<lfled accrual basis of accounting. 

This is the manner in \Wlich these funds are normally budgeted. This 
presentation deemed most appropriate to (a) demonstrate legal and 
covenant compliance, (b) demonstrate the source and use of i quicl 
resources, and (c) demonstrate how the Municipalty's actual experience 
conforms to the budgeted fiscal plan. 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2003 

NOTE 1 SUMMARY OF SIGNIRCANT ACCOUNTING POLICIES 
(contlnualloft) 

C. Flnandal Statement Presentation (contlroatlon) 

Since the govemmental fund statements are presented in dfferent 
measurement focus and basis of accounting than the goYemment-Mde 
statements, reconcilatlon ls presented and separate explanation for each 
differences. 

The Municipality reports its financial position (Balance Sheet) and 
results of operations (Statement of Revenues, Expendllures and 
Changes In Fund Balance) In funds, which are considered separate 
accounting entitles. The operations of each fund are accounted for within 
a set of self-balancing accounts. Fund accounting segegates funds 
accon:llng to their intended purpose and is used to aid management in 
dematstratlng compliance with legal, financial, and contractual 
provisions. 

The new model as defined in GASBS No. 34 established criteria 
(percentage of the assets, liabilities, revenues, or expenditures/expenses 
of either fund category In the govemmental fund) for the determination of 
major funds. The non-majcr funds are combined In a single colurM in the 
fund financial s1atements. The llunlclpallty reports the following major 
hlld: 

Genertl f!l!d - Tlls is the general operating fund a the 
Munlclpallty. It is used to acownt for all financial resOl.l'OOS, 
except those re<Pred to be aocounted tor in another fund. 

Debt Service Fund - This is used to ~t for the 
accumulation of resoorces for, and the payment of long-term 
debt principal and Interests 

State Block Grant eroaram Fund (SBGP> - This is the fund 
used to account for all the transactions of the State 
Community Development Block Grant Program. The primarily 
objectives of this program Is to development of 'Jiable 
communities by providing decent housing, a suitable living 
envirorment and expanded economic q>portunitles, principally 
for persons of low and moderate Income. 

Section 8 Housing Choice Vouchers - This is the fund is 
used to account for all the transactions of the Section 8 
Housing Oloice Vouchers Program. The primarily objectives 
of this program is to provides rental assistance to help very 
low income famllles afford, safe, and sanitary rental hooslng. 

GASBS No. 34 eliminates the presen1aticl'I of Account Groups, but 
provides for these records to be maintained and incocporates the 
information into the GOY&mmental caumn in the !J)Yemment-wide 
Statement of Net Assets. 

D. Budgetary Data 

The Munlcipallty's annually adopts the Budge! Resolution for all 
operating funds of the Municipality except for certain restricted accounts 
of Proprietary Funds and Sper;lal Aeverue Funds. Blligetary control is 
legally maintained at the fund level. The budget is prepared using the 
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modified accrual basis of accounting with encumbrance included as 
budgEiary basis expenditures. The llunlcfpa!lty's Budget Resolution 
prCl\lides transfer alihority (1) to the Mayor and the Management and 
Blllgel Dreclor, within and between departments and funds, as laig as 
the t<Xal budget of the Moo~ (net of interfund transfers) is not 
iweased; (2) to the Managemert and Budget Director to implement 
grant budgets as the grant applications are accepted by the Municipality; 
and (3) to the Management and Budget Director to amend (re­
appropriate) each new year's budget, to the extent of olistanding 
e~umbranoes, and/or unexpended project/grant appropriations at year 
end. Municipality's L90slature action Is required for (1) use of the 
budgeted Legslature contingency, and (2) the approval ol a supplemental 
appropriation(s). During the year, several supplemental appropriations 
were necessary. 

The budget columns (orignal and Hnat budgets) of the Budgetary 
Canparlson - General Fund reflect the ori(jnal budget and the amended 
budget (vilich have been adjusted for legally authorized revisions of the 
annual budgets during the year). Apprqiriations, except remaining project 
approprlalfons, encumbrances, ard unexpended grant apprq>rlatlons, 
lapse at the end of each fiscal yeai. 

Amendments to 1he budget. indudng transfers, require the approval of 
the Municipal LeOslature. Unencumbered appropriations lapse at the end 
a the next fiscal year. The lil.lnlclpallty folows these procedures, in 
accordance v.1th law, in order to establish the budgetary data reflected in 
the basic financia statements: 

1. Prior of May 15 of each fiscal year, the Mayor submits to 
the Municipal Legslature a proposed budget for the fiscal 
year commencilg the followilg July 1 in addition a a 
budget message. 

2. The budget dooument Is availalle for pubMc inspection 
prior to tts approval by the Municipal Legislawre. 

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 estalXlshes by 
the law. 

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

5. tt a budget is not adopted prior to the end of the end of 
the fiscal year, the anrual budget for the preceding fiscal 
year, as approved by the MUnidpal Legslalure and the 
Mayor, Is automatically renewed tor the ensuing fiscal 
year until a new budget is approved. This pennib the 
llW'lclpallty to continue making payments for ts 
~ting and other expenses lllbl the new budget is 
approved. 

6. Subsequent to the enactment of the annual appropriation 
a'dinance, the Muricipal Legislature has the authOrtty to 
make necessary amendments made during the fiscal 
year and are reflected in the budget information included 
In the Budgetary Comparison Schedule - General Fund. 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2003 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

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

Since the budgetary basis differs from accounting principles generally 
accepted in the United States of America (GMP), actual amounts for the 
General Fund In the accompanying Budgetary Comparison Schedule, is 
presented on the budgetary basis to enhance comparability. 

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

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

2. The non-exonerated portion of the property tax advances are 
presented as revenue in the budgetary basis and as other 
financing sources under GMP (See Note 9). 

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 included in 
the budgetary basis. 

5. Certain revenues susceptible to accrual, i.e., both measurable 
and available, are not Included in the budgetary data. 

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

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

E. cash, Cash Equivalent and Investment 

The Director of Finance of the Municipality is responsible for investing 
the available resources in certificates of deposit and other short-term 
investments. Investments are made from the avallable combined funds of 
the Municipality and, accordingly, it is not practical to disclose 
certificates of deposit and other short-term investments individually by 
fund in the combined financial statements. Interest earned on certificates 
of deposit and other short-term investments are recognized as revenue in 
the General Fund. Cash in the Special Revenue, Debt Service and 
Capital Project Funds are restricted; accordingly, resources avallable 
were not used for pool investments. 
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Cash with fiscal agent represents property tax collections retained by the 
Municipal Revenues Collection Center and undisbursed proceeds of 
certain bonds, loans or grants which are maintained in a cash custodian 
account by the Government Development Bank of the Commonwealth of 
Puerto Rico. 

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

F. Receivable 

Receivable are stated nets 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 Munlclpallty 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 Is recorded as expenditure 
in the appropriate fund and the Inventory is not recorded in the basic 
financial statements. 

H. Capital Assets 

Property, plant and equipment purchased or acquired Is carried at 
historical cost or estimated historical cost. Contributed assets are 
recorded at fair maif<et value as of the date received. The Municipality's 
capitalization levels are $500 on persona/ property. For Improvements 
other than buildings, the capital outlay must be greater than $10,000, 
extend the estimated useful !He for ten years, and be greater than 10% of 
the original cost of the asset Other costs incurred for repairs and 
maintenance is expensed as incurred. 

Depreciation on all assets is provided on the straight~ine basis over the 
following estimated useful lives: {See Table 1) 

TABLE1 
CAPITAL AssETS 

Buildings 
Improvement Other Than Buildings 
Infrastructure 
Vehicles 
Machinery and Equipment 

YEARS 

50 
50 

10-50 
5 

5-10 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2003 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

I. Compensated Absences 

The Municipality accrues accumulated unpaid vacation and sick leave 
and associated employee-related costs when earned (or estimated to be 
earned) by the employee. The Municipality's employees are granted 30 
days of vacations and 18 days of sick leave annually. Vacations may be 
accumulated up to a maximum of sixty (60) days and sick leave up to a 
maximum of ninety (90) days. In the event of employee resignation, the 
employee is paid for accumulated vacation days up to the maximum 
allowed. Separation from employment prior to use of all or part of the sick 
leave tenninates all rights for compensation, except for employees with 
ten years of service who are entitled to sick leave pay up to the maximum 
allowed. The Municipality accrued a liabillty for compensated absences, 
which meet the following criteria: 

1. The Municipality's obligation relating to employee's 
rights to receive compensation for future absences is 
attributable to employee's services already rendered. 

2. The obligation relates to rights that vest or accumulate. 

3. Payment of the compensation is probable. 

4. The amount can be reasonably estimated. 

In accordance with the above criteria and requirements as established by 
GASBS No. 16; the Municipality has accrued a liability for compensated 
absences, which has been earned but not taken by Municipality's 
employees. For the government-wide statements, the current portion Is 
the amount estimated to be used in the following year. For the 
governmental funds statements, all of the compensated absences are 
considered long-tenn and therefore, are not a fund liability and represents 
a reconciling Item between the fund level and government-wide 
presentations (see Note 7 on page 25). 

