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We have audited the accanpanying financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of the Municipality of lsabeta, Puerto Rico (Municipality), as of and for the 
fiscal year ended June 30, 2004, which collectively comprise the Municipality's 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 combined financial statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United States of America 
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. Those standards require ttiat 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 accounting principles used and sgnificant 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 fair1y, 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, 2004, and the respectiVe Changes in financial position, for the fiscal year then ended 
in conformity with accounting principles generally accepted in the Untted States of America. 

In accordance with Government Auditing Standards, we have also issued our report dated January 17, 2005 on our 
consideration of the Municipality's internal control over financial reporting on our test of its compliance with certain 
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of 1hat report is to 
describe the scope of our testing of infernal control over financial reporting and compliance and the results of that 
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report is 
an integral part of an audit performed in accordance with Govemment Auditing Standards and should be considered 
in assessing the results of our audit. 

The Managemenf s Discussion and Analysis and budgetary comparison information on pages 4 through 16, and 34 
and 35, are not a required part of the basic financial statements but are supplementary information required by 
accounting principles generally accepted in the United States of America. 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. 
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Our audit was conducted for the purpose of fonning opinions on the financial statements that collectively comprise 
the Municipality's basic financial statements. The accompanying Schedule of Expend~ures 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 auditing procedures applied in the audit of the basic financial 
statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial statements 
taken as a whole. 

~/Jfl- ~~ ~~ ~ 
CPA DIAZ-MARTINEZ, PSC I 

Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2007 

Caguas, Puerto Rico 
January 17, 2005 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGE~NT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The following discussion and analysis of the Municipality of Isabela's financial performance provides an 
overview of the Municipality's financial activities for the fiscal period ended June 30, 2004. Please read it in 
conjunction with the financial statements which follow this section. 

FINANCIAL HIGHLIGHTS 

Highlights for Government-wide Financial Statements 

The government-wide financial statements report information about the Municipality as a whole using the 
economic resources measurement focus and accrual basis of accounting: 

• The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the close of 
fiscal year 2004 by $30,191,893 (net assets). 

• Revenues (not including special items) increased by $8,847,189 (48%) and expenses increased 
$573,735 (3.7%) in comparison with year 2003, as restated. 

• Net change in net assets amounted to $12,016,538, an increase of 65% with respect to prior year 
(2003) net change, as restated. 

• The Municipality reported special items revenue for $1,016,046 mainly from tax amnesty and legal 
claim settlements for 2004. 

• The Municipality accounted as part of its revenues $4,452,516 from donated assets (including 
infrastructure) received from the Central Government developed and constructed projects or facilities, 
$350,000 from a landfill waste disposal grant with Autoridad de Desperdicios S6lidos (ADS) and 
$700,000 for a federal grant expenses reimbursements of a 2001-2003 water front project. 

Wgblights for Fund Financial Statements 

The fund financial statements provide detailed information about the Municipality' s most significant funds 
using the current financial resources measurement focus and modified accrual basis of accounting: 

• At the close of the current fiscal year, the Municipality's governmental funds reported combined 
ending fund balances of$1 l,21 l,420, an increase of $6,047,791 in comparison with the prior year, as 
restated. Approximately 42% (or $4,691,394) of the total combined fund balances is unreserved. 

• The General Fund reported an excess of revenues, other financing sources and special items over 
expenditures and other financing uses of $6,145,886 and an unreserved fund balance of $4,691 1394. 
Unreserved fund balances increased $3,958,015 from prior year, as restated. 

• Management has designated $2,286,999 for future special activities in the general fund for which 
$2, 182,920 is for community assistance and construction projects at the management discretion. Such 
funds have been assigned from general funds excess of revenues in current and prior years, as 
approved by municipal legislature. 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

General Financial Highlights 

• The investment in net capital assets as of June30, 2004 was $26,419,265 (net of related debt). 
• Long term debt decreased to $12,933,231, approximately decrease of2.8% ($361,070) with respect to 

prior year balance, as restated. 
• Other long term debt increases and net reductions from adjustments amounted to $609, 188 and 

$87, 765, respectively. Such adjustments represent the recognition of other long term debts as reported 
by the Central Government agencies to the municipality. 

• On a budgetary basis, actual revenues exceeded actual expenditures by $2,185,476, net ofSI,201,482 
internally designated funds for future expenditures and transfers out. 

• Revenues increase was mainly due to a $700,000 federal agency expense reimbursement, a $329,503 
increase in municipal property tax collections, $299,623 in collections from a tax amnesty and 
$704,558 from a legal claim setU.ement of revenues in lieu of taxes. 

OVERVIEW OF THE FINANCIAL STATEMENTS 

The Municipality's basic financial statements comprise three components: (1) management discussion and 
analysis (presented here), (2) basic financial statements, and (3) required supplementary information. 

The Municipality's basic financial statements consist of two kinds of statements, each with a different view of 
the Municipality's finances. The government-wide financial statements provide both long-term and short-term 
information about the Municipality's overall financial status. The fund financial statements focus on major 
aspects of the Municipality's operations, reporting those operations in more detail than the government-wide 
statements: 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Basic Financial Statements 

• Government-Wide Financial Statements 

The government-wide statements report infonnation about the Municipality as a whole using 
accounting methods similar to those used by private-sector businesses. They are prepared using the 
flow of economic resources measurement focus and the accrual basis of accounting. The first 
government-wide statement - 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 the Municipality's net assets are an indicator of whether its financial 
health is improving or deteriorating. Other non-financial factors such as the condition of the 
Municipality's roads and other infrastructure may need to be considered to assess the overall health of 
the Municipality. The second statement - the statement of activities- presents information showing 
how the net assets changed during the year. All of the current year's revenues and expenses are taken 
into account in the statement of activities regardless of when cash is received or paid. 

The government-wide statements reports as governmental activities the municipality's basic services 
such as public works and sanitation; public safety, culture and recreation, housing, welfare, and 
community development; education and general administration. These activities are primarily 
financed through property taxes, other local taxes and intergovernmental revenues. Included in the 
governmental activities are the governmental funds. 

• Fund Financial Statements 

The fund financial statements provide more detailed information about the Municipality's most 
significant funds. Funds are accounting devices that the Municipality uses to keep track of specific 
sources of funding and spending for particular purposes. Some funds are required by Federal and 
Commonwealth regulations, as well by bond covenants. 

The Municipality's basic services are included in governmental funds, which ate used to account for 
essentially the same functions reported as governmental activities in the government-wide statements. 
However, unlike the government-wide statements, the governmental funds are prepared using the 
flow of current financial resources measurement focus and the modified accrual basis of accounting. 
Under this approach the financial statements focus on near-term inflows and outflows of external 
resources, as well on balances of expendable resources available at year end. Consequently, the 
governmental fund statements provide a detailed short-term view that helps the reader determine 
whether there are more or fewer financial resources that can be spent in the near future to finance the 
Municipality's programs. Because this information does not encompass the additional long-term 
focus of the government-wide statements, additional information is provided on a subsequent page 
that·explains the relationship (or differences) between the government-wide and fund statements. 

The governmental fund statements focus on major funds. The Municipality's tnajor funds are the 
general fund (which accounts for the main operating activities of the Municipality) and funds that 
complies with a minimum criterion (percentage of the assets, liabilities, revenues or expenditures). 
Funds that do not comply with this criterion are grouped and presented in a single column as other 
governmental funds. 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

• Nores to the financial starements 

The basic financial statements also include notes to explain information in the financial statements 
and provide more detailed data. 

Required supplementary information 

The statements and notes are followed by the required supplementary information that contains the budgetary 
comparison schedule for the General Fund. 

FJNANCIALANALYSISOFTHEMUNICIPALITY ASA WHOLE 

Net Assets 

The following table presents a summary of the Statements of Net Assets as of June 30. 2004 and 2003: 

TABLE I 

Summary Statement of Net Assets 
As of June30 

Governmental Activities 
(As restated) 

2004 2003 
Assets 
Current and other assets $ 18,877,259 $ 12,568,027 
Capital assets 2718621510 22 921,596 

Total assets $ 46,739,769 $ 35.489,623 

Liabilities 
Current and other liabilities $ 3,614,645 $ 4,629,155 
Long term liabilities 12,933.231 12,685,113 

Total liabilities 16,547,876 17,314,268 

Net assets 
Invested in capital assets, net of related debt 26,419,265 21,045,596 
Restricted 9,529,845 7,023,263 
Unrestricted (deficit) ~51757,217} (9,893,504) 

Total net assets $ 30,1911893 $ 18.175,355 

Net assets (assets over liabilities) may serve over time as a useful indicator of a government' s financial 
position. Net assets for the year increased 72% with respect to prior year. The most significant change was a 
reduction in unrestricted deficit of $4,136,287 due to positives changes in net assets related to unrestricted 
operation, an increase in total assets due to a sustained and positive trend in surpluses and capital infrastructure 
asset donations from Central Government. 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The largest portion of the Municipality's net iwets reflects its investment in capital assets (e.g., land, 
buildings, equipment, and infrastructure) for $32,221,366; less accumulated depreciation ($4,358,856) and less 
any related outstanding debt ($1,443,245) used to acquire those assets. The Municipality uses these assets to 
provide services to its citizens and consequently, these iwets are not available for future spending. The 
resources needed to repay the debt related to these capital assets must be provided from other sources, because 
capital assets are not generally liquidated for the purpose of retiring debl 

Restricted net assets represent resources that are subject to external restrictions on how they may be used. 

Unrestricted net assets are the part of the net assets that can be used to finance day·to·day operations without 
constrains established by debt covenants, enabling legislation or other legal requirements. 

As of June 30, 2004 the Municipality presented an unrestricted net iwets deficit of $5,757,217. This deficit 
primarily arise from long term obligations such as compensated absences $1,385,268, the estimated municipal 
solid waste landfill future closing cost $3,722,789 and debts to CRIM (Central Municipal Revenue Collection 
Agency) $748,669 for which the Municipality did not provide funding in previous budgets. Historically, such 
obligations have been budgeted on a pay as you go basis without providing funding for their future liquidation. 
In addition, operational loans and certain general obligation bonds do not have a related capital asset to be 
reported as invested in capital assets, net of related debt section of net assets. Therefore, are reported as part of 
the unrestricted net assets section. 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Changes in net assets 

The following table summarizes the changes in net assets for the years ended June 30, 2004 and 2003: 

TABLE2 

Summary of Changes in Net Assets 
As of June 30. 

Program reveD11es: 
Fees, fines and charges for services $ 
Operating grants and contributions 
Capital grants and contributions 

General revenues: 
Property taxes 
Municipal license taxes 
Grants and contributions not restricted to specific 

programs 
Interest 
Others 

Total revenues 

Expenses: 
General government 
Public safety 
Public works and sanitation 
Health 
Housing, welfare and community development 
Culture and recreation 
Education 
Interest on long term debt 

Total expenses 

Special items 

Change in net assets 
Net assets-beginning of year (As restated) 
Net assets-end of year 

9 

$ 

$ 

$ 

$ 

Governmental Activities 
(As restated) 

2004 2003 

1,787,468 
2,757,403 
2,136,049 

4,711,064 
2,057,207 

12,564,014 
176,373 

1,167,619 

27,357,197 

5,613,090 
799,840 

3,461,606 
2,542,610 
1,839,645 

913,705 
856,873 
329,336 

16,356,705 

1,016,046 

12,016,538 
18,175,355 
30,191,893 

$ 

$ 

$ 

$ 

$ 

2,861,054 
2.916,224 

713,IOO 

7,406,242 
1,933,105 

1,929,686 
145,114 
605483 

18.510,008 

6,304,844 
1,040,173 
2,602 .• 185 
3,615,806 
1,022,914 

596,370 
259,255 
341,423 

15,782,970 

2,727,038 
15,448,317 
18,175.355 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 
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MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Approximately 9.7% of the Municipality's revenues came from grants and contributions? 16.6% from property 
taxes, 6.3% from fees and charges for services and 44.0% from unrestricted grants. The Municipality's 
expenses cover a range of services. The largest expenses are general government with 34.3%, public works 
and sanitation representing approximately 21.2% and health services provided with an outpatient health facility 
known as CIMA. Program revenues ofthe Municipality covered48% of total expenses. 

With respect to prior year, revenues increased by approximately $8,847,189 or 48%, excluding revenues on 
special items of $1,016,046. Significant increases includes grants and contribution with 55.1%

1 
due to the 

donation of capital assets and infrastructure constructed by the Central Government ($4,452,516), additional 
grant from Administraci6n de Desperdicios S6lidos de P.R.(ADS) for a waste management landfill project, 
increase in collections of construction permits with a 11.5% or $483,489 and property taxes with due mainly to 
an increase in collections and additional revenues due to reimbursement of $700,000 from EDA for the Isabela 
Water Front Project 

Expenses increased 3 .64% or $513,735 in comparison with 2003 year, as amended. Such increase excludes a 
loss of $251,298 on the disposition of capital asset that was presented as a special item category. Significant 
increases were registered on housing and welfare with 79.8% due to increases in state legislative grants 
expenses and donations incurred for the benefit of the community. As part of the housing, welfare and 
community development activities includes welfare expenses related to donations and others financed wiU1 
external grants such as Section 8 Voucher and CDBG. An. increase of 23.1% in Education is mainly due to the 
operation of the newly Head Start Program of $516,814. Public works and sanitation increased due to 
additional capital assets maintenance and other non-capitalize costs, including motor pool expenses. 

Changes in net assets for the year 2004 include additional resources from special items in the amount of 
$1,016,046. These special items include $526,786 for a property tax amnesty and $704,558 of a legal case 
settlement from the Puerto Rico Electric Power Authority, a component unit of the Commonwealth of Puerto 
Rico and losses on disposal of assets of$251,298. 

As noted previously the increase in revenues over the increase in expenses, caused an increase of 65% in the 
net change in net assets with respect to prior year net change. 

The following table focuses on the cost of each of the Municipality's largest programs as well as each 
program's net cost (total cost less fees generated by the p rograms and program-specific intergovernmental 
aid): 

TABLE3 

Net Cost of Municipality's Governmenta l Activities 
Fiscal years ended J une 30 
Total Cost of Services .Net Cost of Services 

Functions/Pr~rams 2004 2003 2004 2003 

General government $ S,613,090 s 6,304,844 s 3,028,656 $ 3,079,940 
Public wodcs and sanitauon 3,461,606 2,602,185 3.109,286 1,266,701 
Health 2,542.610 3,615.806 2.542.610 3,615,806 
Housing, welfue and community 

development 1,839,645 1,022,914 231,528 (443,260) 
Cultureand recreation 913,705 596,370 913,705 596,370 
Other I 9a6 049 1640 851 (150000) 1.248 858 

$ 1613561705 s 151782,970 $ 9 675 785 $ 9.364415 

12 



Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Some of the cost of governmental activities in 2004 was paid by those who directly benefited from the 
programs ($1 ,787,468) and other governments and organizations that subsidized certain programs with grants 
and contnbutions ($2,757,403 and $2,136,049, respectively). The $9,675,785 net cost of services was fully 
covered by other general revenues including property and municipal license truces. 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS 

Governmental funds 

The focus of the Municipality' s governmental funds is to provide information on near-tenn inflows, outflows 
and balances of resources available for spending. Such information is useful in assessing the Municipality's 
financing requirements. In particular, unreserved fund balance may serve as a useful measure of a 
Municipality' s net resources available at the end of a fiscal year. For the Fiscal year ended June 30, 2004, the 
governmental funds reported combined ending fund balances of $11 ,211,420, a net increase of $6,0471791 in 
comparison with the prior year, as restated. This increase was caused primarily by a net change in the general 
fund of $6,145,886; $157,166 increase in the debt service fund and a decrease of ($255,261) in the other 
governmental funds . Of total combined fund balances, $4.,691,394 (41.8%) constitutes unreserved fund 
balance. The remainder of fund balance is reserved to indicate that is not available for new spending. 

The general fund is the operating fund of the Municipality. Unreserved fund balance of the general fund 
represents approximately 46% of total ending general fund balance. For the year ended June 30, 2004, the fund 
balance of the general fund increased by $6,145,886 when compared with the prior year, as restated. The 
principal components of the net increases of $3,867,982 in revenues in the general fund are an increase of 
$7,291,923 in intergovernmental assistance and a decrease in other revenues of $3,423,941. The net decrease 
in expenditures of $758,927 was due to a decrease of $294,350 in the general government expenditures, a 
decrease in capital outlay of $1,121,356; and an increase in other expenditures of $656,779 in repairs and 
maintenance of roads, structures and equipment. 

GENERAL FUND BUDGETARY IDGHLIGHTS 

The general fund original budget for the fiscal period 2003-2004 presented an increase of less than 1.0% with 
respect to prior year budget. Amendments to the original budget are approved by the Municipal Legislature. 
During the fiscal year budget revenues were increased by $2,313,360 due to additional collections of property 
taxes, construction permits and of others revenues. Budget expenditures were increased by $2,313,320, 
including therein a $1,210,045 transfer out to general funds special designated activities. Actual revenues were 
greater than the revised budgeted revenues by $1,245,631 (net). The most significant variance is in fees, fines 
and charges for services, $1,060,083. 

A positive variance of $930,255 between revised budget and actual expenditures was due mainly to a net 
decrease of $387,153 in general government, $209,809 in public works and sanitation expenditures and 
$185,734 in public safety. The Municipality reported less expenditure than appropriations in those functions on 
payments for unemployment and general insurance, professional and nonprofessional services, utilities and the 
administration of the Municipal landfill. Actual revenues exceeded actual expenditures by $2,185,476. 
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Commonwealth of Puer to Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital assets 

At the end of the fiscal year, the Municipality has invested $27,862,510 (net of accumulated depreciation) in a 
broad range of capital assets, including buildings, parks, roads, bridges, land and equipment This amount 
represents a net increase of$4,940,91 l or approximately 21.6% over the prior year, as restated. 

TABLE4 

Capital Assets, net 
As of June 30, 

Governmental Activities 
(As restated) 

2004 2003 

Non-depreciable assets: 
Land $ 3,668,589 $ l,829,943 
Construction in progress 3,181,224 46,960 

Depr eciable assets: 
Buildings 8,241,705 8,409,410 
Buildings and buildings improvements 424,949 428,546 
Infrastructure 8,527,490 8,319,320 
Vehicles, machinery and equipment 3,818253 3,887,420 
Total $ 27,862,510 $ 22,921,599 

The Municipality acquired a total of$1,836,646 of land during the fiscal year 2003-2004 as follows: 

• "Plaza de Recreo Land Acquisition" - $138,800 
• "Barrio Mora Land Acquisition for Coliseo Municipal" - $737,000 
• "Picadero Municipal Land Acquisition" - $255,000 
• ''V ertedero Municipal Land Acquisition" - $159 ,523 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The Municipality reported additions of $3,134,264 in construction in progress, $1,838,646 for land 
acquisitions and $621,539 in infrastructure during the year. These additions are composed mainly of capital 
improvements and donations from construction contractors of municipal, Central Government donations, 
donations of recreational areas, parks streets and roads. Some of these improvements and donations are 
detailed as follows: 

• "Villa Pesquera Business Center Improvements" - $873,067 
• "Plaza de Recreo Land Acquisition" - $138,800 
• "Barrio Mora Land Acquisition for Coliseo Municipal" - $73 7,000 
• "Plaza Recreo Building" - $921 ,650 
• ''Plaza del Mercado Facilities" - $367,415 
• "Soterrado Electrico del Centro del Pueblo" - $2,138,038 
• "Picadero Municipal Land Acquisition'' - $255,000 
• "Mejoras al la Villa dePescadores" - $107,243 
• Vertedero Municipal Land Acquisition - $159 ,523 

The Municipality's fiscal year 2005 consolidated capital budget calls for a significant amowit of projects 
including construction of "Plaza de Mercado $550,000, facilities for "El Picadero Municipal" with a budget of 
$1,600,000, improvements of recreational parks at various wards and rural areas for $2,711,231. These 
projects will be financed through Federal and Commonwealth grants, funds from the Commonwealth 
Legislature; general obligation bonds and Municipal funds. More detailed information about the Municipality's 
capital assets is presented in Note 6 to the financial statements. 

Long term debt 

At year-end, the Municipality had $12,933,231 in general and special bonds and notes, an increase of 2% with 
respect to prior year. The following is a summary of the Municipality's outstanding debt as of June 30, 2004 
and2003: 

TABLES 

Outstanding Long-term Debt 
As of June 30. 

Governmental Activities 
(As restated} 

2004 2003 

General and special obligation bonds and notes $ 6,693,363 $6,726,000 
Note payable to CRIM - LIMS 416,394 459,327 
Note Payable to CRIM - prior years delinquent 

accounts 332,275 471,071 
Solid waste landfill 3,722;789 3,543,449 
Compensated absences 1,385,268 1,485,266 
Christmas Bonus 324,219 -
P.R Water Sewer Authority 58,923 -
Total $ 12,933,231 $ 12,685,113 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The increase in the general and special obligation bonds and others debts is due to the recording of debts with 
Municipal Revenue Collection Center (CRIM) for old tax liens accounts repurchased and refinanced with third 
parties, the Christmas bonus accrual of $324,219, the issuance of payment plan (debt refinancing) with the 
P.R. Water and Sewer Authority for $58,923 and the recording of a past digitalization debt assumed by the 
municipality in behalf of CRIM LIMS Agreement for $416,394. More detailed information about the 
Municipality's long term liabilities is presented in Notes 7 and 8 to the financial statements. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The Municipality's selected and appointed officials considered many factors when setting the fiscal year 2004-
2005 budget One of these factors is the economy. Among economic areas considered are the population 
growth estimates, personal income, housing statistics and unemployment rates. The Municipality' s 
unemployment rate now stands at 12.8%, which compares with the Commonwealth rate of 12.4%. 

The Municipality applied a conservative approach in development budget estimates. Amounts available for 
appropriations in the General Fund for the fiscal year 2005 are $11,249,218, an increase of approximately 
11.25% with respect to prior year estimates. Budgeted expenditures are expected to rise accordingly to the 
increase of budgeted revenues. Among planned projects, this budget included an increase in salaries to 
employees of approximately $704,412, the creation of two municipal departments for approximately $449,506, 
increase of medical plans benefits and an increase from $750 to $1,000 in Christmas bonus to all Municipal 
employees. If these estimates are realized, the Municipality's budgetary general fund balance is expected to 
increase by approximately $881,000 by the close of2005 fiscal year. 

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, taxpayers, and creditors with a general overview of 
the Municipality's finances and to demonstrate the Municipality's accountability for the money it receives. If 
you have questions about this report or need additional information, contact the Municipality's Director of 
Finance CPA Jason D. Le6n at P.O. Box 507, Isabela, Puerto Rico 00602. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

STATEMENT OF NET ASSETS 

JUNE 30, 2004 

ASSETS: 
Cash and Investments ......................................................................................................................... .. 
Receivables: 
Federal Grant ..................................................................................................................................... . 
Others .................................................................•........•.........•.................•...................•.........•.....•..•.••. 
Commonwealth Government .............................................................................................................. . 

Restricted Assets: 
Cash ................................................................................................................................................... . 
Cash with Fiscal Agent .... ............................................... .................................................................... . 

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

Total Gapital Assets ......................................................................................................................... .. 

TOTAL ASSETS •..••••....•••••.••.••••••••••••.•••••••••.•••••.•••••••• -•••••••••.•••••••••••.•••••••..••.••••••..•.••••.••..•.•••.••••••.••. 

LIABILITIES: 
Accounts Payable and Accrued Liabilities ............................................................................................ . 
Interest Payable ..................................................................................................... .............................. . 
Due to: 
Commonwealth Government .............................................................................................................. . 
Federal Government ........................................................................................................................... . 

Deferred Revenues: 
Municipal Licenses Taxes ................................................................................................................... . 
Federal Grants ................................................................................................................................... .. 
Other ............. ...................................................................................................................................... . 

Long-Term Liabilities (Note 7): 
Due within One Year .......................................................................................................................... . 
Due in More than One Year ....... .............. ........................................................................................... . 

Total Liablllties ................................................................................................................................ . 

NET ASSETS 
Invested in Capital Assets, Net of Related Debt.. ............................................................................... . 
Restricted for: 
Capital Projects ................................................................................................................................. . 
Debt Service ..................................................................................................................................... . 
Other Specific Purposes ................................................................................................................... . 

Unrestricted (Deficit) ....................................................................................................................... .... . 

TOT AL NET' ASSETS ••..•••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••.••••••••••• 

See accompany1ng Noles to Basic Flnanelal Statements. 

17 

GOVERNMENT AL 
ACTIVITIES 

$ 9,058,221 

3,058,938 
666,468 

1,056,970 

3,217,625 
1,615,161 

28,920 
174.956 

6,849,813 
21 .012.697 

27.862.510 

46.739,769 

1,123,827 
153,194 

573,543 
12,722 

1,608,525 
40,964 

101 ,870 

1,122,005 
11,811.226 

16.547.876 

26,419,265 

7,833,003 
1,468,887 

227,955 
(5,757,217) 

$30.191.§93 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

STATEMENT OF ACTIVITIES 

FOR THE FISCAL YEAR ENDED JUNE 30 2004 

FUNCTIONS/PROGRAMS 

Governmental Activities: 

General Government ...................................... .. 
Public Safety .................................................... . 
Public Works and Sanitation ............................ . 
Health ............................................................. .. 
Housing, Welfare and Community 
Development ................................................. . 

Culture and Recreation ...... - ........................... .. 
Education ......................................................... . 
Interest on Long-Term Debt ........................... .. 

$ 5,613,090 
799,840 

3,461 ,606 
2,542,610 

1,839,645 
913,705 
856,873 
329.336 

CHARGES FOR 
SERVICES 

$ 1,435,148 

352,320 

PROGRAM REVENUES 

0PERATIHG 
GRANlSAND 

CoNTRJBUTIOHS 

CAPITAL 
GRANlSAND 

CoNTRlBUTIONS 

$ 1,149,286 $ 
2,136,049 

1,608,117 

Total Governmental Activities..................... 516.3§6.705 s 1.787.488 s 2.zsz.403 s 2.13§.049 

General Revenues: 
Property Taxes ............................................................................ . 
Municipal License Taxes ............................................................. . 
Grants and Contributions not Restricted to Specific Programs .. .. 
Interest ......................................................................................... . 
Other ............................................................................................ . 

Special Items: 
Property Taxes-Amnesty ..................................................... .... .. 
Loss on Disposition of Gapltal Assets .......................................... . 
Legal Case Settlement - PREPA ................................................ . 

Total General Revenues and Special Items ................................ . 

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

Net Assets - Beginning of Year, as Restated (Note 15) ................ .. 

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

See accompanying Notes to Basic Financial Statements. 
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NET (ExPENSE) 
REVENUE 

($ 3,028,656) 
1,336,209 

(3, 109,286) 
(2,542,610) 

(231,528) 
(913,705) 
(856,873) 
(329.336) 

(9.675J85) 

4,711 ,064 
2,057,207 

12,564,014 
176,373 

1,167,619 

562,786 
(251,298) 
704.558 

21.692.323 

12,016,538 

18.175.355 

$30.191.893 



COMMONWEAL TH OF PUERTO RICO 
MUNJCIPALITY OF ISABELA, PUERTO RICO 

BALANCE SHEET - GOVERNMENTAL FUNDS 

JUNE30 2004 

ASSETS 

Cash and Investments (Note 1) ............................................................. . 
Receivables, net: 
Federal Grants ..................................................................................... . 
Other .................................................................................................... . 
Due from Commonwealth Government ............................................... . 
Due from Other Funds ......................................................................... . 
Inventories and Supplies ..................................................................... . 

Restricted Assets: 
cash .................................................................................................... . 
Cash with Flscal Agents ...................................................................... . 

Total Assets ......................................................................................... . 

LIABILITIES AND FUND BALANCES 

Accounts Payable and Accrued Liabilities ............................................. . 
Matured Bonds and Interest Payable .................................................... . 
Due to Commonwealth Govemment ..................................................... . 
Due to Federal Government .................................................................. . 
Due to Othel Funds .............................................................................. .. 
Deferred Revenues: 
Munfcipal License Taxes ..................................................................•... 
Property Taxes .................................................................................... . 
Federal Grants ..................................................................................... . 
Other .................................................................................................... . 