J. Insurance 

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

K. lnterfund Transactions 

lnterfund transactions are reflected as loans, reimbursements or 
transfers. Loans are reported as receivables and payables as appropriate 
and are subject to elimination upon consolidation. Reimbursements occur 
when one fund incurs a cost, charges the appropriate benefiting fund and 
reduces its related cost as a reimbursement. All other interfund 
transactions are treated as transfers. Transfers between governmental 
funds are netted as part of the reconciliation to the government-wide 
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columnar presentation. The Municipality has the following types of 
transactions among funds: 

lnterfund Transfers - Legally required transfers that are 
reported when incurred as transfers-in by the recipient fund 
and as transfers-out by the disbursing fund, with receivables 
and payables presented as amounts due to and due from other 
funds. Advances between funds are also presented as 
amounts due to and due from other funds. However, these 
transfers and related amounts receivables and payables are 
considered internal balances and activities that have been 
eliminated in the government-wide financial statements. 

L Reservations of Fund Balance- Governmental Funds 

The governmental fund financial statements present fund balance 
reserves for those portions of fund balance (1) not available for 
appropriation for expenditures or (2) legally segregated for a specific 
future use. The reserves for related assets such as inventories and 
prepayments are examples of the fonner. Reserves for encumbrances, 
debt service, and other specific purposes are examples of the latter. The 
Mll'llclpallty has the foll11Ning 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 the budgetary comparison 
schedule. 

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

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 Long-Tenn Liabilities includes an 
amount estimated as a contingent liability or liabilities with a fixed or 
expected due date, which will require future available financial resources 
for Its payment. 

N. Use of Estimates 

The preparation of the basic financial statements in confonnity with 
accounting principles generally accepted in the United States of America 
requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosures of contingent 
assets and liabilities at the date of the basic financial statements and the 
reported revenue and expenses during the reporting period. Actual result 
could differ from those estimates. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 3Q. 2003 

NOTE 2 CASH, CASH EQl.MVALENTS 
AND INVESTMENTS 

Investments consist of certificates d deposit. The Mll'llcipalty's cash, 
cash equvaJent 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 coUateral 
provided by the banks and held by the Department of the Treasury 
pursuant the applicable laws and regulations. Cash Y.«h fiscal agert is 
maintained in interest bearing accounts in the Government DeYel~nt 
Bank of Puerto Rico and Is not collateralized. 

Puerto Rico laws authorize governmental entities to invest in direct 
obligations or obligations guaranteed by the fajeral g>vemment or the 
Commonwealth of Puerto Rico. The Municipality is also allowed to 
invest in bank acceptances, other bank obligations and certificates of 
depooit In financial Institutions authorized to do business under the 
federal and Commoowealth laws. 

During the year, the Municipality invested its funds in irterest bearing 
bank acoounts and short-term certificates of deposit /ls June 30, 2003, 
the market value of investments recorded in Special Revenue Fund 
approximated its canying value as follow: (See Table 3) 

CERl"IRCATE TABLE 3 
OFDePOSIT PAINcPAL MEAEsr ExPIRAin. 
ISSUED BY NulllER AMouNT RATE DATE 

Popular Bank of Puerto Alco ... 1110000015 $ 303,699 2.50% 08-15-03 
Popular Bank of Puerto Alco ... 1110000020 1,017,400 2.00% 11-08--03 
Pop.liar Bank of Puerto Rico ... 1110000014 455,119 2.50% 08·15-0S 
Popular Bank of Puerto Rico ... 1110000022 205,739 2.00% 12-14-03 
Popular Bank of Puerto Alco ••• 1110000021 203,291 2.00% 12-13-03 
Pop.ilar Bank of Puerto Rloo ••• 1110000018 600,000 2.00% 09-15-03 
Popular Bank of Puerto Rico ... 1110000017 122.QQQ 1.75% 12-12-0S 

TOTAL .................. ................ 12 ag.ij 2:ii 

All investments are recognized in the General Ft.nd. 

NOTE 3 OTHERS RECEIVABLES 

As of June 30, 2003, the amount of $191,938 correspoods to revision of 
Intergovernmental Revenue from Municipal Revenue Collection Center, 
$107,660 correspond to prepaid taxes, and $133,670 Iran others. 

NOTE 4 INTERFUND TRANSFER AND BALANCES 

A. INTERFUND TRANSFERS 

Transfers are indicative of fundlngforcalital projects ordebt service, and 
stbs1dies of various operations. (See Table 4) 

NTEAFUNO TRANSFERS WITHIN THE GOVERNIENTAL FUNDS TABl..E 4 

SOI.ACES 

Debi Service Fund 

Total 

TllAHSRJITO 

General Fl.JOO 

PuRl'OsE 

Interests 
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B. INTERFUND RECEIVABLE AND PAYABLE BALANCES 

lntelfund receivables and payables at June 30, 2003 are sinnmarized as 
follows: (See Table 5) 

IN"IEAFUND INTERRN> TABLES 
RECEVABLE PAYABLE AMouNT 

General Fll1d SBGP $ 37,899 
General Fund Secllon8 8.451 
General Fund Other Governmental Fund 1~.234 

TOTAL I~~~ 

NOTES DUE TO OTHER GOVERNMENTAL UNITS 

As of JI.Ile ~. 2003, balance due to other govemnental units of the 
General Fund for services rendered to the Municipality, consists ci the 
following: (See Table 6) 

TASLE6 

Water Company .................................................... . 
General Se~ Administralioo ......................... .. 

AMOUNT 

$ 93,291 
12.130 

Total Due to Governmental Units ................. $105 421 

continue 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2003 
NOTE 6 CAPITAL ASSETS 

Capital Assets activities for the fiscal year ended June 30, 2003 was as 
foUows: (See Table n 

TABlE7 

DESCRIPTION 

Non-Depreciable Capital Assets: 
land ................................................................................ . 

Total Non-Depreciable Capital Assets ........................... .. 

Depreciable Captal Assets: 
Equipment ...................................................................... .. 
Buildings ........................................................................ .. 
Infrastructure .................................................................. .. 

T otaJ Depreciable Capital Assets ................................... .. 

Less Accumulated Depreciation: 
Equipment ....................................................................... . 
Buildings ........................................................................ .. 
Infrastructure .................................................................. .. 

Total Acnimulated Depreciation .................................... .. 

Total Depreclable Capital Assets {Net) ........................... . 

CAPITAL ASSETS, NET .............................................. . 

Depreciation expenses were charged to govemmental 
functims/programs as follows: (See Table 8) 

TABLES 

General Government ....................................................... . 
Public 5afety .................................................................... . 
Public Works .................................................................... . 
Culture and Recreation .............................................. ...... . 

Total Depredation Expenses .................................. . 

NOTE 7 GENERAL LONG-TERM DEBTS 

AMOUNT 

$ 85,957 
60,041 

389,759 
117.519 

5653276 

A. GENERAL OBLIGATIONS BONDS AHD SPECIAL NOTES 
PAYABLE 

The principal long-term obligations of the Municipality are general 
obllgattons bonds and special notes issued 10 finance the construction 
and improvements of public facilities and purchase of equipment The 
Municipality's obligations long-tenn debt retirements are appropriated 
and paid from resources accumulated in the Debt Service Fund (See 
Note 8). The special obligations long-term notes retirements are paid 
through retention made by the Municipal Revenue Collection Center flan 
monthly advance d annual property tax and subsidy send to the 
MunlclpaHty. 

BAL.AHCE 

JulY1, 
2002 

$ 1,281,943 

1,281,943 

5,469,183 
7,809,324 
9,411,501 

22.69(),008 

(1,467,481) 
(766,965) 
(~.ns) 

(3,lQZ,221) 

la.532.m 
$2() 81473Q 

AoomoNS 

$ 255,500 

255.500 

263,337 
1,522,409 

1,785.746 

(343,047) 
(140,822) 
(1§9,40Z) 

~gz6) 

l.la2.fil 
$ 1 387970 

RETIREMENTS 

$ 

BALANCE 

JUNE30, 
2003 

$ 1,537,443 

1,537.443 

5.732,520 
9,331,733 
9.411.501 

24,475,754 

(1,810,528) 
(907,787) 

(1.092, 182) 

(3,810.497) 

20,665.257 

$22202 700 

General obligations boods and notes payable as of June 30, 2003, are 
comprised of the following individual issues: 
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DESCIFnOH 

General Obligations Bonds: 

$305,000, Series 2000, br construcUon purposes, 
payable In semiamual instalments rangilg from $20,000 to 

AMOUNT 

$40,000, excludilg Interests at 5.0%, through July 1, 2010 ............... $ 235,000 

$525,000, Series 1996, for construction purposes, 
payable in semianm.el instalments ranging from $13,000 to 
$36,000, exdudilg Interest al 7.fJ'/o, through July 1, 2>21 
(Water and Waste Disposal Loans and Ganis) ..... ............................ 452.000 

$410,000, Series 1999, for construcUon p.irposes, 
payable in amual installmenls raiglng from $11,000 to $29,000, 
excludirg inerests at 4.50%, through January 1, 2024 
(Water and Waste Disposal loans and Grants) ................................. 399,000 

$1, 160,000, Series 1999, for construc:tlon purposes, 
payable In semiannual lnslalhlenls rangilg from $80.000 to 
$155,000, exclud~ interests at 7.08%, through JJly t, 2009 ........... 790,00Q 

Tolal General Obligations Bonds...................................................... 1.876,000 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2003 

NOTE 7 GENERAL LONG-TERM DEBTS (continuation) 

DESCRIPTION 

Special Obligations No19s: 
$3,455,000, Serles 2001, lor operational purposes, 
payable i1 semiannual Installments raiging from 
$45,000 t> $299,000, excluding variable Interests 
from 5.0% to 7.5%, through July 1, 2026 .................. . 