Total Liabllitres ..................................................................................... . 

Fund Balances: 

Reserve For: 
Encumbrances ..................................................................................... . 
Debt Service ........................................................................................ . 
Capital Projects ................................................................................... . 
Other Specific Purposes ...................................................................... . 

Unreserved 
Designated for Future Expencfrtures ........................................•............ 
Undesignated ...................................................................................... . 

Total Fund Balances ......................................................................... . 

GENERAL 

$ 8,442,117 

518,877 
1,056,970 

385,560 
174,956 

3,217,625 
g,§QQ 

13,798,905 

767,270 

475,fM>7 
12,722 

1,608,525 
95,336 

Z22.~§9 

a.w.1rn 

439,040 

4,858,819 
127,533 

2,286,999 
2.404.395 

10,116,Z86 

$ 

CDBG 
FUND 

2,198 

2,998,976 

3,001,104 

333,086 

112,610 

2,555,408 

M.Ql,104 

$ 

48,620 

1,~1,397 

l,§2Q,Q1Z 

837,635 

83Z,~ 

782,382 

782.aa? 

OTHER TOTAl. 
GoVERNMENTAL GOVERNUEHT Al. 

$ 

FUNDS FUNDS 

613,976 

59,962 
32,471 

40,964 

Z47,373 

121,207 

272,950 

40,964 

435.121 

$ 9,058,221 

3,058,938 
599,968 

1,056,970 
385,560 
174,956 

3,217,625 
1,§15,1§1 

19,161,a~ 

1,221,563 
837,635 
475,807 
12,722 

385,560 

1,608,525 
95,336 

2,596,372 
722,459 

7.955,979 

439,040 
782,382 

211,830 5,070,649 
100,422 227,955 

2,286,999 
2.404,395 

312.252 11,211.420 

TOTAL LIABllmES AND FUND BALANCES .... - .......................... ~ 11izaag s 3.QOJ,JQ4 s 1 §20.017 s zq.m $191§7,399 

See accompanying Notes to Basic Flnanclal Statements. 

19 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

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

JUNE30 2004 

Total Fund Balances- Governmental Funds (Page 19) ............................................................... . 

Amounts reported for Governmental Activities in the Statement of Net Assets (Page 17) 
are different because: 

Capital Assets used In governmental activities are not financial resources and therefore are 
not reported In the funds ................................................................................................................. . 

Other Assets used in governmental activities are not financial resources and therefore are 
not reported in the funds 

Deferred Charges ............................................................................................... . 

Other Assets are not available to pay for current-period expenditures and therefore are 
deferred in the funds: 

Municipal Revenue Collection Center ................................................................ .. 
Business Permits Receivable ............................................................................. . 
Christmas Bonus ................................................................................................. . 
Grants from PR Department of Recreation and Sports ..................................... .. 
Grants from Solid Waste Authority of Puerto Rico ............................................. .. 
Federal Grants -COBG ...................................................................................... . 

Interest liabilities are not due and payable in the current period and therefore are not 
reported in the funds ....................................................................................................................... . 

$ 95,336 
120,000 
150,589 
66,500 

350,000 
2.555.408 

Some Long-T errn Liabilities are not due and payable in the current period and therefore are not reported 
in the funds. Those liabilities consist of: 

General Obligation Bonds and Notes ................................................................. . 
Compensated Absences ..................................................................................... . 
Municipal Solid Waste Debt ................................................................................ . 
Note payable to Municipal Revenue CoUection Center for Financing of 

Delinquent Accounts ........................................................................................ . 
Christmas Bonus ................................................................................................. . 
Note Payable to Puerto Rico Aqueduct and Sewer Authority (PRASA) ............. . 

5,988,363 
1,385,268 
3,722,789 

332,275 
324,219 
58,923 

$11,211,420 

27,862,510 

28,920 

3,337,833 

(20,559) 

Note Payable to Municipal Revenue Collection Center - LIMS .......................... . 416.394 (12.228.231 ) 

Total Net Assets of Governmental Activities (Page 17) ................................................................ . $30.191.893 

See accompanying Notes to Basic Financial Statements. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

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

FOR THE FISCAL YEAR ENDED JUNE 30 2004 

REVENUES 

GEHERAL 
CDBG 
FUND 

DEBT 
SERVICE 

FUND 

Property Taxes ...................................................................................... . $ 3,771 ,159 $ . $ 1,036,507 
Municipal license Taxes ....................................................................... . 
Intergovernmental: 
Commonwealth Government. .............................................................. . 
Federal Government.. .......................................................................... . 

Fees, Fines and Charges for Service .................................................... . 
Interest ................................................................................................... . 
Other ........................... , ......................................................................... .. 

Total Revenues ...................................................................................... . 

EXPENDITURES 

Current: 
General Government ............................................................................. . 
Public Safety .......................................................................................... . 
Public Works and Sanitation .................................................................. . 
Culture and Recreation ......................................................................... .. 
Health .................................................................................................... . 
Housing, Welfare and Community Development... ................................ . 
Education ............................................................................................... . 

Capital Outlay .......................................................................................... . 
Debt Service: 
Principal ................................................................................................ .. 
Interest ................................................................................................... . 

Total Expenditures ................................................................................. . 

OTHER FINANCING SOURCES (USES) 

Proceeds - Note Payable PRASA ......................................................... . 
Transfers- In ......................................................................................... . 
Transfers - Out ...................................................................................... . 

Total Other Financing Sources and Uses ........................................... . 

Special Items: 
Property Taxes - Amnesty ................................................................. .. 
Case Settlement - PAEPA .................................................................. . 

Total Special Items .............................................................................. . 

Net Change In Fund Balances ............................................................... . 

Fund Balance - Beginning, as Restated (Note 15) ................................. . 

FUND BALANCES- ENDING ............................................................... .. 

See accompanying Notes to Basic Financial 

2,057,207 

10,650,665 

2,314,558 
151,715 
1a,~ 

1§,!l§9,244 

6,231,924 
761,238 

2,152,711 
666,474 

2,553,086 
1,425,082 

248,461 

14,038.976 

105,629 
9,898 

(54,250) 

61,277 

459,783 
704,558 

1,]64,341 

6,145,886 

a.~Zi!.!!QQ 

lllLU§.ZH 
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• 

1,613,101 

1,6l3, 1Q1 

162,411 

126,600 

1,324,090 

1,613,101 

- I 

10,718 

1,04Z,225 

733,976 
3Q3,438 

1,03Z,l1~ 

54,250 
,~,898) 

44,352 

103,003 

103,003 

157,166 

§g~.216 

112,382 

OTHER TOTAL 
GOVERNMENTAL GoVERNMENTAL 

FUNDS FUNDS 

$ $ 4,807,666 
2,057,207 

277,894 10,928,559 
899, 131 2,512,232 

2,314,558 
162,433 
13,940 

l,177,025 gg,796,~9~ 

6,394,335 
66,812 828,050 

51 2, 152,762 
93,116 759,590 

2,553,086 
417,950 1,969,632 
854,357 854,357 

1,572,551 

733,976 
~3.~§ 

1,432,286 18,121.m 

105,629 
64,148 
(64,148) 

105,629 

562,786 
704.558 

1,267,344 

(255,261) 6,047,791 

567,~13 ~.163,§g~ 

I aJg252 Sjl.l!M20 



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, 2004 

Net Change In Fund Balances - Total Governmental Funds (Page 21 ) ......................................................... . 

Amounts reported for Governmental ActMties in the Statement a Activities (Page 18) 
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 rives and reported 
as depreciation expense. In the current period, these amounts are: 

Expenditures torCapHal Assets ........................... M ... .... .. ............................................ . ...... . 

Current Year Depreciation ................................................................................................. . 

Governmental funds only report the proceeds received in the disposal of assets. In the Statement 
of Activities, a gain or loss is reported for each disposal. Thus, the change in net assets differs 
from the change in fund balance by the cost of the disposed asset ...................... , .......................................... . 

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

Municipal Revenue Collection Center ................................................................................ . 
Business Pennits ReceiVable .......................................................................... , ................ .. 
Christmas 80000 •..•.......•.•.......•...............••.............•.•..................• ; •....•. ••••..••••....• 1 •••••••• ,i~••• • 

Grants from PR Department of Recreation and Sports .................................................... .. 
Granls from Solid Waste Authority of Puerto Rico ............................................................. . 
Donated Capital Assets ..................................................................................................... . 

Revenues reported in governmental funds which are not reported as revenues in the Statement of Activities: 

Municipal Revenue Collectlon Center ................................................................................ . 
Christmas Bonus ................................................................................................................ . 
CDBG revenues ................................................................................................................ .. 

Proceeds from note payable to Puerto Rico Aqueduct and Sewer Authority (PRASA) is an other 
financing source in the governmental funds, but an increase of long-term liabillties in the 
Statement of Activities ...................................................................................................................................... . 

Expenditures reported in governmental funds Which are not reported as expenses in the Statement of 
AotMlies: 

Mature bonds principal payments (net change) ................................................................ .. 
Other Long-Term Uablllties ................................................................................................ . 

Repayment of long·telTTl debt is an expenditure reported In the governmental funds, but reduces 
long-term liabilities In the Statement of ActMties: 

General and Special Obligations ....................................................................................... . 
Other ........................................ ,, ................................. ,,, .. , ......... , ....................................... . 

Some expenses reported in the Statement ot Activities do not require the use of current 
financial resources and therefore are not reported as expenditures In governmental funds, 

Compensated Absences .................................................................................................... . 
Municipal Solid waste Landfill ........................................................................................... . 
Christmas Bonus ........................................ , ....................................................................... . 
Accrued Interest (net change) ........................................................................................... .. 
Amortization of Deferred Charges .................................................................................... .. 

Change In Net Assets of Governmental Activities (Page 18) _ ....................................................................... . 

See accompail'fing Notes to this financial statement. 
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$ 1,412,687 
(672.994) 

95,336 
120,000 
150,589 
66,500 

350,000 
4.452.516 

(191 ,938) 
(118,949) 
(363.452) 

(200,000) 
438.087 

728,945 
466333 

100,000 
(179,349) 
(324,219) 

802 
(5.220) 

$ 6,047,791 

739,693 

(251,298) 

5,234,941 

(674,339) 

(105,629) 

238,087 

1,195.278 

(407;986) 

$12.016§38 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2004 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLlaES 

The Municipality of lsabela, Puerto Rico (Municipality) was founded In 
the year 1819, and operates as a governmental unit of the 
Commonwealth of Puerto Rico, under the Law Number 81 of August 30, 
1991, known as aAutonomy Municipalities Law of the Commonwealth of 
Puerto Rico". The governmental system of the Municipality is composed 
of the executive and legislative bodies. The Mayor is the Chief Executive 
Officer and is elected eNery four years in the general elections of the 
Commonwealth of Puerto Rico. The legslative body consists of 14 
Legislators also elected in the general elections of Puerto Rico for a four­
year period. 

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

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

The accompanying basic financial statements of the Municipality have 
been prepared in conformity with accounting principles generalty 
accepted in the United States of America (GMP) as prescribed by the 
Governmental Accounting Standards Board (GASB). The GASB is the 
standard-setting body for governmental accounting and financial 
reporting. The GASS periodically updates its oodlftcalion of the existlhg 
Governmental Accounting and Financial Reporting Standards which, 
along With subsequent GASB pronouncements (Statements and 
Interpretations) constitutes GAAP for governmental units. 

In June 1999, the GASB issued Statement Number 34, Basic Financial 
Statements-and Managemenrs Discussion and Analysis-for State and 
Local Governments, This statement establishes new financial reporting 
requirements for state and local governments. The Municipality adopted 
the provisions ot GASBS No. 34 as weR as other statements refened to 
below as of July t, 2002. They require new Information and restructure 
much of the Information that governments have presented In the past. 

Comparability with reports issued in prior yeatS Is affected. With the 
Implementation of GASBS No. 34, the Municipality has prepared 
required supplementary Information tilled Management's Discussion and 
Analysis, which precedes the basic financial statements. 

As previously mentioned, other GASB Statements and lnterpretatioos 
were required to be implemented in conjunction with GASBS No. 34. 
Therefore, the Municipality has implemented lhe following GASB 
Statements in the fiscal year 2002·2003: GASBS No. 37, Basic Financial 
Statements-and Management's Discussion and Analysis-for State and 
Local Governments: Omnibus, GASBS No. 38, Certain Financial 
Statement Nole Disclosures, GASBS No. 39, Determining Whether 
Celfain Organizations Are Component Units, GASBS No. 41, Budgetary 
Comparison Schedules - Perspective Differences, and GASBS 
Interpretation No. 6, Recognition and Measurement of Certain Liabilities 
and Expenditures in Governmental Fund Financial Statements. 
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The accompanying basic financial statements present the financial 
position and the resutts of operations of the Municipality and Its various 
funds and fund types. The basic ftnancial statements are presented as of 
June 30, 2004, and for the flscal year then ended. The more significant of 
these accounting policies are described below and, wtiere appropriate, 
subsequent pronouncements will be referenced. 

A. Ananclal Reporting Entity 

The accompanying basic financial statements Include all departments 
and organizations units whose funds are under the custody and control of 
the Munlcipallty. In evaluating the Municipality as a reporting entity, 
management has addressed all the potential component units. The 
decision to include a potential component unit in the reporting entity was 
made by applying the provisions of GASBS No. 14, as amended by 
GASBS No. 39. 

The basic criteria for including a potential component unit within the 
reporting entity is n potential component units are financially accountable 
and other organizations for which the nature and significance of their 
relationship with the entity are such that exclusion would cause the 
Municipality's financial statements to be misleading or incomplete. The 
GASB has set forth criteria lo be considered in determining financial 
accountability. These criteria Include appointing a voting majority ol an 
organization's governing body and (1) ability of the Municipality to 
impose its will on that organization or (2) the potential for the organization 
to provide specific financial benefits to, or Impose specific financial 
burdens on the Municipality. 