$985,000, Serles 2001, for operational PlfPOS8S. 
payable in semiamual instanmeots rangJtv from 
$170,000 to $230,000, excluding variable Interests 
from 5.0% to 7.5%, through July 1, 2006... ............. .. 

$505,000, Series 1993, for operational purposes, 
payable i'I semiannual installments ranging from 
$20,000 kl $65,000, excluding variable in1erests 
from 4.375% to 8.00%, through July 1, 2009 ........... .. 

$1.510,000, Serles 2001, for operational purposes, 
payable in semiannual instaUments ranging from 
$20,000 to $65.000, excludilg variable ln1erests 
from 4.375% to 8.0%, through July 1, 2009 .............. . 

Total Special Obligations Notes ............................. . 

AMOIWT 

$3,355,000 

635,000 

575,000 

4.SSQ,000 

Total General and Special Obligations............ su211,ooo 

TABLE 11 

DEScRIPTION 

Gereral .......... 
Special ............ 
Others Debts ... 

TOTAL .......... 

The annual requirements to amortize the general and special obligations 
outstanding as of June 30, 2003 are as follows (See Table 9): 

c. CHANGES IN GENERAL LONG-TERM DEBTS 

The following Is a summaiy of changes in long·tenn debts for the year 
ended June 30, 2003: (See Table 11) 

BALANCE RETIREMENTS BALANCE AMOUfflS AMOUNTS 
JULV1 , NEw AND JUNE30, DUE'MTION OUEAFTER 
2002 ISSUES ADJUSTMENT 2003 ONE YEAR NEXT YEAR 

$ 1,868,000 $ 410,000 $ 402,000 $1,876,000 $ 1S4,000 $ 1,712,000 
5,380,000 530,000 4,850,000 570,000 4,2BO,OOO 
6.499,552 411.743 1.192.850 5.718,445 1,718,445 4,000.()()Q 

S 137£ 5§2 $ 821743 $ 21248@ $1244·4445 $ 2452445 $ 9992000 

NOTE 8 DEBT RETIREMENT 

Revenues of the debt service fund consists of the ad-valorem property 
taxes which are recogrized as revenue when collected from taxpayers 
and reported by the Municipal Revenue Collection Center of the 
Commonwealth of Puerto Rico to the Municipality (See Note 9). 

TABLE 9 

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

VEAR ENDING PRINCIPAL INTEREST 
JtmE30, PAYMENT PAYMENT 

2004 $ 734,000 $ 339,995 
2005 795,000 381,224 
2006 531,000 347,793 
2007 322,000 320,452 
2008 344,000 299,098 

2009-2014 986,000 1,219,675 
2015-2019 942,000 937,155 
2020·2024 1,233,000 573,630 
2024-2026 ~.QQQ 125,a!)§ 

TOTAL i 6Z2§Qgg I! ~~a'l: 

B. OTHER LONG·TERM DEBTS 

Following are the Other Long-Term Debts (See Table 10)): 

TABLE10 

DESOllFOON 

BALM CE 
.lJLV11 

2002 

TOTAL 
PAYMENT 

$ 1,073,995 
1,176,224 

878,793 
642,452 
643,098 

2,205,675 
1,879,155 
1,806,630 
~00~ 

ill gzga~ 

NOTE 9 PROPERTY TAXES 

The Municipal Revenue Collection Center of the Commonwealth of 
Puerto Rico is responsible for the assessment of all real and personal 
property located within the Municipality and for the levy, administration 
and oollectlon of the corresponding tax contribution. 

The property tax cootribution 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 7.63o/o for real property and 6.83% for personal 
property of which 1.03% of both beloog to the Commonwealth of Puerto 
Rico and 6.00% and 4.00%, respectively, belongs to the Municipality. 
From the portion belon9ng to the Municipality, 6.00% and 4.00%, 

respectively, represents the Munlclpallty's basic tax rate 
RETIREMENTS BAUHCE lhat is appropriated for general purposes and therefore 

AND JUNE so, accounted for through the general fund . 
ADJUSTMENT 2003 

Property Taxes- MRCC ..... - ............ . s 203,767 $ - $ 203,767 $ The remaining portion belonging to the Municipality of 
State Health 1119.Jrance Plan ............. . 
Landfill.. ........................................... .. 
Compensated Absences .................. .. 
TOTAL ........................................... .. 

989.083 
3,840,000 
1A§6,702 

$64Q?§52 

160,000 
251,743 

s 4117@ 

989.083 

S11ft? 859 
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4,000,000 
1,718.¥5 

$5718445 

1.50% represents the ad-valorem property taxes withheld by 
the Municipal Revenue Calection Center of the 
Commonwealth of Puerto Rico and restricted for debt 
service, Which Is accounted for through the debt service 
fund (See Note 8). The Municipality has reached the 

maxirrum statutory tax rate limit for the basic tax whfte there Is no 
limtation for the ad-valorem tax rate. 

continue 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2003 

NOTE 9 PROPERTY TAXES (continuation) 

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

The Municipality grants a complete exemption from personal property 
taxes up to an assessment value of $50,000, to retailers with an annual 
net sales volume of less than $150,000. The Municipal Revenue 
Collection Center advances to the Municipality, on monthly payments, 
100% of the contribution assessed over property for each fiscal year. In 
accordance to Law, these advances will be contributions by the Municipal 
Revenue Collection Center from taxpayers. The Mt.niclpal 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 property tax 
contribution when received from monthly advances from Municipal 
Revenue Collection Center. 

Due to the fact that collections of property tax are applied to the advances 
of property tax paid by the Municipality Revenue Collection Center, the 
amortization of the advance at end of year was not available due to that is 
in process of verification by external auditors. As of June 30, 2003, the 
Debt Service Fund presented a receivable of $27,962 for the collection of 
additional property taxes during the next 60 days after end of year. 

NOTE 10 VOLUME OF BUSINESS TAX 

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

a 1.50% for financial institutions and savings and loan 
associations. 

b. 0.40% for all other organizations with volume of sales less 
than $200,000 and 0.50% for volume of sales in excess of 
$200,000. 

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

NOTE 11 INTERGOVERNMENTAL REVENUES 

Intergovernmental revenues consist primarily a funds received from the 
Commonwealth of Puerto Rico, in fleu of tax" payments from the quasi· 
public corporation, Puerto Rico Electric Power Authority, and federal 
financial assistance received from federal government 
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Grants and subsidies received from the Commonwealth of Puerto Rico 
and federal agencies indude, among others, a general subsidy for urban 
development and capital improvements. Intergovernmental revenues are 
accounted for throu!jl the General Fund except for those directly related 
to urban development and capital improvements, which are accounted for 
through the Special Revenue and the Capital Project Funds. Federal 
Financial Assistance Is recorded In the Special Revenue Fund. 

NOTE 12 EMPLOYEE'S RETIREMENT PLAN 

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

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

The Municipality adopted the requirements of GASBS No. 25 for all the 
career employees that are covered under the Commonwealth of Puerto 
Rico Employee's Retirement System, a multlple-employer public 
employee retirement system, established by State Laws. 

Under the plan, the employees and employer portions are contributed, for 
which, the employee amount is withheld from salaries. Covered 
employees are required by Commonwealth statute to contribute 5.775% 
for the first $550 of monthly salary plus 8.275% for the excess of this 
amount, or on the alternative, 8.275% of all salary. 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 contributioo 
programs 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 wiU 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 benefrts 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. 

continue 
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NOTE 12 EMPLOYEE'S RETIREMENT PLAN (continuation) 

The pension benefit for participants who retire with less than 30 years of 
service is computed at the rate of 1 ~% of their average canpensation of 
each year of credit service for the remaining years. The System also 
provides for death and disabi ity 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 summarized below: 

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

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

All employees that do not elect to trmsfer for the new program and who 
at the time of employment are 55 years old or less are eligible to 
participate In the System. Pensloo benefits for participants with 30 years 
of service are as follows (See Table 12) 

Accordingy, the accounts by which the actual contributions differ from the 
required actuarial contributions are not knONO. 

The total pension expenditures recorded in the category of administration 
for the Fiscal Year Ended June 30, 2003 was approximately $304,062. All 
employees who at the time of employment are 55 years old or less are 
elf~ble to participate In the System. No benefit is payable If the 
partlclpant receives a refund of his accumulated contributions. 

The historical trend information regarding the accumulation of assets and 
pensloo benefit obligation in the ERS ls not available. For the ten-year 
lrErid information, raer to the separately issued financial statements of 
the ERS as of and for the fiscal year ended June 30, 2003. The P.R. 
Retirement Plan Administration provides aalltional information of the 
ERS. They issue a publicly available financial report that includes 
financial statements and required supplementary Information for ERS, as 
a component unit of the Commonwealth d Puerto Rico. That report may 
be obtained by writing to the Administration at PO Box 42003, Mlnillas 
Station, San Juan, PR 00940. 