The relative importance of each criteria must be evaluated in light of 
specific circumstances in order to determine Which components units are 
to be included as part of the reporting entity. Our specific evaluations of 
the criteria applicable to the Municlpallty Indicate no organizations meet 
the criteria to be included as component units. Accordingly, theses basic 
financial statements present only the Municipality as the reporting entity. 

These financial statements present the respective financial position of the 
goven'lmental activities, each major fund, and the aggregate remaining 
fund Information of the Municipality, as ol June 30, 2004, and the 
respective changes in financial position, where applicable, thereof for the 
fiscal year then ended. 

e. Measurement Focus and Basis of Accounting 

Government-wide Financial statements 

The government-wide financial statements (the Statement of Net Assets 
and the statement of ActMtles) are reported using lite economic 
resources measurement focus and the accrual basis of accounting. 
Revenue Is recorded when earned and expenses are recorded when a 
liability Is Incurred, regardless of the timing of related cash flows. Grant 
and similar Items are recognized as revenue as soon as all eligibility 
requirements have been met. 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2004 

NOTE 1 SUMMARY OF SIGNIFlCANT ACCOUNTING POLICIES 
(continuation) 

B. Measurement Focus and Basis of Accounting (continuation) 

Governmental Fu"d Financial Statements 

The governmental fund 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. "Avallable" means 
collectlble within the current period or soon enou!tl thereafter, normally 
within sixty (60) days, to be used to pay liabilities of the current period. 
Expenditures are generaHy recognized when the related llabitity Is 
Incurred. 

The exception to this general rule is the principal and interest oo general 
obligation long-term debt and compensated absences, ii any, are 
recognized 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 recQ911fze 
liabilities and expenses and the recipient should recogiize receivables 
and revenue when the applicable eligibility requirements including time 
requirements, are met. Resources transmitted before the eligibility 
requirements are met should, under most circumstances, be reported as 
advances by the provider and deferred revenue by the recipient 

There are essentiaUy two types of revenue. For the majority di grants, 
moneys must be expended by the Municipality on the specific purpose 
or project before any amounts will be reimbursed. Revenue is, thetefore, 
recognized as expenditures are Incurred to the extent available. For the 
other revenue, moneys are virtually unrestricted and are generally 
revocable only for failure to comply with prescribed compliance 
requirements. These resources are reflected as revenue at the time of 
receipt or earlier if the susceptible to accrual cmeria is met Expenditures 
are generally recorded when a liability Is incurred, as under accrual 
accounting. Modifications to the accrual basis of accounting include the 
following: 

• Employee's vested annual vacation and sick leave is recorded as 
expenditure when utllized. The amount of accumulated annual 
vacation and slck leave unpaid at June 30, 2004, has been 
reported only In the government-wide flnandal statements. 

C. Financial Statement Presentation 

The basic financial statements include both govemment•wf de (based on 
tile Munlcipatlty as a whole) and fund financial statements. While the 
previous financial reporting model emphasized fund types (the total of all 
funds of a particular type), in the new financial model the focUs Is on 
elther the Municipality as a whole, or major individual funds (within the 
basic financial statements). Both the government-wide and fund financial 
statements (within the basic flnanclat statements) categorize primary 
activities as either governmental or business type. 
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Government-wide Fln8'1clal Statements 

The government-wide financial statements {the Statement of Net Assets 
and the Statement of Activities) report information of all the activities of 
the Municipality. For most part, the effect of lnterfund activity has been 
removed from these government·wlde financial statements. 
Governmental adlvitles, which normally are supported by taxes and 
intergovernmental revenues, are reported separately fro busfness·type 
activities, which rely to a significant extent on fees and charges for 
support. 

The focus of the Statement of Net AS$8lS is designed to be similar to 
bottom lfne results for the Munlclpallty and its governmental actiVities. 
This statement, for the first time, combines and consolidates 
governmental fund's current financial resources (short-term spendable 
resources) with 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 
of capital assets, net of accumulated depreciation and amortization 
and reduced by outstanding balances IOI' bonds, noies, and other 
debt that are attributed to the acquisition, construction, or 
Improvement of those assets. 

• Restricted Nat Assets - These result when constraints placed on 
net assets use are either externally Imposed by creditors, grantors, 
contributors, and the like, or Imposed by law through constitutional 
provisions or enabling IE!!jsfatlon. 

• Unrestricted Net Assets - These consist of net assets which do 
n<X meet the definition of the two preceding categories. Unrestricted 
net assets often are deslgiated, to indicate that management does 
not consider them to be available for general operations. 
Unrestricted net assets often have constraints on resources that are 
imposed by management, but can be removed or modttled. 

When both restricted and unrestricted resources are available for use, 
generally it is the Municipality's policy to use restricted resources first, 
!hen the unrestric1ed resources as they are needed. 

The Statement of Activities is focused on both the gross and net costs 
per functional category. The statement reduces gross expenses 
Qncludlng depreciation) by related program revenues, operating and 
capital grams. This is intended to summarize and simplify the user's 
analysis of cost of various governmental services. 

Governmental Fund Financial Statements 

The fund financial statements (the Balance Sheet, the Statement of 
Revenues, Expenditures, and Changes In FWld Balances, the 
Statement of Net Assets) are, in substance, very similar to the financial 
statements presented in the previous financial reporting model. Emphasis 
here 1s on the major funds In the governmental category. Non-major 
funds are summarized Into a single column. 

continue 
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(contlnuadon) 

C. Financial Statement Presentation (continuation) 

Traditional users of governmental financial statements will find the Fund 
Anancial Statements presentation more familiar. The focus is oo Major 
Funds, rather than the previous financial moders fund types. The 
Governmental Major Fund Statements are presented on current financial 
resources and modified accrual basis of accoundng. 

This Is the manner In which these funds are normally budgeted. This 
presentation deemed most appropriate to (a) demonstrate legal and 
covenant compRance, (b) demonstrate the source and use of liquid 
resowces, and (c) demonstrate how the Municipality's actual experience 
conforms to the budgeted fiscal plan. 

Since the governmental fund statements are presented in different 
measurement focus and basis of accounting than the govemmenl·wtde 
statements, reconciliation Is presented arid separate explanation !or each 
differences. 

The Munlcfpallty reports its financial position (Bala1ce Sheet) and 
resUlts of operations (Statement of Revenues, Expenditures and 
Changes In Fund Balance) in funds, which are considered separate 
accounting entities. The operations of each fund are accounted for within 
a set of self-balancing accounts. Fund accounting segregates flllds 
according to their Intended purpose and Is used to aid management In 
demonstrating compRance with legal, financial, and contractual 
provisions. 

The new model as defined In GASBS No. 34 established criteria 
(percentage of the assets, liablftties, revenues, or expenditUres/expenses 
of either fund category In the governmental fund) for the determination of 
major funds. The non-major funds are combined In a single column in the 
fund financial statements. The Municipality reports the following major 
fund: 

Gene@! Fund - This is the general operating fund ol the 
Munlclpallty. It Is used to acco.rrt fol all financial resoorces, 
except those required to be accounted for In another hlld. 

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

Communttv Development Block Grant froqnln Fund 
~ - This is the fund used to aCCOlllt for all the 
transactions of the State Community Development Block Grant 
Program. The primarily objectives of this progam ls to 
development of viable communities by providing decent 
housing, a suitable living environment and expanded 
economic opportunltles, principally for petSons of low and 
moderate income. 

GASBS No. 34 eliminates the presentation ol Accw\t Groups. but 
provides for these recoros to be maintained and incorporates the 
Information Into the Governmental column In the govemment·wlde 
Statement of Net A1881s. 
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D. Budgetary Data 

The Municipality's annually adopts the Budget Resolution for all 
operating funds of the Municipality except for certain restricted accounts 
of Proprietary funds and Special Revenue Funds. Budgetary control is 
legally maintained at the fllld level. The budget is prepared using the 
modified accrual basis of SCCOU\Ung with encumbrance Included as 
budgetary basis expmdillxes. The Municipality's Budget Resolution 
provides transfer authority (1) to the Mayor and the Management and 
Budget Director, within and between departments and funds, as long as 
the total budget of the Mun1clpallty (net of interfund transfers) is not 
Increased; (2) to the Management and Budget Direotor to Implement 
grant budgets as the grant applications are accepted by the Munlclpallty; 
and (3) to the Management and Budget Director to amend (re­
appropriate) each new year's budget, to the extent of outstanding 
encumbrances, and/or unexpended project/grant appropriations at year 
end. Munlclpallty's Legslature action Is required for ( 1) use of the 
budgeted Legislature contingency, and (2) the approval of a supplemental 
appropriation(s). During the year, several supplemental appropnations 
were necessary. 

The bOOget columns (Ol'i~I and final bOclgets} of the Budgetary 
Comparisoo - General Fund refleci the original budget and the amended 
bOOget (which have been adjusted for legally authorized revisions of the 
annual budgets during the year). Appropriations, except remaining project 
appropriations, enwnbrances, and unexpended grant appropriations, 
lapse al the end of each fiscal year. 

Amendments to the budget, including transfers, require the approval of 
the Municipal Legislature. Unencumbered appropriations lapse at the end 
ot the next fiscal year. The Municipality follows these procedures, in 
accordance with law, in order to establish the budgetary data reflected in 
the basic financial statements: 

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

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

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

4. Prior to Jooe 13, the annual budget is legally enacted through 
passage of the annual approprialion orolnance. 

5. If a budget is not adopted prior to 1he end of the end of the 
fiscal year, the annual budget for the preceding fiscal year, as 
approved by the Munlolpal Legslature and the Mayor, is 
automatically renewed for the ensuing fiscal year until a new 
budget Is approved. This permits the Municipality to continue 
making payments for Its operating and other expenses until 
the new budget is approved. 

continue 
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

D. Budgetary Data (continuation) 

6. Subsequent to the enactment of the annual appropriation 
ordinance, the Municipal Legslature has the authority to make 
neci!Ssary amendments made during the fiscal year and are 
reflected In the budget information Included in the Budgetary 
Comparison Schedule - General Fund. 

Since the budgetary basts differs from accounting prlndptes generally 
accepted in the United States of Amenca (GAAP), 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 
GMf'. 

2. The non.exonetated portion of the property tax ad\iances ate 
presented as revenue in the budgetary basis and as other 
financing sources under GAAP (See Note 9). 

3. lnterfund transactions of the General Funds are not included In 
the budgetary basis. 

4. Certain accrued liabiUties 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 lnclUded 
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. Accordingy, It's not 
practical to present an annual comparison of budget for such programs. 

E. Cash, cash Equivalent and Investment 

The Director of Anance of the Municipality is responsible for investing 
the available resources In certificates of deposit and other short-term 
Investments. Investments are made from the available comblned'funds d 
the Municipality and, accordingly, it is not practical to disdose 
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 
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Capital Project Funds are restricted; acoordingly, resources available 
were not used for pool investments. 

Cash with fiscal agent represents property lax 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 Dev~pment Bank of the Commonwealth of 
Puerto Rico. 

Cash balance recognized in the Debt Service Fund is restricted for the 
payment of the Municipality's obligations, and others are restricted for 
specific projects, such as the acquisttion or coostn.Jction of permanent 
Improvements. This sinking fund is 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 detennined upon past collection experience and 
current econanlc conditions. Receivable from Federal Government 
represents amounts owed to the Municipality for reimbursement of 
expenditures incurred pursuant to federally funded programs. 

G. Inventories 

The General, Special Revenue and Capital Project Funds, purchases 
~ce 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. Only Inventory medicine and medical supplies of the 
lsabelina Advance Medical Center In the amount of $174,956 are 
included in the financial statements. 

H. capitalAssets 

Property, plant and equipment purchased or acquired is carried at 
historical cost or estimated historical cost. Contributed assets are 
recorded at fair market value as of the date received. The Municipality's 
capitalization levels are $500 on personal property. For improvements 
other than buildings, the capital outlay must be greater than $10,000, 
extend the estimated useful life for ten years, and be greatet 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-line basis over the 
following estimated useful lives: (See Table 1) 

TASLE1 
CAPITAL AsseTs 

Buildings 
Improvement Other Than Buildings 
Infrastructure 
Vehicies 
Machinery and Equipment 

YEARS 

50 
50 

10·50 
5 

5-10 

continue 
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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 eamed (or estimated to be 
earned) by the employee. The Munlefpallty'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 ot all or part of the sick 
leave terminates all rights for compensation, except for employees with 
ten years of service who are entitled to sick leave pay up to the maximum 
allowed. The Municipality accrued a liability for compensated absences, 
whioh meet the following criteria: 

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

2. The obligation relates to ri~ts 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 Munlclpallty'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 d the compensated absences are 
considered long-term and therefore, are not a fund llabirrty and represents 
a reconclling item between the fund level and government-wide 
presentations {see Note 7). 

J. Insurance 

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

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 lnterlund 
transactions are treated as transfers. Transfers between governmental 
funds are netted as part of the reconciliation to the government-wide 

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 recel\lables 
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 actlvilles that have been 
eliminated In the govemment·wlde flnandal statements. 

L. Reservations of Fund Balance - Governmental Funds 

The govemmental 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 former. Reserves for debt service and 
ot.her specific purposes are examples of the latter. 

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-Term Uablrrties includes an 
amo111t estimated as a oonlingent liabllfty 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 conformity with 
aCCO\lnting principles generally accepted in the United States of America 
requires management to make estimates and assumptions that affect the 
reported amounts of assets and llabUltles 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 resutt 
could differ from those estimates. 