NOTE 13 ESTIMATED MUNCIPAL SOLID WASTE LANDFILL 
CLOSING COSTS 

TABLE12 YEARS 
OF SERVICE 

PAllTICl'ANT1S 
AGE PENSION BENEFITS State and Federal laws and regulations require 

the Mllllclpalty to place a final cover on Its 
landfill when closed and perform certain 
maintenance and monttoring function at the 
landfill site for thirty years after closure. In 
adcition to the operating expenditures related to 
current activities of the landfill, an expense 
provision and related liability are being 
recogiized based on futures closure and post· 
closure care costs that wlll be incurred near or 

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

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

30ormore 65ormore 75% of the average of the three years of tlghest salary during 
the employee's service period (employees started working after 
Aprll 1, 1990). 

The amount of the total pension benefit oljigation is based on a 
standardized measurement established by GASBS No. 27, Financial 
Reporting for Defined Benefit Pension Plans and Notes Disclosure for 
Defined Contributions Plans. The standardized measurement is the 
actuarial present value of estimated defined pension benefits, adjusted 
for the effects of projected salary Increases and step-rate benefits, 
estimated to be payable in the future as a result of employee services 
performed to date. The measure is lntErlded to help users assess the 
System's funding status on a going-concern basis, assess progress made 
in accumulating sufficient assets to pay benefits when due, and make 
comparisons among other public retirement systems. The measure is 
independent of the actuarial funding method used to determine 
contributions to the plan. 

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

Contributions In 2003 and prior years were made based on percentages 
established by the law. Such percentage has not been based on actuarial 
st~ies, as required by accounting principles gf()erally accepted in the 
United States of America. An actuarial compilation of the annual 
contribution applicable to lhe Municipality has not been prepared. 
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after the date the landllll no IOnger accepts 
waste. The Municipality has performed a study of the activities that need 
to be implemented at the Municipality's landfi l to comply with applicable 
laws and r~lations. As result of this study, the Municipality has 
recognized an estimated liability for future closure and post-closure care 
costs. 

The recoglitioo a this liability is based on the amount of the landfill used 
during the year. The estimated liabifity for landfill dosure and post-closure 
care costs has a balance of $4,000,00 as d June 30, 2003, which Is 
based on 83% usage of the landfill. It is estimated that an addlional 
$800,000 will be recogized as closure and post-closure care 
expenditures between the date of the balance sheet and the date the 
landfill Is expected to be filled to capacity (December 2008). The 
estimated total current costs of the landfill closure and post-closure care 
($4,800,000) is based on the amount that would be paid tt all the 
equipment facilities and services required to close, monitor and maintain 
the landfill were acquired as of June 30, 2003. However, the actual cost 
of closure and post-dosure care may be higher due to inflation, changes 
in technology, or changes In landfiR laws and regulations. As of June 30, 
2003 the Municipality has not made contributions to finance closure and 
post-dosure care costs. 

conUnue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2003 

NOTE 14 CONTINGENCIES 

A. CLAIMS AND JUDGMENTS 

The Munlclpallty is, at present, a defendant in a m.mber of legal matters 
that arise from alleged improper application of policies and n~lgence In 
the ordinary course of the Munlclpallty's activities. The legal counsel of 
the Municipality has advised that at this stage in the proceedngs 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. Certail of these claims 
are covered by insurance. Legal counsel With the Information currently 
available can not determine the final outcome of these claims 

8. FEDERAL GRANTS 

In the normal course of operations, the Municipality receives gants frcm 
various Federal and State agencies. The grant programs are subject to 
audit by agents of the granting 
authority, the purpose of which is 
to ensure compliance with 
conditions precedent to the 
granting of funds. Any liability for 

Fund Balance (Deficit), as Reported 

GASBS No. 38 requires certain note disclosures when GASBS No. 34 is 
Implemented. The provisions of these new standards have been 
incorporated into the basic financial statements and notes. 

GASB Interpretation No. 6 clarifies the applicatiai d existing standards 
for dlsdngulsllng the respective portions d certain types of llablllUes that 
should be reported as (1) governmental fund llabillties and (2) general 
long-term liabilities of the goverrment. The provisions of this 
interpretation have been incorporated into the basic financial statements 
and notes. 

These new accounting standards caused most of the accounting 
changes, changes In reporting entity, and restatements described on the 
ensuing discussions below. Changes and restatements for reasons other 
than the adq)tion of the above pronouncements are also explained 
below. 

Table 13 reconciles the J.me 30, 2002 Fund Balance, as previously 
reported to Begnning Fund Balance as restated, July 1, 2002. 

FUND BALANCE RESTATED 

GENERAL 
CAPITAL 
PROJECT 

DEBT 
SE.AVICE 

Table13 

NoNlwOA 
FUND 

reimbursement which may arise as 
the result ol these audits is not 
believed to be material. 

June 30, 2002..................................................... ($ 737,605) $4.200,997 S 781,022 $2,207,31 $ 

The Municipality is, at present, a 
Reclasslfy F111d Balance ..................................... .. 4,'397,747 (4,200,997) (781,022) 564,272 

defendant in a number of legal ~ustment to Expenditures ftt Crange in 
matters that arise from alleged Accounting Pr1ncfples ........................................ .. 9n,83 
improper application of policies 
and negigence in the ordinary Other AdjJstrnent .................................................. . 6,810 

course of the Munlclpaity's Beginning Fund Balances, as Restated, 
activities. The legal counsels d the Juty 1, 2002 ....................................................... . 
Municipality have advised that at 

s $1 ?30 748 s 564 272 

this stage in the proceedings of lawsuits he cannot offer an opinion as to 
the probable outcome. 

NOTE 15 ACCOUNTING CHANGES, CHANGES IN REPORTING 
ENTITY AND RESTATEMENTS 

During fiscal year 2002-2003, the Municipality Implemented several new 
accounting standards and an interpretation issued by GASS. 

GASBS No. 34 as amended by GASBS No. 37 establishes new financial 
reporting standards for state and local governments. This statement's 
requirements represent a sigiificant change In the financial reporthg 
model used by state and local governments, inck.lding statement formats 
and changes in fund types and elimination of account groops. In addition 
to fund financial statements, governments are required to report 
government-wide financial statements, prepared using the accrual basis 
of accounting and the economic resources measurement focus. As a 
resutt, fund reclassifications and adjustments to the fund equities reported 
in the prior financial statement balances were required. 
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NOTE 16 FUTURE ADOPTION OF ACCOUNTING 
PRONOUNCEMENT 

The Governmental Accounting Standards Board (GASS) Issued GASBS 
No. 39, Detennining Whether Certain Organizations are Component 
Units, which is effective for fiscal year beginning after June 15, 2003. The 
Municipality has not adopted the requirement of this statement. 

ENDOFNOTES 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

REQUIRED SUPPLEMENTARY INFORMATION 
BUDGET ARY COMPARISON SCHEDULE- GENERAL FUND 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

Bt!DGET AMOUNTS 
ORIGINAL FINAL 

BUDGETARY FUND BALANCE, JULY 1, 2003 .......... $ 3,666,952 $ 3,666,952 

RESOURCES (INFLOWS): 

Property TaJCes ........................................................... . 
Municipal License Truces ................. ........................... . 
License and Permits ................................................... . 
Rent ............................................................................ . 
Charge for Services ....................................... ............. . 
Intergovernmental Revenues: 
State Contributions ................................................... . 

Interests ....................................................... .............. .. 
Miscellaneous ............................................................ .. 

Total Resources (Inflows) ...................................... .. 

Amounts Available for Appropriation ...................... . 

Charges to Appropriations (Outflows): 

General Government .................................................. . 
Public Safety ............................................................... . 
Public Works .............................................................. .. 
Culture and Recreation ............................................... . 
Health and Welfare ..................................................... . 
Debt Services: 
Principal ...................................................................... . 
Interest ........................................................... ............ .. 

Total Charges to Appropriations ............................... . 

BUDGETARY FUND BALANCE, JUNE 30, 2003 •• " .. 

See accorrpanying Notes to Required Suppementary Information. 

6,316,608 
1,550,000 

200,100 
74,100 
13,500 

1,432,611 
25,400 
~.504 

9,~,823 

1M~n§ 

4,810,681 
952,234 

1,985,968 
476,824 

1,nt,116 

9,996,823 

$ 366&.0§2 

6,754,480 
1,879,716 

420,075 
63,475 
16,030 

1,427,044 
60,049 

S1M48 

11,1~.~17 

1 ~.fil13,~9 

5,725,624 
952,234 

2,023,568 
508, 174 

1,875,716 

36,275 
11,726 

11,136,317 

I ~.-~2 

ACTUAL AMOUNTS 
(BUDGETARY BASIS) 

(SEENoTE A) 

$ 3,666,952 

6,754,480 
1,888,947 

523,129 
82,354 
32,214 

1,551,465 
44,157 
~2.l44 

ll.~.~ 

1~19Z5,84g 

5,059,474 
766,507 

1,989,647 
478,851 

1,612,939 

36,275 
11,726 

~.9~8,419 

$ 5.Q.l:Z,!~ 

VARIANCE WITII 
FINAL BUDGET 

POSITIVE (NEOA TJVE) 

$ 

9,231 
103,054 

18,879 
16,184 

124,421 
(15,892) 
(~,304) 

1Z~.57~ 

172,573 

666,150 
185,727 
33,921 
29,323 
2.62,m 

1,1n.898 

$ l,350,471 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

BUDGET ARY COMPARISON SCHEDULE - GENERAL FUND 
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE A Explanation of Differences between Budgetary Inflows and Outflows and GAAP Revenues and Expenditures 

Sources/Inflows of Resources: 

Actual Amounts (Budgetary Basis) "Available for Appropriation• from the 
Budgetary Comparison Schedule (See Page 26) ....................................................................................... . 

Difference - Budget to GAAP: 

The Fund Balance at the Beginning of Year is a budgetary resource but is not a 
Current-Year Revenue for financial reporting purposes ........................................................................... . 

Tran sf er from other funds is inflows of budgetary resources but are not revenues 
for financial reporting purposes ................................................................................................................ . 

Total Revenues as Reported on the Statement of Governmental Funds Revenues, 
Expenditures and Changes in Fund Balance (See Page 16) ..................................................................... . 

Uses/Outflows of Resources: 

Actual Amounts (Budgetary Basis) "Total Charges to Appropriation" from the 
Budgetary Comparison Schedule (See Page 26) ...................................................................................... .. 

Difference - Budget to GAAP: 

Encumbrances for supplies and equipment ordered but not received are reported 
in the year the order is placed for budgetary reporting purposes ............................................................. . 

Prior-Year Expenditures are not outflows of budgetary resources but are expenditures 
for financial reporting purposes ................................................................................................................ . 

Total Expenditures as Reported on the Statement of Governmental Funds Revenues, 
Expenditures and Changes in Fund Balance (See Page 16) ..................................................................... . 

NOTE B Explanation of Differences between Budgetary Fund Balance and GAAP Fund Balance 

Budgetary Fund Balance, June 30, 2003 (See Page 26) ............................................................................. . 

Timing Differences: 

Restricted Fund Balance .......................................................................................................................... . 

Net Change in Encumbrance ................................................................................................................... . 

Non-budgetary Items ................................................................................................................................ . 

Unrestricted Fund Balance, June 30, 2003 (See Page 14) ......................................................................... .. 

END OF THIS SECTION 
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$14,975,842 

(3,666,952} 

3.§61.008 

$14.969.898 

$ 9,958,419 

288,223 

4.063.954 

$14.310.596 

$ 5,017,423 

(3,237,521} 

(691,169} 

10.589 

$ 1.0gg.322 



PART 11 

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

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

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCALYEAR ENDED JUNE 30. 2003 

FEDERAL GRANTOR I PASS THROUGH 

GP.ANTOR I PROGRAM OR CLUSTER TrrtE 

U.S. Department of Agrtulture: 

Direct Programs: 

Wat.er and Waste Disposal Loans a.nd Gra.nts .......................... .. 

Pass-Through Department of Education: 

Indirect Programs: 

Child and Adult Care Food Program ......................................... .. 

U.S. Department of Housing and Urban Development 

Direct Programs: 

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

Indirect Programs: 

Pass-Through State-Officeof lhe 
Commissioner ol Municipal Affairs 

State Block Gram Program (SBGP) ...................................... "' 

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

U.S. Department of JJstice: 

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

U.S. Department of Transpataoon: 

Direct Program: 

State and Community Hl{llway Salay ..................................... .. 

U.S. Health and Human Services: 

Pass Throu{ll Admilistratioo a ChYdren and Families: 

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

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

FEDERAi.. 
CFDA 

Nl.MBER 

10.no 

10.558 

14.871 

14228 

16.592 

20.600 

93.575 

The acoompanylng Notes to SchedtJe of Expend'dures of Federal Awards are an iltegral of this Sohewte. 
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PASS·Tlmt.IOH 
ENmv IOENTIFYllG 

NUMBER 

N/AV 

ROOOO-VO 

01-FD-32 
OO-FD-32 
99-FD-32 
98-F0-32 
97-FD-32 
96-FD-32 
95-FD-32 

94-AF-FD-32 

FEDERAL 
ExPENotTulES 

$ 388.089 

30.410 

341,425 

936.489 

1,2ll914 

99.968 

113.657 

$2988679 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

NOTE1 

NOTE2 

NOTE3 

NOTE4 

NOTES 

NOTE6 

GENERAL 

The accompanying Schedule of Expenditures ci Federal Awards includes the federal grant activities of the Municipality of 
lsabefa, Puerto Rico. The information in this Sched~e is presented in accordance with the requirements of OMB Circular A-
133, Audits of States, Local Governments, and Non.Profit Organizations. Therefore, some amounts presented in this Schedule 
may differ from amounts presented in, or used in the preparation of, the basic financial statements. The Municipality reporting 
entity is defined in Note (1) (A) to the basic financial statements. All federal financial awards received directly from federal 
agency as well as federal financial awards passed-through other government agencies are included on the Schedule. 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

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

B. The Municipality in accordance with the terms records the financial transactions and conditions of the grants, which are 
consistent with accounting principles generally accepted in the United States of America. 

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

FEDERAL CFDA NUMBER 

The CFDA numbers included in this Schedule are determined based on the program name, review of grant contract 
information and the Office of Management and Budgefs catalogue of Federal Domestic Assistance. 

PASS-THROUGH GRANTOR'S NUMBER 

State or local government redistribution of federal awards to the Municipality, treated as if they were received directly from the 
federal government. OMS 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 NIA are not 
applicable and numbers identified as N/AV are not available. 

LOAN OUTSTANDING 

The Municipality of lsabela, Puerto Rico had the following outstanding balance at June 30, 2003 for Water and Waste 
Disposal Loans Programs. For these loans the granter does not Impose continuing compliance requirements, as described on 
the OMB Circular A-133. Therefore, the prior year balances are not considered expendttures on the Schedule of Expenditures 
of Federal Awards. The amount presented in the Schedule, represent federal expenditures according to modified accrual basis 
of accounting (see Note 2). The loans outstanding balances were included in the Long-Term Liabilities of the Statement of Net 
Assets. 

PRooRAM TITLE 

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

MAJOR PROGRAMS 

FEDERAL CFDA 
NUMBER 

10.no 
10.no 

AMOUNT 
OUTSTANDING 

$399,000 
452,000 

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

END OF NOTES 
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POBOX8369 
CAGUAS, P R 00726-8369 

CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 

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

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

To the Honorable Mayor and 
Members of the Municipal Legislature 

Municipality of lsabela, Puerto Rico 

We have audited the basic financial statements of Municipality of lsabela, Puerto Rico (Municipality) as of and for 
the fiscal year ended June 30, 2003, and have issued report thereon dated January 15, 2004. We conducted our 
audit in accordance with auditing standards generally accepted in the United States of America and the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the 
United States. 

Compliance 

As part of obtaining reasonable assurance about whether the Municipality's financial statements are free of material 
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the determination of financial statement 
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit, and 
accordingly, we do not express such an opinion. The results of our tests disclosed no Instances of noncompliance 
that are required to be reported under Govemment Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Municipality's internal contra over financial reporting in 
order to determine our auciting procedures for the purpose of expressing our opinion on the basic financial 
statements and not to provide assurance on the internal control over financial reporting. Our consideration of the 
internal control over financial reporting would not necessanly disclose all matters in the internal control that might be 
material weaknesses. A material weakness is a condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that misstatements in amounts that 
would be material in relation to the basic financial statements being audited may occur and not be detected within a 
timely period by employees in the normal course of performing their assigned functions. We noted no matters 
involving the internal control over financial reporting and its operation that we consider to be material weakness. 
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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 

This report is intended solely for the information and use 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. However, this report is a matter of public record and its 
distribution is not limited. 

c ffl #<efB:f < 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2004 

Caguas, Puerto Rico 
January 15, 2004 
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POBOX8369 
CAGUAS, P R 00726-8369 

CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 

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

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 RJco 

Compliance 

We have audited the compliance of the Municipality of lsabela, Puerto Rico (Municipality) with the types of 
compliance requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its major federal programs for the fiscal year ended June 30, 
2003. The Municipality's major federal programs are identified in the summary of auditor's results section of the 
accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of laws, regulations, 
contracts and grants applicable to each of its major federal programs is the responsibmty of the Municipality's 
management. Our responsibility is to express an opinion on the Municipality's compliance based on our audit. 

We conducted our aucfrt of compliance in accordance with auditing standards generally accepted in the United States 
of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non­
Profit Organizations. Those standards and OMB Circular A·133 require that we plan and perform the aud~ to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above 
that could have a direct and material effect on a major federal program occurred. An audit includes examining, on a 
test basis, evidence about the Munlclpallty's compliance with those requirements and performing such others 
procedures, as we considered necessary in the circumstances. We believe that our audit provides a reasonable 
basis for our opinion. Our audit does not provide a legal determination on the Municipality's compliance with those 
requirements. 

In our opinion, the Municipality complied, in all material respeds, with the requirements referred to above that are 
applicable to each of its major federal programs for the year ended June 30, 2003. However, the results of our 
auditing procedures disclosed instances of noncompliance with those requirements, which are required to be 
reported in accordance with OMB Circular A· 133 and which are described in the accompanying Schedule of Findings 
and Questioned Costs as items 03-111-01 through 07. 