NOTE 2 CASH, CASH EQUIVALENTS AND INVESTMENTS 

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

Puerto Rico laws authorize governmental entities to Invest in direct 
obligations or obllgatla'ls guaranteed by the federal government or the 
Commonwealth of Puerto Rico. The Municipality is also alloWed to 
Invest in bank acceptances, other bank obligations and certificates of 
deposit in financial institutions authorized to do business under the 
federal and Commonwealth laws. 
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NOTE 2 CASH, CASH EQUIVALENTS AND INVESTMENTS 
(continuation) 

During the year, the Municipality invested Its funds In interest bearing 
bank accounts and short-term certificates of deposit. As June 30, 2004, 
the market value of investments recorded in General Fund approximated 
its carrying value as follow: (See Table 2) 

CEm1RCATE TABLE2 
OFDEPOSrr PRINCIPAL INTEREST ExPIRATION 
lssUEDBY NUMBER AMOUHT RATE DATE 

Popular Bank of Puerto Rico ... 1110000023 $1,031,537 1.80% 08-07-04 
Popular Bank of Puerto Rico ... 1110000025 469,860 1.80% 08-09-04 
Popular Bank of Puerto Rico ... 1110000026 313,535 1.IKJ% 08-09-04 
Popular Bank of Puerto Rico ... 1110000027 1,735,841 1.60% 09-07-04 
Popular Bank of Puerto Rico ... 1110000031 207,132 1.80% 12-09-04 
Popular Bank of Puerto Rico ... 1110000032 209,617 1.80% 12-09-04 
Popular Bank of Puefto Rico ... 1110000033 1,000,000 1.60% 09-13-04 
Popular Bank of Puerto Rico ... 1110000034 301,180 1.55% 09-13-04 
Popular Bank of Puerto Rico ... 1110000035 ZQQ.OOD 1.80% 12-15-04 

TOTAL .................................. i&~ZQ2 

NOTE 3 OTHERS RECEIVABLES 

As of June 30, 2004, this amount consist of the following: (See Table 3) 

TABLE 3 

levy - Villa Pesquera Apartment ........................ . 
PR Treasury Department.. .................................. .. 
Patents ................................................................. . 
Construction Taxes .............................................. . 
Plaza del Mercado .............................................. .. 
Other (Special Funds) .......................................... . 
Interests ............................................................... . 
Christmas Bonus .................................................. . 

TOTAL. ....................................................... .. 

NOTE 4 INTERFUND TRANSFER AND BALANCES 

A. INTERFUND TRANSFERS 

.AMOUNT 

$101,870 
107,660 

7,671 
120,000 

4,128 
11,530 
15,429 

150.589 

$-5188V 

Transfers are indicative of funding for capital projects or debt service, and 
subsidies of various operations. (See Table 4) 

INTERFUND TRANSFERS WJTHIN THE GOVERNMENTAL FUNDS TABLE 4 

SoUllCES 

Debt Service Fl.rd 
General Fllld 

TOTAL 

TRANSFER TO 

General Fllld 
Debt Service 

AMOUNT 

$ 9,898 
.M..2§Q 

~ 

PURPOSE 

Interests 
Debt payment 
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B. INTERFUND REC6VABLEAND PAYABLE BALANCES 

lnterfund receivables and payables at June 30, 2004 are summarized as 
follows: (See Table 5) 

INTalfuND 
RECEIVABl.E 

General Fund 
General Fll1d 

TOTAL 

INTERfuND 
PAYABLE 

TABLES 
AMOUNT 

SBGP $112,610 
Other Governmental Fund ~ 

~ 

NOTE 5 DUE TO COMMONWEALTH GOVERNMENT 

As of June 30, 2004, balance due to Commonwealth of Puerto Rico's 
entities of the General Fund for services rendered to the Municipality, 
consists of the following: (See Table 6) 

TABLE 6 AMOUNT 

Department of Labor......................................... $435,253 
PR Aqueduct and Sewer Authority.................... 4Q.554 

Total Due to Governmental Units............. $4Z5 807 

continue 
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NOTE 6 CAPITAL ASSETS 

Capital Assets activities for the fiscal year ended .Aloe 30, 2004 was as 
follows: (S. Table 7) 

TABLE7 BALANCE 

JULY1, 
DESCRIPTION 2003 

Non-Depreciable Capital Assets: 
Land .................................................................. $ 1,537,443 
Construction In Progress .................................. 

Total Non-Depreciable Capital Assets .............. 1,537,443 

Depreciable Capital Assets: 
Buildings ........................................................... 9,331,733 
Buildings Improvements ................................... 
Infrastructure ..................................................... 9,411,504 
Machineiy and Equipment... ............................. 5:za2 52Q 
Total Depreciable Capital Assets ...................... 24,47§,757 

Less Accumulated Depreciation: 
Buildings ........................................................... (907,751) 
Buildings Improvements ................................... 
Infrastructure ..................................................... (1,092, 182) 
Machinery and Equipment ................................ !1 810,528) 

Total Accumulated Depreciation ....................... ra&1M9ll 
Total Depreciable Capttal Assets (Net) ............. 20,~,260 

CAPITAL ASSETS, NET ................................ $22.2Q2,Z2a 

Depreciation expenses were charged to governmental 
functions/programs as lollaNS: (See Table 8) 

TABLES 

General Government ....................................................... . 
Public Safety ................................................................... .. 
Public Works and Sanitation ................................ , ........... . 
Health ............................................................................... . 
Culture and Recreation .................................................... . 
Housing, Welfare and Community Development ............ .. 
Education ......................................................................... . 

AMOUNT 

$ 42,575 
63,015 

389,476 
1,831 

159,402 
14, 179 
2.516 

Total Depreciation Expenses ................................... $672,994 

NOTE 7 GENERAL LONG·TERM DEBTS 

A. GENERAL AND SPECIAL OBLIGATIONS PAYABLE 

The principal long-term obligations of the Municipality are general and 
special obligations notes Issued to finance the construction and 
Improvements of pubic faciRlies 1111d purchase of equipment The 
Munidpality's obligations long·term debt retirements are appropriated 
and paid frorn 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 from 
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BALANCE 

JUNE30, 
All.JusTMENTS ADDITIONS RETIREMENTS 2004 

$ 292,600 $ 1,838,646 $ $ 3,668,589 
~.960 3134264 3,1Bl.2~ 

;m.~ 4,~2.a12 6,849,813 

(14,800} 9,316,933 
428,546 428,546 

621,539 (282,046) 9,750,997 
(112,115§) ZZQ.ZM U5.Wl s.azs.Qzz 
300,890 89g,293 (2~7,387) 25,371,553 

264 (167,705) (1,075,228) 
(3,597) (3,597) 

(2} (170,767) 39,444 (1,223,507) 
Z8,2!!~ {330 925) 6,645 !2.056,524) 

78,546 (§7g,~) 46,089 ~358,856) 

iiZ9,~ 219,299 !251,2~) Zl ,Ql2.697 

i 718.896 I £i j92 20a (i ~j 298) &2Zlle2 510 

monthly advance of annual property tax and subsidy send to the 
Municipality. 

General and Speda obligations payable as d June 30, 2004, are 
comprised ol lhe follCN1ing individual issues: 

DEscRIPTlON 

General Obligations: 

$305,000, Serles 2000, lor conslrucl!on pUfJX>Ses, 
payable In semlamual tnstalmen1S rang.-ig from $20,000 to 

AMOONT 

$40,000, excludng lnlerestsat2.8%, through Ju~ 1,2010.-........... $ 235,000 

$525,000, Series 1996, for construction purposes, 
payable In semlamual 111S1alments ranging from$13,000 to 
$36,000, exduclng nterest at 4.50%, through Januaiy 1, 2021 
(Waler and Waste Olsposal Loans and Granls) ................................. 433.713 

$410,000, Series 1999, for consJuction purposes, 
payable In annual instaRmenls ranging from $11,000 to $29,000, 
excluding lrterests at 4.503, through Januaiy 1, 2024 
(Water and Waste Disposal Loans and Granls) ................................. 384,650 

$3,455,000, Series 2001, loroperaUonal purposes, 
payable in semiamual Instalments rangilg from 
$45,000 to $299,000, eia:luding interests 5.0"lo 
through July 1, 2026 ....................... ,.................................................... 3,355,000 
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NOTE 7 GENERAL LONG-TEAM DEBTS (ccntlnuation) 

DE.scRPnoN AlloUNT 

$985,000. Serles 2001, for equiJinmt, payable In 
semiannual ilstallments ranging from $170,000 
lo $230,000, excutlng Interests from 2,~ 10 
3.21%, thiough Juy 1, 2006.................................. $ 835,000 

$1,510,000, Serles 2001 I for e!Jllpmen1 payable 
In semiannual lnsteflmems rangilg from $20,000 
10 $65,000, excludtig variable interests from 
4.375% 108.0%, lhroujl July 1,2015..................... 575J!OO 

TAllLE 11 

OEscRi'PTIOH 

General ......... 
Special. ......... 
Others Debls • 

C. CHANGES IN GENERAL LONG-TERM DEBTS 

The following is a summary of changes In long-tenn debts for the year 
ended June 30, 2004: (See Table 11) 

BAI.MICE R£nReiENTS BAI.NICE AMOUNTS AMOUNTS 
JULY1, NEW AllD JUNE30, DuEWmllN OUEAFIEJI 
2003 Issues AllJuSTUm 2004 ON: YEAR NEXT YEAR 

$ 6208.000 s - ($ 587,637) $ 5,618,363 $ 585,000 s 5,033,363 
1,225,000 (150,000) 1,075,000 150,000 925,000 
~.Z18~5" l!!!l,1§§ !§Z,Z§§l §.&~2.!l§§ m ,Q.Qli ~~§211!!;! 

Total General Obigatms ...................... ,............... 5,618.3§3 L.:::.::.::=-=~=:..._::::::=~~==:=_..=:=:=~==~--====::_j 
TOTAi. •........ lj3J~!!~ I lllS J!X! (i (!g§~) ;igln'! 23l I l.122QQ:i UlBj~ 226 

Special Obligations: 

$505,000, Series 1993, lor operatlooal purposes, pa• In semlanoual lnslalments rangng from 
$20,000 to $85,000, exclucfng variable lnteres1s 
froln4.375% 108.00')b, thl'OUgl July 1,2009.......... 2.85.000 

$1,160,000, Series 1999, foroooslnlctlon purposes, 
payable 1n semiannual ristalmlllts rangilg from 
$80,000 to $155,000, excluding inteies~ at 7.08%, 
through July 1, 2009 ................................................. 790.000 

Total Special Obligations........................................ 1,075,000 

Total General and Special Obllgatlons ............ $§ m ¥3 

The annual requirements to amortize the general and special obligations 
outstanding as of June 30, 2004 are as follows (See Table 9): 

YEAR ENDING PRINCIPAL 
JUHE 30, PAYMENT 

INTEREST 
PAvt.ENT 

TABLE9 

TOTAL 
PA"VfllEHT 

2005 $ 705,000 
2006 795,000 
2007 531,000 
2008 322,000 
2009 344;000 

2010-2015 986,000 
2016-2021 942,000 
2022-2027 1,231,713 
2028-2033 836,~ 

TOTAL $ 6693363 

e. OTHER LONG·TERM DEBTS 

$ 136,878 
333.237 
347,793 
320,452 
299,098 

1,216,625 
937,155 
573,630 
125.822 

$ 4290673 

$ 841,878 
1,128,237 

8'78,793 
642,452 
643,098 

2,202,625 
1,879,155 
1,805,343 

962.455 

$10Q84Q36 

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

TASLE10 

DESCFUPTION 

Landfill ............................................... . 
Property T BJIBS - MRCC .................. .. 
Christmas Bonus ..... " ........................ . 
PR Aqueduct ancl Sewer Aullorily ... . 
MRCC-LIMS ..................................... .. 
Compensated Absences. ................. .. 

TOTAL ............................. , .............. . 
'As adjusted (see Note t 5) 

BALANCE 
JULYl , 
2003 

$4,000,000 

1.718,445 

SS 718 445 

RETllEMEllTS 
NEW ANO 

ISsuES ~DJUSTMEllT • 

$ 179,340 ($ 456,551) 
332,275 

324,219 
105,629 (46,700) 

416,394 
'333,1771 

3 llQ9 188 (S 87 Nj) 
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NOTE 8 DEBT RETIREMENT 

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

These property taices are accumulated by the Municipal Revenue 
Collection Center in costs of the general d>ligations bonds issued by the 
Municipality (See Nae 7). Payments are made to the Government 
Development Bank d the Commonwealth of Puerto Rico from such 
accumulated funds by the M.miclpal Revenue Collection Center of Puerto 
Rico. 

NOTE 9 PROPERTY TAXES 

The Municipal Revenue Collection Center of the Commonwealth of 
Puerto Rico is responsible for the assessment of al real and personal 
property localed within the Municipality and for the levy, administration 
and collection of the corresportdlng tax oontribution. 

The property tax contribution is levied each year over the appraised value 
of the property at the beginning of the calendar year. The real property 
assessment is based on the current value existing in the year 1957 and 
the personal property at the current value at the date of the assessment. 

The tax rate per annum is 7.53% for real property and 5.83% for personal 
property d which 1.03% of both belong to the Commonwealth of Puerto 
Rico and 6.00% and 4.00%, respectively, belongs to the Municipality. 
From the portion belongjhg to the Muriclpallty, 6.00% and 4.00%, 
respectively, represents the Municipality's basic tax rate that Is 
appropriated for general purposes and therefore accouhted for through 

BALANCE 
JUNE30, 
~ 

$3,722,789 
332,275 
324,219 
58,923 

416,394 
1.385.2§8 

$§23986§ 

the general tum!. 

The remaining portion belonging to the Municipality of 
1.50% represents the ad-valotem property taxes withheld by 
the Municipal Revenue Collection Center of the 
Commonwealth of Puerto Rico and restricted for debt 
service, which Is accounted for througi the debt service 
fund (See Note 8). The Munlotpality has reached the 
maximum statutOI'}' tax rate llmlt for tile basic tax while there 
is no llmltatton for the ad-valorem tax rate. 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2004 

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 Munlcfpallty 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 Municipal Revenue 
Collection Center periodlcally 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 d year was nol available due to that is 
in process of verification by external auditors. As of June 30, 2004, the 
Debt Service Fund presented a receivable of $4S,620 for the collection of 
ad<fltional property taxes during the next 60 days alter end of year. 

NOTE 10 VOLUME OF BUSINESS TAX 

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

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

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

Taxes are payable in two equal semi-annual Installments on July 1 and 
January 1 following the date of levy. ff 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. 
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NOTE 11 INTERGOVERNMENTAL REVENUES 

Intergovernmental revenues consist primarily of funds received from the 
Commonwealth of Puerto Rico, "in lieu of tax• payments from the quasi· 
public corporation, Puerto Rico Electric Power Authority, and federal 
financial assistance received from federal government. 