Internal Control Over Compliance 

The management of the IJlunlcipallty is responsible for establishing and maintaining effective internal control over 
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In planning 
and performing our audit, we considered the Municipality's internal control over compliance with requirements that 
could have a direct and material effect on a major federal program in order to determine our auditing procedures for 
the purpose of expressing our opinion on compliance and to test and report on the internal control over compliance in 
accordance with OMB Circular A·133. 
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND 
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A·133 
Page2 

We noted certain matter involving the internal control over compliance and its operation that we consider to be 
reportable conditions. Reportable conditions involve matters coming to our attention relating to significant deficiencies 
in the design or operation of the internal control over compliance that, in our judgment, could adversely affect the 
Municipality's ability to administer a major federal program in accordance with applicable requirements of laws, 
regulations, contracts and grants. Reportable conditions are described in the accompanying Schedule of Findings 
and Questioned Costs as items 03-111·01 and 03-111-02. 

A material weakness is a condltiOn in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that noncompliance with applicable requirements of laws, 
regulations, contracts and grants that would be material in relation to a major federal program being audited may 
occur and not be detected within a timely period by employees in the normal course of performing their assigned 
functions. Our consideration of the internal control over compliance would not necessarily disclose all matters in the 
internal control that might be reportable concfJtions and, accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses. However, we believe that the reportable conditions 
described above are not material weaknesses. 

This report is intended solely for the infonnation and use 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. However, this report is a matter of public record and its 
distribution is not limited. 

0///-l-cV~,e? 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2004 

Caguas, Puerto Rico 
January 15, 2004 
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FINDINGS AND QUESTIONED COSTS 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

SECTION I-SUMMARY OF AuOITORS' RESULTS 

Financial Statements 

Type of auditors' report issued: 

Internal control over financial reporting: 

• Reportable condition(s) identffied? 

• 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: 

l&I Unqualified Opinion 
D Adverse Opinion 

D Yes 

0 Yes 

D Yes 

l&I Yes 

D Yes 

l&I UnquaUfied Opinion 
0 Adverse Opinion 

l&l Yes 

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? 

39 

$300,000 

0 Yes 

0 Qualified Opinion 
0 Disclaimer Opinion 

l&I None Reported 

l&I No 

l&I No 

0 None Reported 

l&I No 

D Qualified Opinion 
0 Disclaimer Opinion 

0 No 

l&1 No 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

SECTION II-FINANCIAL STATEMENT FINDINGS 

NO MATTER IS REPORTED. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill-FEDERAL AWARD FINDINGS AND OUESTIONED Cosrs 

NUMBER 03-111-01 

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

COMPLIANCE AND INTERNAL CONTROL 

ALLOWABLE COST/COST PRINCIPLES 

During our Grant Disbursements Test we noted that there was one (1) disbursement 
voucher without purchase order, in sixteen (16) vouchers the invoices were not 
cancelled, and seven (7) 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. 

Munlclpallty failed to maintain an adequate control over the record keeping of 
documents that justify the disbursements. 

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

Munlclpallty 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 

On January 29, 2004 Mr. Jason D. Le6n, Finance Director, established strict procedures 
to ensure that the invoices and disbursements are processed, authorized, and cancelled 
according to government accounting rules and regulations. 

continue 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill- FEDERAL AWARD FINDINGS AND 0UESTIONED COSTS 

NUMBER 03-lll-02 

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

COMPLIANCE AND INTERNAL CONTROL 

ELIGIBILITY TEST 

During our Participant Files 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 
shall require the family head and other such family 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 to 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 Collection Agencies (SWICA). and wages, net 
earnings from sett-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 B, 
Section 5.230(a); and Subpart K, Section 982.516 (g). 

We recommend management to require each member of the family 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 

Pending the Corrective Action Plan. 

continue 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

ANDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDffiON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS ANO OUESTIOOEO Cosrs 

NUMBER 03-111..()3 

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 Particpant 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 Munlclpallty's adminlstratiVe plan 
initially, and during the contract term. 

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

Munlclpallty did not implement any procedures in order to document the 
reasonableness of the amount of rent being paid to the housing unifs owner. 

Municipality is not in compliance with 24 CFR. Subpart D, Section 982.158 (0 (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 (initially and during the term of the 
HAP contract). 

NONE 

Municipality did not property document the reasonable rent test performed. Since 
December 1, 2003, the Housing Inspector implemented the Rent Reasonableness Form 
to improve the documentation of the procedures performed. 

continue 

43 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill- FEDERAL AWARD FINDINGS AND Q\JESTIONED COSTS 

NUMBER 03-lll-04 

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 allowance 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 
Munfclpallty 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 
Munlclpallty must maintain information supporting its annual review of utility allowance 
and any revisions made in its utiity allowance schedule. 

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

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

We recommend management to implement internal control procedures for the review of 
the utility allowance schedule each year and submit it to the federal agency for approval. 

NONE 

Our utility allowance schedule was revised, updated, and implemented on July 1, 2003. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD Fll'l>INGS AND QuESTIONED CosTS 

NUMBER 03-111-05 

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 
Munlc:lpallty must maintain complete and accurate accounts and other records for the 
program in accordance with HUD requiremen1s. Also 24 CFR, Subpart D, Section 
982.158 (d) stated that the Municipality must prepare unit inspection repor1s. 

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 D, Section 982.158 (a) and 
Section 982.158 (d). 

We recommend management to document the Housing Quality Standards inspections as 
established under federal regulation. 

NONE 

Mr. Miguel Serrano was appointed as Housing Inspector effective December 1, 2003. 
We estimate that in approXimately an eight month period the annual housing inspections, 
the rent reasonableness and the HOS will be revised and Inspected for each unit. 

continue 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AW MID FINDINGS AND 0uESTIONED COSTS 

NUMBER 03-111..()6 

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 verification of units with failed Housing Quality Standards inspections, we 
noticed that in four (4) participanrs fHes there was no evidence of a unit Inspection report 
or other verification documenting that any PHA-required repairs were completed. 

Code of Federal Regulations, 24 CFA, 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 Quality 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. 

Municipality 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 wi1h 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 unit's Hot.6ing Quality Standards deficiencies 
were corrected during the specified periOd established by the federal regulation. 

NONE 

To adhere to Housing Quality Enforcement Standards, we have implemented a form that 
will help us successfully achieve the programs goals. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 03-lll-07 

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 Housing Quality 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 HOS inspections. Also, 24 CFR, 
Subpart A. Section 985.2 (b) states that in order to conduct the supervisory quality 
control HQS inspection the Municipality must select an annual sample of files or records 
drawn in an unbiased manner and have tflem reviewed by a Municipality's supervisor 
(or by another qualified person other than the one Who performed the original work) to 
determine if the work docwnented conforms to program requirements. 

Municipality 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 management to implement the necessary procedures in order to make 
sure that inspections are performed in accordance to, and in compliance with federal 
regulation. 

NONE 

Pending the Corrective Action Plan. 

END OF SCHEDULE 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

(1) Audit Findings that have been Fully Corrected: 

FISCAL YEAR 2002 

Finding Number 02-111-()2 castl Management- Excess of cash 

CFDANumber 14.228 

Questioned Cost None 

Auditee Comments System and procedures corrected. 

Finding Number 02-lll-04 Equipment and Real Property Management 

CFDANumber 14.228 

Questioned Cost None 

Audltee Comments System and procedures corrected. 

Finding Number 02-11-0S Procurement Standards - Missing clauses In the coNracts. 

CFDANumber 14.228 

Questioned cost None 

Audltee Comments System and procedures corrected. 

Finding Number 02-11..()6 Special Tests and Provisions 
Incomplete Information on the waiting list. 

CFDANumber 14.871 

Questioned Cost None 

Auditee Comments System and procedures corrected. 

Finding Number 02·111·12 Special Tests and Provisions 
Municipality did not provide us with an updated Admnistrative Plan. 

CFDANumber 14.871 

Questioned Cost None 

Audltee Comments System and procedures corrected. 
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COMMONWEALTH OF PUERTO RICO . 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

(1) 

(2) 

Audit Findings that have been Fully Corrected: (continuation) 

FISCAL YEAR 2001 

Finding Number 01-Ul-01 Procurement Standards and Davis Bacon Act 

CFDANumber 14.228 

Questioned Cost None 

Audltee Comments System and procedures corrected. 

Finding Number 01-111.()4 Cash Management- Excess of Cash 

CFDANumber 14.228 

Questioned Cost None 

Audltee Comments System and procedures corrected. 

Finding Number 01-IU-OS Procurement Standards and Davis Bacon Act 

CFDA Number 10.766 

Ques11oned Cost None 

Audltee Comments System and procedures corrected. 

Audit Findings not Corrected or Partially Corrected: 

FISCAL YEAR 2002 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

02.Ul-01 

14.228 

None 

Allowable Cost/Cost Principles - Missing documents on vouchers payments. 

Starting in July 2003, all payments and cancellation of documents are to be processed 
through the centralized Finance Department Pre-Audit DMsion, which Includes the 
verification of all federal programs' payments, will be processed. Also this process will permtt 
that the transactions will be immediately recorded in the cernral computerized accounting 
system. Such new process tor federal diSbursements will avcid such situations. Federal Grant 
Office Director was specifically 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. 

con nue 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

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

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFOANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFOANumber 

Questioned Cost 

Audltee Comments 

02.iu.oa 

14.871 

None 

02..fll-07 

14.871 

None 

02-Uf.m 

14.871 

None 

02-Ul.()9 

14.871 

None 

Eligibility-Missing documentation (HUD-approved release and consent fonns). 