Grants and subsidies received from the Commonwealth of Puerto Rico 
and federal agencies Include, among others, a general subsidy for urban 
development and capital improvements. Intergovernmental revenues are 
accounted for through the General Fund except for those directly related 
to ulban development and capttal 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) ls the administrator of a ·CQSt-sharlng 
multiple-employer ~elirement system established by the Commonwealth 
of Puerto Rico. The ERS was created under the Act 447, approved on 
May 15, 1951, as.amended, and became effective on January 1, 1952. 
ERS covers all regular «nployees of the Commonwealth Qf Puerto Rico 
and Its Instrumentalities and of certain ml.lnicipalities 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 Instrumentalities, 
Assistants to the Governor, the Comptroller of the Puerto Rico, 
Gubernatorial Board and Committee appointees and Experimental 
Service Station employees. ERS provides retirement, death and disability 
benefits. Disability retirement benefits are available to members for 
ocrupational and non-occupational disabilities. Retirement berlefns 
depend upon age at retirement and number of years of credited service. 
Benefits vest alter 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 multiple-employer public 
employee retirement system, established by State Laws. 

Under the plan, the employees and employer portions are contributed, for 
which, the employee amount Is withheld rrom 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 Aci Number 
447 that establish a savings progr:am. All employees ad.Ive in the system 
as of December 31, 1999 may elect to transfer from define contribution 
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 salaiy, and will 
invested in an account which will either: (a) earn a fixed rate based on the 
two-year Constant Maturity Treasury Note or, (b) earn a rate equal to 
75% of the return of the System's Investment partf ollo (net of 
management fees), or (c) earn a combination of both alternatives. 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL VEAR ENDED JUNE 30, 2004 

NOTE 12 EMPLOYEE'S RETIREMENT PLAN (continuation) 

If at time of retirement accumulated benefits amount to $10,000 or less 
may elect to receive a lump sum dlstribullon 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. 

The pension benefit for participants who retire with less than 30 years a 
service is computed at the rate of 1112% of tfleir average compensation of 
each year of credit service tor the -remaining years. The System also 
provides for death and disability benefits and the assets of the System 
pertaining to the participant employees. 

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

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

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

All employees that do not elect to transfer for the new program and who 
at the time of empla,iment are 55 years old or less are eligible to 
participate ·in the System. Pension benefits for participants with 30 years 
of service are as follows (See Table 12) 

Contributions In 2004 and prior years were made based on percentages 
established by the law. Such percentage has not been based on actuarial 
studies, as required by accounting principles generally accepted In the 
United Stales of America. An actuarial compilation ol the annual 
contribution appticable to the Municipality has not been prepared. 
Accordlngry, the accounts by which the actual. contributions differ from the 
required actuarial contributions are not known. 

The total pension expenditures recorded in the category of administration 
for the Fiscal Year Ended June 30, 2004 was approximately $268,248. All 
employees who al the time of ~oyment are 55 years old or less are 
eligible to participate in the System. No benefit Is payable If the 
participant receives a refund of his accumulated contributions. 

The historical trend information regarding the accumulation of assets and 
pension benefit obligation in the ERS ls not available. For the ten-year 
trend information, refer to the separately issued financial statements of 
the ERS as ot and for the fiscal year ended June 30, 2004. The P.R. 
Retirement Plan Administration provides additional 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 of Puerto Rioo. That report may 
be obtained by writing to the Administration at PO Box 42003, Minlllas 
Station, San Juan, PR 00940. 

NOTE 13 ESTIMATED MUNICIPAL SOLID WASTE LANDFILL 
CLOSING COSTS 

TABLE12 YEARS 
OFSEllVICE 

PARTICIPANT'S 
AGE PENSION BENEFITS 

State and Federal laws and regulations require 
the Municipality to place a final cover on its 
landfill when closed and petform certain 
maintenance and monitoring function at the 
landfill site for thirty years after dosure. In 
addition to the operating expenditures related to 
current activities of the landfill, an expense 
provision .and related liability are being 
recognized based on futures closure and post· 
dosure care costs that will be incurred near or 
after the date the landfill no longer accepts 
waste. The Municipality has performed a study 

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

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

30ormore 65or more 75% of the average of the three years of hl~est salary during 
the employee's service period (employees started working after 
April 1. 1990). 

The amount of the total pension beneflt obligation is based on a 
standardized measurement established by GASBS No. 'El, Rnanclal 
Reporting for De!Jned Benefd Pension Plans and Noles Disclosure for 
Defined Contributions Pfans. The standardized measurement ls 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 seivices 
performed to date. The measure Is intended to help users assess the 
System's funding status on a going-concern basis, assess progess 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 benelits 
and terminated employees entitled to benefits, bot not yet receiving 
benefits, and active employees and the dlstribution of active employees 
between vested and non-vested is not readily available. 
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of the activities that need to be implemented at 
the Municipality's landfill to comply with applicable laws and regulations. 
As result of this study, the Municipality has recognized an esllmaled 
Oabillty for future dosure and post-closure care costs. 

The recognition of this liabilily is based on the amount of the landfill used 
during the year. The estimated Uabilily for landfill closure and post-closure 
care costs has a discounted balance of $3,722,789 (based on a 6% 
discount rate) as of June 30, 2004, which is based on 87% usage of the 
landfill. It is estimated that an additional $800,000 will be recognized as 
dosure 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, 160,000) is based on the amount that would be 
paid if all the equipment, facilities and. services required to dose, monitor 
and maintain the landf 111 were acquired as of June 30, 2004. However, the 
actual cost of closure and post-dosure care may be higher due to 
inftalion, changes In technology, or changes in landfill laws and 
regulations. ~ of June 30, 2004 the Municipality has not made 
contributions to finance closure and post-closure care costs. 

continue 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2004 

NOTE 14 CONTINGENCIES 

A. CLAIMS AND JUDGMENTS 

The Municipality is, at present, a defendant in a number of legal matters 
that arise from alleged Improper appication of policies and negligence in 
the ordinary cwrse of the Munlclpallty's activities. The legal counsel of 
the Municipality has advised that at this stage in the proceeding; ol 
lawsuits he camot offer an opinion as to the probable outcome. 

In addition, the Municipality is a defendant a co-defendant in several 
legal proceedings, which are In discovery stage. Certain of these daims 
are covered by Insurance. Legal counsel with the information amently 
available can not detennine the final outcome of these claims. 

B. FEDERAL GRANTS 

In the normal course ol operations, the Nuniclpallty receives grants fl'OOl 
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. 
My liability for reimbursement which may arise as the result of these 
au<frts Is not bedeved to be material. 

NOTE 15 ACCOUNT~G CHANGES, CHANGES IN REPORTING 
ENTITY AND RESTATEMENTS 

During fiscal year 2002-2003, the Munlc:lpallty implemented several new 
accounting standards and an interpretation issued by GASS. As part of 
the implementation of the new standards, during the current fiscal year 
2003-2004, the Municipality continued the documentation of capital 
assets not previously reported and the Inventory of Infrastructure. 

The other adjustment corresponded to lhe recelvable and payables not 
previously Identified. 

Table 13 reconciles the June 30, 2003 Net Assets/Fund Balance, as 
previously reported to Beginning Net Asse~/Fund Balance as restated, 
July 1, 2003. 

NOTE 16 FUTURE ADOPTION OF ACCOUNTING 
PRONOUNCEMENT 

The Govemmental Accounting Standards Board (GASS) Issued GASBS 
No. 42, Accounting and Financial Reporting for lmpainnent of Capita/ 
Assets and tor Insurance Recoveries, which IS effective for fiscal year 
beginning after December 15, 2004. Early application is encouraged. The 
Municipality has not adopted the requirement of this statement Other 
two pronouncements are Issued (GASBS Nos. 43 and 44), but do not 
apply to the Munlclpallty. 

END OF NOTES 

33 

Table 13 
Govammental-Wlda 

Net Assets, as Previously Reported, 
June 30. 2003 ........................................................... .. 

Adjustment to Accounts Payable .................................... . 
Adjustment lo Accounts Receivable .............................. .. 
Property Tax Doubtful Aa:o111ts ..................................... . 
M1111clpal Solid Wastl! Landfil Debt.. ............................ . 
Corrpemated Absences ................................................. . 
lllACC -UMS Debt ........................................ .... ....... ..... . 
Deferred Revenue - Farmer Home ................................ . 
Deterred Charges 2003 .................................................. . 
Adjustment to Capital Assets .......................................... . 

Begi1ni'll Net Assets, as ReS1ated, July 1, 2003 .......... . 

NETAssETS 

StS.072.778 

(617,907) 
2,415 

(471,071) 
456,551 
233,179 
(459.327) 
208,701 
31,140 

718.696 

$J61753§5 

Govemnental Fll\d GENERAL FUND OTHER FUNOS 

Fund Balance, as Previously Reported, 
June 30, 2003 ...................................... . $ 4,336,843 $ 509,683 

Adjustment to Accooots Payable ........... . (487,307) 57,830 
Acllslment to AroclUlts Reoeivatje ...... . 121.364 

Beginnlrw.i Fund Balance, as Restated. 
Jut/ 1, 2003 ......................................... . I ~ SZO aoo :fj ~§Z!il~ 



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, 2004 

BUDGET AMOUNTS 
ORIGINAL FINAL 

REVENUES: 

Property Taxes ........................................................... . $ 3,650,964 $ 3,775,779 
Municipal License Taxes ............................................ . 1,583,990 1,952,236 
Intergovernmental ....................................................... . 4,214,252 5,400,076 
Fees, Fines and Charges for Service ......................... . 494,600 1,114,475 
Interests ...................................................................... . 53,500 51,800 
Miscellaneous ............................................................. . 2,400 18,700 

Total Revenues (Inflows) ........................................ . 9,999.706 12,313,066 

EXPENDITURES: 

General Government .................................................. . 4,971 ,666 5,919,376 
Public Safety ............................................................... . 918,579 943,424 
Public Works and Sanitation ....................................... . 2,182,944 2,231 ,420 
Culture and Recreation ............................................... . 510,166 717,300 
Health ......................................................................... . 572,686 575,086 
Housing, Welfare and Community Development ...... .. 780,§2§ ~.41Q 

Total Expenditures (Outflows) .................................. . 9,936,906 11,189,Qgl 

Excess of Revenues Over Expenditures .................. . 62,800 1.124.045 

Other Financing Sources (Uses): 
Transfer-in ............................................................... .. 62,800 87,027 
Transfer-out .............................................................. . (1,210,032) 

Other Financing Sources (Uses) ............................. .. (1, 123,00Q) 

BUDGETARY FUND BALANCE. JUNE 30, 2004 ...... I s :l,Q!Q 

See accompanying Notes to Required S14>plementary Information. 
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ACTUAL AMoUNTS 
(BUDGETARY BASIS) 

(SEC NOTE A) 

$ 3,950,588 
2,057,207 
5,232,245 
2,174,558 

44,099 

13,558,69Z 

5,532,223 
757,690 

2,021,611 
666,474 
552,952 
Z2l,B1§ 

1Q,258,766 

3,299,231 

87,027 
(1,~01,482) 

(1,114,455) 

I 2.l!i5,4Z& 

VARIANCE WITH 
FINAL BUDGET 

POSITIVE {NEGATIVE) 

$ 174,809 
104,971 

(167,831) 
1,060,083 

92,299 
(18,70Q) 

1,2§,631 

387,153 
185,734 
209,809 
50,826 
22,134 
74,599 

930,255 

2,1zs.886 

8,550 

8,550 

S 21184436 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

BUDGETARY COMPARISON SCHEDULE- GENERAL FUND 
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

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

Actual Amounts (Budgetary Basis) "Available for Appropriation" from the 
Budgetary Comparison Schedule (See Page 34) .................................................................................... .. 

Budget to GAAP Timing Differences: 

Non budgeted funds recorded as revenues for financial reporting purposes ............................................... . 

Non budgeted funds recorded as expenditures for financial reporting purposes ......................................... . 

Non budgeted transfers in ............................................................................................................................. . 

Non budgeted transfers out ..................................................................................•........................................ 

Revenues recorded for financial reporting purposes but not in budgetary basis .......................................... . 

Revenues recorded in budgetary basis but not for financial reporting purposes ......................................... .. 

Expenditures recorded for financial reporting purposes but not in budgetary basis ..................................... . 

Expenditures recorded in budgetary basis but not for financial reporting purposes .................................... .. 

Current year encumbrances recorded as expenditures for budgetary reporting purposes ......................... .. 

Nat Change in Ful'ld Balartce (See Page 21) ................................................................ _ ............................ . 

END OF THIS SECTION 
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$ 2,185,476 

6,139,003 

(3,932, 110) 

1,660,141 

(599,936) 

462,615 

(60,000) 

(132,591) 

146,133 

179.060 

$ 6.047.791 



PARTll 

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

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 FISCAL YEAR ENDED JUNE 30. 2004 

FEDERAL GRANTOR I PASS THROUGH 
GRANTOR I PROGRAM OR CLUSTER TITLE 

U.S. Department of Agriculture: 

Pass-Through PR Department of Education: 

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- Office of the 
Commissioner of Municipal Affairs 

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

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

U.S. Department of Justlce: 

Pass Through PA Department of Justice: 

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

U.S. Department of Transportation - National Highway 
Traffic Safety Administration: 

Pass Through PA Department of Transportation- (Traffic 
Safety Commission): 

State and Community Highway Safety ..................................... .. 

U.S. Department of Health and Human Services: 

Head Start Program ................................................................... . 

Pass Through Administration of Children and Families: 

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

Total U.S. Department of Health and Human Services .......... .. 

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

FEDERAL 
CFDA 

NLMBER 

10.558 

14.871 

14.228 

16.592 

20.660 

93.600 

93.575 

The accofll>8nylrg Notes lo Scheel.de of Expenditures of Federal Awards are an integral of this Schecklle. 
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PASS· THROUGH 
ENmY IDENTIFYING 

NUMBER 

NIAV 

NIA 

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

94-AF·FD·32 

NIAV 

N/AV 

NIA 

NIA 

FEDERAL 
EXPENDITURES 

$ 19.4ll 

391,881 

1.613.101 

2.004.982 

59.073 

7.739 

516,814 

190.473 

707.287 

$2798558 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

NOTE1 

NOTE2 

NOTE3 

NOTE4 

NOTES 

NOTE6 

GENERAL 

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activities of the Municipality Of 
lsabela, Puerto Rico. The information In this Schedule 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) lo 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 of Federal Awards Is prepared from Municipality's accounting records and 
is not intended to present financial position or the results of operations. 

B. The Munlclpality 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 Slates of America. 

C. Expenditures are recogiized In the accounting period in whldl the Uabillly is Incurred, ii measurable or when actually 
paid, whichever occurs lirsl. 

FEDERAL CFDA NUMBER 

The CFDA numbers Included in this Schedule are determined based on the program name, review of grant contract 
Information and the Office of Management and Budget's Catalogue of Federal Domestic Assistance. 

PASS. ntROUGH GRANTOR'S NUMBER 

Stale or local government redistribUlion of federal awards to the Municipality, treated as if they were received directly from the 
federal government. OMB Circular A· 133 requires the schedule to include the name of the pass-through entity and identifying 
number assigned by the pass-through entity for federal awards received as a subreciplent. Numbers identified as NIA are not 
applicable and numbers Identified as N/AV are not available. 

LOAN OUTSTANDING 

In determining the value of total noncash awards expended fOI' loans and loan guarantees, the balances of loans from previous 
years must be included if the federal government imposes continuing compliance requirements. OMB Circular A· 133 does not 
specifically define the term continuing compliance requirements. Therefore, it is a matter of Judgment as to whether continuing 
compliance requirements are signHicant enough to require Inclusion of ptjor·year loan or loan guarantee balances. The 
Municipality of lsabela, Puerto Rico had the following outstanding balance at June 30, 2004 for Water and Waste Disposal 
Loans Programs. Forthese roans the granter does not impose continuing compliance requirements, as described on the OMB 
Circular A-133. Therefore, the prior year balances are not considered expenditures 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. 

PROGRAM TITLE 

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

MAJOR PROGRAMS 

FEDERAL CFOA 
NUMBER 

10.770 
10.770 

AMOUl'lf 
OUTSTANDING 

$384,650 
433,713 

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

END OF NOTES 
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON 
COMPLIANCE AND OTHER MAITERS REQUIRED BY GOVERNMENT AUDITING STANDARDS 

To the Honorable Mayor and 
Members of the Municipal Legislature 

Municipality of lsabela, Puerto Rico 

We have audited the financial statements of the governmental activities, each major fund, and the aggregate 
remaining fund information of Municipality of Isabel&, Puerto Rico (Municipality), as of and for the fiscal year 
ended June 30, 2004, which collectively comprise the Municipality's basic financial statements and has issued our 
report thereon dated January 17, 2005. 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. 

Internal Control Over Financial Reporting 

In planning and performing our aud~, we considered the Municipality's internal control over financial reporting in 
order to determine our auditing procedures for the purpose of expressing our opinions on the financial statements 
and not to provide an opinion on the internal control over financial reporting. Our consideration of the internal control 
would not necessarily disclose all matters in the internal control over financial reporting that might be material 
weakness. A material weakness is a reportable 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 caused by error or 
fraud in amounts that would be material in relation to the financial statements being audited may occur and not be 
detected within a timely period by employees in the normal course of perfonning their assigned functions. We noted 
no matters involving the internal control over financial reporting and its operation that we consider to be material 
weaknesses. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Municlpality's basic financial statements are free of 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts 
and grant agreements, 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 or other matters that are required to be reported under Govemment Auditing Standards. 
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This report is intended solely for the information and use of the management, the Honorable Mayor and Members of 
the Municipal Legislature, 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. 

cPA- ~~~~, (fst 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2007 

Caguas, Puerto Rico 
January 17, 2005 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH 
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A· 133 

To the Honorable Mayor and 
Members of the Municipal Legislature 

Municipality of lsabela, Puerto Rico 

Compliance 

We have audited the compliance of the Municipality of lsabela, Puerto Rico (Municipality) with the types of 
compliance requirements described in the U. S. Offlce 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, 
2004. The Municipality's major federal programs are identified in the summary of auditors' result section of the 
accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of laws, regulations, 
contracts and grants applicable to each of its major federal programs is the responsibility of the Municipality's 
management. Our responsibility Is to express an opinion on the Municipality's compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States 
of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non­
Proflt Organizations. Those standards and OMB Circular A· 133 require that we plan and perform the audit to obtain 
reasonabfe assurance about whether noncompliance with the types of compHance 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 Munici'pality's compliance with those requirements and performing such other 
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 determinatioo on the Municipality's compliance with those 
requirements. 

In our opinion. the Municipality complied, in all material respects, with the requirements referred to above that are 
applicable to each of Its major federal programs for the fiscal year ended June 30, 2004. 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 descnbed in the accompanying Schedule of Findings 
and Questioned Costs as items 04-111-02 through 04-111-11. 

Internal Control Over Compliance 

The management of the Municipality is responsible for establishing and maintaining effective internal control over 
compliance with requirements of laws, regulations, contracts and grants awlicable 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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We noted certain matters 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 item 04·111-01 through 04·111·07. 

A material weakness is a condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that noncompliance with applicable requirements of laws, 
regulations, contracts and grants caused by error or fraud that would be material in relation to a major federal 
program being audited may occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. Our consideration of the internal control over compliance would not necessarily 
disclose all matters in the internal control that might be reportable conditions and, accordingly, would not necessarily 
disclose all reportable conditions that are also considered to be material weaknesses. However, we believe that none 
of the reportable conditions described above is a material weakness. 

This report is intended solely for the information and use of the management, the Honorable Mayor and Members of 
the Municipal Legislature, 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 specttied parties. 
However, this report Is a matter of public record and its distribution is not limited. 

cPA \\h~~ ,G0t 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2007 

Caguas, Puerto Rico 
January 17, 2005 
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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, 2004 

SECTION I -SUMMARY OF AUDITORS' RESULTS 

Financial Statements 

Type of auditors' report issued: 

Internal control over financial reporting: 

• Reportable condition(s) identified? 

• Material weakness(es) identified? 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over major programs: 

• Reportable condltion(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 

D Yes 

0 Yes 

181 Yes 

0 Yes 

l&I Unqualified Opinion 
D Adverse Opinion 

181 Yes 

CFDANUMBER NAME OF FEDERAL PROGRAM OR 0.USTER 

14.228 
14.871 
93.600 

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

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

Auditee qualified as low-risk audltee? 

44 

$300,000 

0 Yes 

D Qualified Opinion 
D Disclaimer Opinion 

181 None Reported 

I&! No 

I&! No 

D None Reported 

181 No 

0 QualHied Opinion 
D Disclaimer Opinion 

0 No 

I&! No 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF RNDINGS AND QUESTIONED COSTS 

FOR TiiE FISCAL YEAR ENDED JUNE 30, 2004 

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, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FB>ERAL AWARD FINDINGS AND QUESTIONED Cosrs 

NUMBER 04·UM>1 

HEAD START PROGRAM {CFDA 93.600) 
U.S. DEPARTMENT OF HEAL TH AND HUMAN SERVICES 

INTERNAL CONTROL 

ALLOWABLE COST/COST PRINCIPLES 

It was noted in our tests of Municipality's internal control over disbursement process, 
that supporting documents related to thirteen (13) issued checks were not stamped as 
paid, there was one (1) disbursement voucher without purchase order, five (5) vouchers 
did not have the invoices, and ten (10) vouchers did not have a receiving report. 

Code of Federal Regulations, 45 CFR, Part 74, Subpart C, Section 74.21(b)(3}, state that 
recipients' financial management systems shall provide for effective control over and 
accountability for all funds, property and other assets. Additional, regulation states that 
recipients shall adequately sat eguard all such assets and assure them are used solely 
for authorized purposes. 

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

Liabilities could be paid twice by the Municipality. The Munlclpallty Is not in compliance 
with Code of Federal Regulations, 45 CFR, Part 74, Subpart C, Section 74.21 (b)(3). 

Municlpallty should implement adequate procedures to ensure that all supporting 
documents of all disbursement transactions are stamped as paid in order to assure 
compliance with this requirement. 

None 

The Finance Department Director was instructed to verify the deficiencies related to the 
disbursement vouchers and orient each employee who contributed to this finding, of the 
importance of properly authorizing and canceling such documents. 

continue 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

f OR THE FISCAL YEAR ENDED JUNE 30, 2004 

ANDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED CoSTS 

NUMBER 04-Ul-02 

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

COMPLIANCE AND INTERNAL CON'mOL 

ALLOWABLE COST/COST PRINCIPLES 

It was noted in our tests of Municipality's internal control over disbursement process, 
that supporting documents related to thirteen (13) issued checks were not stamped as 
paid. 

Code of Federal Regulations, 24 CFR, Part 24, Subpart C, Section 84.21 {b)(3), state that 
recipients' financial management systems shall provide for effective control over and 
accountability for all funds, property and other assets. Additional, regulation states that 
recipients shall adequately safeguard all such assets and assure them are used solely 
for authorized purposes. 

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

Liabilities could be paid twice by the Municipality. The Municipality is not in compliance 
with Code of Federal Regulations, 24 CFR, Part 24, Subpart C, Section 84.21 (b){3). 

Municipality should implement adequate procedures to ensure that all supporting 
documents of all disbursement transactions are stamped as paid in order to assure 
compliance with this requirement 

None 

Finance Director established strict procedures to ensure that all vouchers and receiving 
reports are processed, authorized and cancelled according to generally accepted 
accounting principles and regulations. 

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, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS ANO 0UESTIONED COSTS 

NUMBER 04-81-03 

HEAD START PROGRAM (CFDA NO. 93.600) 
U.S. DEPARTMENT OF HEALTH ANO HUMAN RESOURCES 

COMPLIANCE AND INTERNAL CONTROL 

DAVIS-BACON ACT 

During our test we noted that the Munlclpallty did not perform interviews to ensure that 
contractors pakf prevailing wages according to Department of Labor. 

Davis-Bacon Act, as amended (40 USC 276a - 276a·7). 

Municipality did not establish a process that ensures contractors paid prevailing wages 
as required by the acl 

Municipality is not in compliance with Davis-Bacon kt (40 USC 276a-276a·7). 

We recommend management to develop a monitoring system that includes obtaining 
prevailing wage rates from the Department of labor, the assignment of specific 
responsibility to one municipal employee to monitor contractors and subcontractors for 
compliance, obtaining contractor's payrolls and perform the interviews to contractor's and 
subcontractor's laborers accordingly to the established requirements. 

None 

Copy of the contractor's payroll was presented to the audttor. A procedure will be 
established for future reference. 

conttnue 
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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, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 04-111--04 

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 two (2) 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 fumish or release to the Municipality and to HUD such information as the 
Munlclpallty 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 self-employment, payments of retirement income, and unearned income 
as referenced at 26 U.S.C. 6103. In addition, the consent form may authorize the 
collection of other information from applicants and participants to determine eligibility or 
level of benefits. 

Municipality is not in compliance with 24 CFR, Subpart F, Section 5.617(b); Subpart 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 

On December 1, 2003, the Munlclpallty appointed a Housing Inspector. Instructions 
were given in order to perform the required housing inspections prospectively from the 
date of his appointment. The Muntclpallty continues to inspect and review all findings in 
the assigned housing units. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

RN DING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED CoSTS 

NUMBER 04-111-05 

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 Munlclpallty did not assure that 
participants submit a third parties verifications regarding the family income and the family 
composition. 

Code of Federal Regulations, 24 CFR, Subpart K, Section 982.516 (a)(2) stated that the 
Munlclpanty must obtain and document in the tenants' file third party verification of the 
following factors, or must document in the tenant file why third party verification was not 
available: (i) reported family annual income, (I~ the value of assets, (iii) expenses related 
to deductions from annual income and (iv) other factors that affect the determination of 
adjusted income. 

Munlclpallty does not maintain tenants' files as required by federal regulations in order 
to verify the information provided by the applicant or participants regarding the family 
income and the family composition. 

Municipality is not in compliance with 24 CFR, Subpart K, Section 982.516 (a)(2). 

We recommend management to implement the necessary procedures in order to comply 
with program regulations. 

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, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWAAO FINDINGS ANO QUESTIONED Cosrs 

NUMBER 04·111-06 

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

COMPLIANCE AND INTERNAL CONTROL 

ELIGIBILITY TEST 

During our Participant Files Test we noted that seven (7) participants' files did not have 
evidence of the Certificate of No Penal Record submitted by the family. 

Code of Federal Regulations, 24 CFR, Subpart L, Section 982.553 (a)(1·2) stated that at 
any time, the PHA may deny assistance to an applicant, or terminate assistance to a 
participant family if any member of the family commits a drug-related criminal activity; or 
violent criminal activity. 

Municipality did not assure that all partic.,ants submit a Certificate of No Penal Record. 

Is not possible for the Municipality to determine if the participant incur in this activities 
that can affect Its eligibility. 

We recommend management to require each member of the family of an assistance 
applicant or participant who is at least 18 years of age to submit a Certificate of No Penal 
Record. 

None 

Pending the Corrective Action Plan. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill-FEDERAL AWARD FINDINGS ANO OuESTIONEO Cosrs 

NUMBER 04-111-07 

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

COMPLIANCE AND INTERNAL CONTROL 

PROCUREMENT STANDARDS 

The model for construction contracts used by the Municipality did not contain the dause 
detailed for compliance with the provisions for Energy Policy and Conservation Act as 
required by the program regulation. 

Code of Federal Regulations, Subpart C, 24 CFR Section 85.36 (i) (1-13) stated that 
subgrantee's contract must contain provision in paragraph (i) of this Section. Federal 
agencies are permitted to require changes, remedies, changed conditions, access and 
records retention, suspension of work, and other clauses approved by the Office of 
Procurement Policy. 

Federal Program and Finance Departments did not maintain appropriate procurement 
standard procedures, in order to assure that contractor complies with some 
requirements. 

Municipality is not in compliance with Subpart C1 24 CFR, Section 85.36 (i) (1-13) of 
OMB Common Rules. 

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

None 

Pending the Corrective Action Plan. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 04·111-0S 

HEAD START PROGRAM (CFDA 93.600) 
U.S. DEPARTMENT OF HEAL TH AND HUMAN SERVICES 

COMPLIANCE 

SPECIAL TESTS AND PROVISIONS 

During our test we noted that the records of the employees did not have evidence of a 
signed declaration that includes the required information related to child abuse. 