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 B, 
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 will submit on a moothly 
basis progress reportS to the Internal Auditor, Finance Director, Municipal Legislature and 
Mayor on the program special provisions perfonnance and correction of findngs mentioned 
on Items 6, 7, 8 and 9 starting on April 2003. 

Special Tests and Provisions-Evidenced of the determination of the reasonable of the 
rent paid to the owners. 

Federal Grants Office Director (FGOD) has been instructed and is in process to include 
documentation of the rent to be pay to owners in accordance to federal regulations by May 
30,2003. 

Special Tests and Provisions - Evidenced of revision of the allowable utility schedule. 

Federal Grants Office Director (FGOO) has been instructed and is in process to update and 
complete to all<»1ance utility schedule. This is expected to be r.ompleted by June 30, 2003. 
lnfonnation of that document the revision will be kept on program files. In order to complete 
this review the actual utility schedule, letter of requesting utility documentation will be address 
to program participants. 

Special Tests and Provisions - Missing Inspection reports. 

Specific instructions have been addressed to the FGOD In order to comply with Section 
982.158(d) to perform required HOS inspections and re-inspections on a regularly basis. 
HOS Inspections to the program files commenced during second half of the fiscal year. Also 
municipal internal auditor will be assigned to audit this area and to test program personnel 
compliance with Sections 002.158(d). FGOD will submit on a monthly basis progress reports 
to the Internal Auditor, Finance Director, Municipal Legislature and Mayor on the program 
special pro\llslons performance and correction of findings mentioned on items 3, 4 and 5 
[Refer to Sections 928.54{b), 982.405(b) and 982.404}. 

conunue 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2003 

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

Anding Number 02·111·10 

CFDANumber 14.871 

Questioned Cost None 

Audltee Comments 

Finding Number 02·111·11 

CFDA Number 14.871 

Questioned Cost None 

Audltee Comments 

Special Tests and Provisions 
Missing verification documenting that any PHA-required repairs were completed. 

Specific instructions have been addressed to the FGOD in order to comply with Section 
982.404 to perform monthly sample and tests to the HQS inspections on a regularly basis. 
Supervisory HQS inspections to the program flies commenced during second half of the fiscal 
year. Also municipal internal auditor will be assigned to audit this area and to test program 
personnel compliance with Sections 982.404 and 405(b). 

Special Tests and Provisions 
Municipality did not perform supervisory quality control HQS inspections . 

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. 

(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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INTERNET REPORT ID: 113468 215/04 OMB No. 0348-0057 

FORM SF-SAC U.S. DEPT. Of COMM.- Econ. and Stllt Admin.- U.S. CENSUS BUREAU 
ACTING AS COLLECTING AGENT FOR 

13-20-2001) OFACE OF MANAGEMENT ANO BUDGET 
Data Collection Form for R~orting on 

AUDITS OF STATES, LOCAL GOVERNMENTS, AND NON·PROFIT ORGANIZATIONS 
for Fiscal Year Ending Dates On or After January 1. 2001 

GENERAL INFORMATION (To be completed by auditee, except for Item 7} 

1. Fiscal period ending date for this submission 2. Type of Circular A-133 audit 
Month/ Day / Year Fiscal Period End Dates Must 

06 30 2003 Be On or After January 1, 2001 1 fXl Single audit 20 Program-specific audit 

3. Audit period covered FEDERAL 4. Date received by Federal 

1 IXI Annual 3 D Other - Months GOVERNMENT clearinghouse 
USE ONLY 20 Biennial 

S. Employer Identification Number (EIN) 

a. Auditee EIN ls !slol 4 l3 l3 l1 1916 1 
b. Are multiple EINs covered in this report? 1 D Yes 

If Part I, Item 5b = "Yes.• complete Pan/, Item 5c 
{Complete the continuation sheet on Page 4} 

200 No 

6. AUDITEE INFORMATION 7. AUDITOR INFORMATION (To be completed by auditor) 
..--~~~~~~~~~~~~~~~~~~~~~ 

a. Auditee name 

b. Auditee address (Number and street} 

APARTADO 507 
City 

a. Auditor name 

b. Auditor address (Number and street} 

P.O. BOX 8369 
City 

.c---,, 
co rr1 

;;· 

IS ABELA CAGUAS "'..:> - ... 
State 
PR 

c. Auditee contact 
Name 

Title 

ZIP+ 4 Code 

d. Auditee contact telephone 
( 787 ) 872 - 2100 

e. Auditee contact FAX (Optional) 
( ) -

f. Auditee contact E-mail (Optional) 

g. AUDITEE CERTIFICATION STATEMENT-This is 
to certify that, to the best of my knowledge and 
belief, the auditee has: (1) engaged an auditor to 
perform an audit in accordance w ith the provisions of 
OMB Circular A-133 for the period described in Part I, 
Items 1 and 3; (21 the auditor has completed such 
audit and presented a signed audit report which 
states that the audit was conducted in accordance 
with the provisions of the Circular; and, (3) the 
information included in Parts I, II, and Ill of this data 
collection form is accurate and complete. I declare 
that the foregoing is true and correct. 

Sig atu~c rti:Jd.tjfffi , Date 
, ,~ Month Day Year 

W 'fJ .,, 02 I o9 I 04 
d Namerr.· le of certifying official 

CARLOS MAYOR 

State 
PR 

c. Auditor contact 
Name 

ZIP+ 4 Code 
0 0 7 2 6 

J01SE..~llAZ~~w:;.iL..~~~~~~~~~ 
Title 

d. Auditor contact telephone 
( 787 ) 746 - 0510 

e. Auditor contact FAX (Optional) 
( 787) 746 - 0525 

f, Auditor contact E-mail (Optional) 

9· AUDITOR STATEMENT- The data elements and 
information included in this form are limited to those 
prescribed by OMB Circular A-133. The information 
included in Parts II and Ill of the form, except for 
Part Ill, Items 8, 9, and 10, was transferred from the 
auditor's report(s) for the period described in Part I, 
Items 1 and 3, and is not a substitute for such 
reports. The auditor has not performed any auditing 
procedures since the date of the auditor's report(s). A 
copy of the reporting package required by OMB 
Circular A-133, which includes the complete auditor's 
report(s), is available in its entirety from the auditee 
at the address provided in Part I of this form. As 
required by OMB Circular A·133, the information in 
Parts II and Ill of this form was entered in this form 
by the auditor based on information included in the 
reporting package. The auditor has not performed 
any additional auditing procedures in connection w ith 
the completion of this form. 

/I ~/l ~ .r,;;<._,,. Month Day Year 
Signatu~e o · ~/' Date 

t..-rrr ,.. r 02 / 06 /o4 

) 
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INTERNET REPORT ID: 113468 215104 

' !._.l·~~a J GENERAL INFORMATION - Continued 
8. Did the auditee expend more than $25,000,000 in Federal awards during the fiscal year? (Mark (XJ one box) 

i D Yes - Identify Cognizant Agency In Part I, Item 9 2 IXI No - SKIP to Part II, Item 1 

9. Indicate which Federal awarding agency provided the predominant amount of direct funding in fiscal year 2000. 
(Mark (XJ one box) However, if cognizance has been reassigned, see instructions. 
02 D Agency for International 01 D Energy 14 D Housing and Urban 47 0 National Science 

Development 66 D Environmental Protection Development Foundation 
10 D Agriculture Agency 15 D Interior 20 0 Transportation 
11 D Commerce 83 D Federal Emergency 1&0 Justice D Other - Specify; 
12 D Defense Management Agency 110 Labor 
84 0 Education 93 D Health and Human Services 

.. ~·~:11n11 a 1 
·~ ··- FINANCIAL STATEMENTS (To be completed by auditor} 

1. Type of audit report (Mark (XJ one box) 
1 00 Unqualif ied opinion 2 0 Qualified opinion 3 0 Adverse opinion • 0 Disclaimer of opinion 

2. Is a •going concern" explanatory paragraph included in the audit report? 1DYes 200No 

3. Is a reportable condition disclosed? 10Yes 2 00 No - SKIP to Item 5 

4. Is any reportable condition reported as a material weakness? 10Yes 20No 

6. Is a material noncompliance disclosed? iDYes 2 IXJ No 

mu1IIJ d FEDERAL PROGRAMS (To be completed by auditor} 

1. Type of audit report on m ajor program compliance 
1 00 Unqualified opinion 2 D Qualified opinion 3 0 Adverse opinion 4 0 Disclaimer of opinion 

2. Does the auditor's report include a statement t hat the auditee's financial statements 
include departments, agencies, or other organizational units exp ending greater than 
$300,000 in Federal awards that have separate A-133 audits which are not included 

10Yes 200No in this audit? (AICPA SOP 98-3 chapter 10) 

3. What is t he dollar threshold to distinguish Type A and Type B p rograms?(§_ .520(b)) $ 300,000 

4. Did t he auditee qualify as a low·risk auditee? (§_ .530) iOYes 2 IXJ No 

5. Is a reportable condition d isclosed for any major program?(§_ .510(a)(1)) 1 00 Yes 2 0 No - SKIP to Item 7 

6. Is any reportable condition reported as a material weakness?(§_ .510(al(1)) 10Yes 2 IXJ No 

7. Are any known questioned costs reported?(§ _ .510(a)(3) o r (4)) iOYes 200No 

8. Was a Summary Schedule of Prior Audit Findings prepared? (§_.315(b)) 1 IXI Yes 20No 

9. Indicate which Federal agency(ies) have current year audit findings related to clrect funding or prior audit findings 
shown in the Summary Schedule of Prior Audit Findings related to direct funding. (Mark (X) all that apply or None) 

02 D Agency for International 83 0 Federal Emergency 43 0 National Aeronautics and 96 0 Social Security 
Development Management Agency Space Administrat ion Administration 

10 D Agriculture 39 0 General Services 89 0 National Archives and 19 0 State 
23 D Appalachian Regional Administration Records Administration 20 D Transportation 

Commission 93 0 Health and Human Services 05 0 National Endowment for 21 0 Treasury 
11 D Commerce 14 !XI Housing and Urban the Arts 

02 0 United States 
94 0 Corporation for National Development 06 D National Endowment for Information Agency 

and Community Service 03 0 Institute for Museum the Humanities 
64 0 Veterans Affairs 

120 Defense Services 47 0 National Science 
ooO None 

84 0 Education 15 D Interior Foundation 

01 0 Energy 1sO Justice 01 0 Office of National Drug D Other - Specify: 

110 Labor 
Control Policy 

66 D Environmental 59 D Small Business 
Protection Agency 09 D Legal Services Corp Administrat ion 

Each agency identified is required to receive a copy of the reporting package. 
In addition, one copy each of the reporting package is required for: 

• the Federal Audit Clearinghouse archives ........................ . ..... . ... . IXl 
• and. if not marked above. the cognizant agency (if identified in Part I, Item 9) .......... mJ 
Count total number of boxes marked above and submit this number of reporting packages 12 I 

Page 2 FORM SF·SAC (3·20·20011 



INTERNET REPORT ID: 113468 215104 EIN: I 6 I 6 I 0 I 4 I 3 I 3 I 7 I 9 I 6 I 
~ ;;;11 ~·1~!l[(1'CJj FEDERAL PROGRAMS- Continued (Page 3- #1 of 1) 

~t--10_. __ F_E_D_E_RA_L_A_W __ A_Ro_s-.-e_x_PE_N_D_E_D~D_U_R_l_N_G_F_1s_c_A_L_Y_E_A_R ______________________________ .....------..-------+-1_1_._A_u_o_1r __ Fl_N_D_IN_G~S--------------1 
~ CFDA Number Research Type(s) of 
~ , (a) d an~ Name of Federal Amount Direct Major compliance 

-~ Federal 1 eve op- program expended award program requirement(s)3 

Audit finding 
reference

4 number(s) 

~ 
<C 
C'D 
w 

Agency Extension 2 ment 
Prefix 1 1 (b) (c) (d) (e) (fl (a) 

1 
1 1 D Yes 1 00 Yes 1 D Yes 1 1 2 r.;i No D N IVI N 1 I 0 1 .770 LAI WATER AND WASTE DISPOSAL LOANS AND GRANTS $ 388,089 .00 2 0 2 141 0 

I 1 1DYes 10Yes 1DYes I 
1 I 0 I .558 2 IXI No CHILD AND ADULT CARE FOOD PROGRAM $ 30,410 .00 2 00 No 2 Iii No 

I I 

I I 
114 1.871 

I I 

1 I 4 : .228 

' I 
I I 

1(61 .592 
I I 

I 
2 ! 0 I .600 

I I 
I 9 I 3 I .575 

I I 
I I 
I I 

I 
I 
I 

I 

I 
I 

I 
I 
I 

10Yes 
2 Ii! No SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM 

1DYes 
2 IXI No STATE BLOCK GRANT PROGRAM 

10 Yes 
2 IXI No 

10Yes 
2 IXI No 

10Yes 

LOCAL LAW ENFORCEMENT BLOCK GRANT 

STATE AND COMMUNITY HIGHWAY SAFETY 

2 IXI No CHILO CARE AND DEVEt.OPMENT BLOCK GRANT 

1D Yes 
2DN0 

10Yes 
2DN0 

1D Yes 
2DN0 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

1 IX!Yes 1 IX!Yes 
341,425 .oo 2 0 No 2 0 No 

1 OYes 1 IX!Yes 
936,489 .00 2 IXI No 2 0 No 

1 IXIYes 1 OYes 
99,968 .00 2 D No 2 Iii No 

1 IXIYes 1 OYes 
113,657 .00 2 D No 2 Iii No 

1 OYes 1 OYes 
178,641 .00 2 IXI No 2 Iii No 

1 OYes 1 OYes 
.oo 2 0 No 2 0 No 

1DYes 1DYes 
.00 2DN0 20No 

1 OYes 1 OYes 
.00 2DN0 20No 

0 

0 

EN 

B 

0 

0 

0 

(b) 

NIA 

NIA 

03-111-01 

NIA 

NIA 

NIA 

TOTAL FEDERAL AWARDS EXPENDED -------: .... 
$ 2,088,679 .00 

IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY 
THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM, 

AND SEE INSTRUCTIONS 
1 See Appendix 1 of instructions for valid Federal Agency two-digit prefixes. 
2 Or other identifying number when the Catalog of Federal Domestic Assistance (CFDA) number is not available. (See Instructions) 
3 Enter the letter(s) of all type(s) of compliance requirement(s) that apply to audit findings (i.e., noncompliance, reportable conditions (including 

material weaknesses), questioned costs, fraud, and other items reported under§ _ .510(a)) reported for each Federal program. 
A. Activities allowed or unallowed F. Equipment and real property management K. Real property acquisition and 0 . None 
B. Allowable costs/cost principles G. Matching, level of effort, earmarking relocation assistance P. Other 
C. Cash management H. Period of availability of Federal funds L Reporting 
D. Davis - Bacon Act I. Procurement and suspension and debarment M. Subrecipient monitoring 
E. Eligibility J. Program income N. Special tests and provisions 

4 NIA for NONE 



INTERNET REPORT ID: 113468 215104 EIN: I 6 I 6 l 0 I 4 I 3 l 3 I 7 I 9 I 6 I 
. . . L Item 5 Continuation Sheet "I 

c. List the multiple Employer Identification Numbers (EINs) covered in this report. 
I I I I I I I I ' I I I ' ' ' I ' ' I I I ' ' ' ' I ' I I I I I I I ' ' I I I 

1 I I I I I I I I 16 I I I I I I I I 
31 I I I I I I I I 

46 
I I I I I I I I 

61 
I I I I I I I I 

N 1/ 1A I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 

I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
2 I I I I I I I I 17 I I I I I I I I 32 I I I I I I I I 47 I I I I I I I I 62 I I I I I I I I 

I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I . ' I I ' I I I ' ' I I I ' ' ' 

3 
I I I I I I I I 

18 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 

I I I I I I I I I I I I I I I I 33 I I I I I I I I 48 I I I I I I I I 63 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 

4 I I I I I I I I 19 I I I I I I I I 34 I I I I I I I I 49 I I I I I I I I 64 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I . . 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 5 I I I I I I I I 20 I I I I I I I I 35 I I I I I I I I 50 I I I I I I I I 65 I I I I I I I I . 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 

6 I I I I I I I I 21 I I I I I I I I 36 I I I I I I I I 51 I I I I I I I I 66 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I . . 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I . I 7 I I I I I I I I 22 I I I I I I I I 37 I I I I I I I I 52 I I I I I I I I 67 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I I I I I I I I I I I I I I I I ' ' ' I I I I I I I I I I I I ' I I I I I 

8 I I I I I I I I 23 I I I I I I I I 38 I I I I I I I I 53 I I I I I I I I 68 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I i 

I I I I I I I I . ' . . . . I I I I I I I I . . . . ' . I I I I I I 

I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
9 I I I I I I I I 24 I I I I I I I I 39 I I I I I I I I 54 I I I I I I I I 69 I I I I I I I I 

I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I ' I I I I ' I I I I I I I I I I I ' I ' I I I I I I I 1 I ' I I I I I I 

10 I I I I I I I I 25 I I I I I I I I 40 I I I I I I I I 55 I I I I I I I I 
70 

I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I ' ' I I I I I I I I I I I I I I I I I I I I ' I I I I I I I I I I I I I I I 

I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
11 I I I I I I I I 26 I I I I I I I I 41 I I I I I I I I 56 I I I I I I I I 71 I I I I I I I I 

I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I ' I I ' I I -, I ' ' ' I ' ' ' I I 1 I . . I 

12 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I I I I I 27 I I I I I I I I 42 I I I I I I I I 57 I I I I I I I I 72 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 

13 I I I I I I I I 28 I I I I I I I I 43 I I I I I I I I 58 I I I I I I I I 73 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I . 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 14 I I I I I I I I 29 I I I I I I I I 44 I I I I I I I I 59 I I I I I I I I 74 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 

15 I I I I I I I I 30 I I I I I I I I 45 I I I I I I I I 60 I I I I I I I I 75 I I I I I I I I 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 
I I I ' ' I ' ' I I I ' ' ' ' I ' ' ' ' I I I I ' ' ' I I ' I I I I I I I I I 

IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY THIS PAGE, ATIACH ADDITIONAL PAGES TO THE FORM, AND SEE INSTRUCTIONS. 