Code of Federal Regulations. 45 CFR. Part 1301, Subpart D, Section 1301.31, (c) (1-3) 
state that the Personnel policies must require that all prospective employees must sign a 
declaration prior to employment which lists: ( 1) All pending and prior criminal arrests and 
charges related to child sexual abuse and their disposition; (2) Convictions related to 
other forrns of child abuse and/or neglect; and (3) All convictions of violent felonies. 

Personnel Department did not assure that all prospective employees sign the required 
declarations. 

Municipality is not in compliance with Code of Federal Regulations, 45 CFR, Part 1301, 
Subpart D, Section 1301.31, (c) (1-3). 

We recommend to management to implement intemal control procedures in order to 
comply with this requirement. 

None 

The declaration will be included in the Personnel policies accordingly with the Code of 
Federal Regulations. 

continue 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

fOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWAAD FINDINGS AND QuESTIONED COSTS 

NUMBER 04-111-09 

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

COMPLIANCE AND INTERNAL CONTROL 

SPECIAL TESTS AND PROVISIONS 

During our Participant Files Test we noted that fourteen (14) tenanfs files do not 
documented the determination that the rent to owner is reasonable in accordance wtth 
the Munlcipallty's administrative plan initially and during the contract term. 

Code of Federal Regulations, 24 CFR, Subpart 0, Section 982.158 (f) (7) stated that the 
Municipality must maittaln records to document the basis for the Municipality's 
determination that the rent to owner is a reasonable rent (lnttlally and during the term of 
the HAP contract). 

Municipality does not implement procedures in order to document the reasonable rent 
to owner. 

Municipality is not in compliance with 24 CFR, Subpart D, Section 982.158 (f) (7). 

We recommended management to document the basis for the determination that the rent 
to owner is a reasonable rent (initially and during the term of the HAP contract). 

None 

At the present, Municipality management is documenting the reasonable rent at the 
moment of the inspection. The Municipality management is In the process of modifying 
the Administrative Plan for the Section 8 program. In February of 2005, the Municipality 
will be holding public hearings in order to establish an alternative rent reasonable test per 
sector or community. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

fOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWAAD FINDINGS ANO QUESTIONED CoSTS 

NUMBER 04·111·10 

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 noted that two (2) participants' files do not have 
evidence of an initial unit inspection and eleven (11) do not have evidence of a periodic 
unit inspection. 

Code of Federal Regulations, 24 CFR, Subpart D, Section 982.405 (a) stated that the 
Municipality must inspect the unit leased to a family prior to the initial term of the lease, 
at least annually during assisted occupancy, and at other times as needed, to determine 
n the unit meets the Housing Quality Standards. 

Municipality does not conduct initial and periodic inspections as required by the federal 
regulation. 

Municipality is not in compliance with 24 CFR, Subpart D, Section 982.405 (a) and 
Section 982.305 (b)(1)(1). 

We recommend management to conduct the Housing Quality Standards Inspections as 
established under federal regulation. 

None 

Municipality corrected the situation on the spot and faxed to auditor, document was 
misplaced. The Municipality will correct immediately this situation. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

fOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED Cosrs 

NUMBER 04411-11 

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 ten (10) participanfs files was no evidence of a unit inspection report or 
other verification documenting that any PHA required repairs were completed. 

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

Municipality does not verified the correction of the Housing Quality Standards 
deficiencies; therefore, the Municipality fails to take prompt and vigorous action to 
enforce the owner and/or participants obligations. 

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

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

None 

Municipality corrected the situation on the spot and faxed to auditor, document was 
misplaced. The Municipality will correct immediately this situation. 

END OF SCHEDULE 
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SCHE.DULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

(1) Audit Findings that have been Fully Corrected: 

FISCAL YEAR 2003 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

FISCAL YEAR 2002 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Flndf ng Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

03-411-04 

14.871 

NONE 

03-fU-07 

14.871 

NONE 

02·111-01 

14.228 

NONE 

02-111-08 

14.871 

NONE 

02-111·11 

14.871 

NONE 

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

System and procedures corrected. 

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

System and procedures corrected. 

Allowable Costs/ Cost Principles· Missing documents on vouchers payments. 

System and procedures corrected. 

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

System and procedures corrected. 

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

System and procedures corrected. 

continue 
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SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

(2) Audit Findings not Corrected or Partlally Corrected: 

FISCAL YEAR 2003 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

63-111.01 

14.228 

None 

03-111.()2 

14.871 

None 

63-111.()3 

14.871 

None 

03-111.(15 

14.871 

None 

Allowable Cost/Cost Principles- Missing and not cancelled documents on vouchers 
payments. 

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

Ellglblllty-Missing documentation (HUD-approved release and consent forms). 

The Federal Grants Office Director (FGOD) instructed the official in charge of the Section 8 
Housing Choice Voucher Program to use a release and consent form approved by the U.S. 
department of Housing and Urban Development local office for approval. Each family 
member of an assistance applicant or participant who is at least 18 years of age, and each 
family head and spouse regardless of age will be required to sign the release and consent 
forms. 

Special Tests and Provlldons- Evidence of the determination of the reasonableness of 
the rent paJd to the ownn. 

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. 

Special Tests and Provisions- Mlsslng Inspection reports. 

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 

58 



COMMONWEAL TH OF PUERTO RICO 
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SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

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

Finding Number 03·111.()6 

CFDA Number 14.871 

Questioned Cost None 

Special Testa and Provisions- Missing verification documenting that any PHA-requlred 
repairs were completed. 

Audltee Comments To adhere to Housing Quality Enforcement Standards, we have implemented a form 
that will help us successfully achieve the program goals. 

FISCAL YEAR 2002 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFOANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFOANumber 

Questioned Coat 

Audltee Comments 

02-111-03 

14.871 

None 

02.fll-07 

14.871 

None 

02-111-09 

14.871 

None 

Ellgtblllty- Missing documentation (HUD-approved release and consent forms). 

Federal Grants Office Director (FGOD) has been instrucied 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); Sti>part B, 
Section 5.230(a); and Subpart K, Section 982.516 (g). The program documents (fomis) filling 
and correction Is expected to be completed by April 30, 2003. FGOD will submit on a monthly 
basis progress reports to the Internal Auditor, Finance Director, Municipal Legislature and 
Mayor on the program special provisions perlormance and correction of findings 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 (FOOD) has been instructed and ls 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-Missing Inspection reports. 

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

continue 
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INTERNET REPORT ID: 154600 ,,,. 21112005 OMB No. 0348·0057 

SF-SAC U.S. GEP'T. OF COMM.- Econ. end Slat! Adl!ln- U.S. CENSUS BUREAU 
FORr,1 . ACTING AS COLl.EC'nNG AGEtff FOR 
(S-2004) OFACE Of MANAGEMalT ANO BUDGET 

Data Collectlon Form for R~ina on 
AUDITS OF STATES, LOCAL GOVERNMENTS, AND NON~PROFIT ORGANIZATl.ONS 

for Fiscal y._ Ending Dates in 2004, 2005, or 2006 

ti... Complete this form, as required by OMB Circular A-133, •Audits 
r of States, Local Governments, and Non-Profit Organizations. · 

Federal Audit Clearinghouse 
1201 E. 10th Street 
JefferaonvUle IN 47132 

GENERAL INFORMATION {To be compJeted by audltee, except tor Items 4 and 7} 

t. Fl&cal period ending date for this submission 
Month Day Year 

os I ao /2004 
Fiscal Period End Dates Must 
Be In 2004, 2005, or 2006 

3. Audit perlod covered D 
1 00 Annual 2 0 Biennial s D Other - Months 

5. Audltee Identification Numbers 
a. Primary Employer ldenttfication Number (EIN) 

[ili]-1ol413131719161 
d. Data Universal Numbering System (DUNS) Number 

OJ-ITO-I I I 11 
8. AUDITEE INFORMATION 

a. Auditee name 
MUNICIPALITY OF ISABELA 
b. Auditee address (Number anrJ street) 

APARTAOO 507 
City 

I SA BELA 
S1ate 

PR 
c . Auditee contact 

Name 

ZIP +4 COCle 

CARLOS DELGADO ALTIERI 
Title 

MAYOR 
d. Auditee contact telephone 

787 872 - 2100 
e. Auditee contact FAX 

f. Auditee contact E-mail 

Date 
Month Day Year 
02 02 05 

S DELGADO ALTIERI 

2. Type of Circular A-133 audit 

1 00 Single audit 2 D Program-specific audit 

4. FEDERAL 
ClOVERNMIENT 
USE ONLY 

Date received by 
l=ederal clearinghouse 

b. Are multiple EINs covered in this report? 1 D Yes 2 00 No 
c. If Part I, Item Sb ="Yes," complete Part I, Item 5c 

on the continuation sheet on Page 4. 

e. Are multiple DUNS covered In this report? 1 0 Yes 2 00 No 

f. If Part I, Item 5e ="Yes,• complete Part I, Item 5f 
on the continuation sheet on Page 4. 

7. AUDITOR INFORMATION (To be completed by auditor) 

a • Auditor name 
CPA DIAZ MARTIN PSC 
b. Auditor address (Number and street) 

P.O. BOX 8369 
City 

CAGUAS 
State ZIP+ 4Coele 
PR 

c . Auditor contact 
Name 

JOSE E. DIAZ MARTINEZ 
Tille 

PRESIDENT 
d. Auditor contact telephone 

787 746 - 0510 
e. Auditor contact FAX 

787 746 - 0525 

00726 8369 

f. Auditor contact E-mail 
CPADIAZMARTINEZ@HOTMAIL.COM 

9· AUDITOR STATEMENT - The data elements and 
information included in this form are llmltoo to !hose prescribed 
by OMB Circular A· 133. The lnformatiOn included In !?arts II and 
Ill of the form, except fof Part Ill, Items 7, 81 and 9a-91, was 
transferred from the auditor's report(s) for the period described 
in Part I, Items 1 and 3, and la not a satbstltllte for such 
repoits. The auditor has not performed any audlling procedures 
since the date of the auditor's report(s). A copy of the reporting 
package required by OMB Circular. A-133, whlcl:l lncludes tile 
complete auditOl's reP,Ort(s), Is available In ifs entiretY from the 
audifee at the addres5 provided In Part I of thfs fonn. As 
required by OMB Orctllar A· 133, the information in Parts II 
and Ill of tnis form was entered In thfs form by the auditor 
based on information included in the reporting package. The 
auditor has not perfonnea any addltio..nal auditing proeedures in 
connection with tile cornpJetiori of this ;form. 

Signature of auditor 
I 

{lfJ!l lh -~~ 
Date 
Month Day Year 

01 /31 I o5 
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l~TERNET 0 TIO 154600 REP R : 2/1/200 5 J 

~ill J FINANCIAL STATEMENTS (To be completed by auditor] '\ 
-

1 • Type of audit report 

Mark either: t 00 Unqualified opinion OR 

any; combination of: 2 0 Qualified opinion 3 0 Adverse opinion 4 0 Disclaimer of opinion 

2. Is a "going concern• explanatory paragraph inc;luded in the audit report? tOYes 200No - ._ 

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

4. Is ~oy reportal51e condition reported as a material wi;1~? 10Yes 20No 

5. Is a material noncompllance dlsclOSed? 10Yes 2 l!J No ~ 

; ' 1 "-'·1 =•1w1~ I FEDERAL PROGRAMS (To be completed by auditor] 
' - ~ ,-

I 1. 
I 

Does 1he auditor's report include a statement that the auditee's financial 
I I statements include departments, agencies, or other organizational units ! expendlnQ $500,000 or more in Federal awards that have separate A-133 

10Yes 200No 11 
I•- audits wtich are not.included in this audit? (AICPA Audit Guide Chapter 12) 

-
2. What is the dollar threshold to distinguish Type A and Type B programs? 1$ 300,000 I (OMB Circular A-133 § .520(b)) -

3. Did the audltee qualify as a low-risk audltee? (§_ .530) - 10Yes 200Ne - -

4. Is a reportable condition diselosed for any major program?(§_ .510(a)(1)) 1 OOves 2 0 No - SKf P to Item 6 

5. Is any reportable condition reported as a material weakness?(§_ .510(a)(1)} 10Yes 2 l!J No 
.. 

6. Are any known questioned costs reported?(§_ .510(a)(3) or (4)) 1DYes 200No - -
l 

7. W-ere Prior Audit Findngs related to direct funding shown in the Sunvnary Schedule of 
Prior Audit Findings? (§_.315(b)) 1 00Yes 20 No 

8. Indicate wl:tich Federal agency(les) have current year audit findings related to direct 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) 

II 98 0 U.S. A~ency for Inter- 83 0 Federal Emer~ency 43 0 National Aer6nautics and 96 0 Soclat Security 
ii nation Development Management gency Space Administration Administration 

10 0 Agriculture 39 0 General Services Aaninistration 89 0 National Archives and 190 U.S. ~rtment 
23 0 Appalachian Regional 931:&1 Health and Human Services Records Administration of State r 

20 0 Transportation 
I 

I cornmiSslon 97 0 Homeland Security os 0 Nattonal Endowment for 
I 

I 

11 0 Commerce the Arts 21 0 Treasury 14 ~ Housing and Urban 
94 0 Corporation tor National Development 06 0 National Endowment for a2 0 United States 

and Community Service 03 0 Institute of Museum and 
the Humanities Information Agency 

120 Defense Lbrary Servioes 47 0 National Science 64 0 Veterans Affairs 

I 84 0 EdUcatlOn 15 0 Interior 
Foundation 

ooO None 
01 0 Office of National Drug - s1 0 Energy 160 Justice Control Policy 0 Other - Specify: 

66 0 Environmental 110 Labor 59 D Small Business I I 
Protection Agency 09 0 Legal Services Corporation Administration I I I 

Each agency identified is required to receive a copy of the reporting package. ~-

I In addition, one copy each of the reporting package Is required for: 

• the Federal Audit Clearinghouse archives . _ . . . . . _ . . . . . . . _ . _ . . _ . - - . . . . . . . - . . . . . IXI i 

• and, if rmt marked above, the Federal cognizant agency . . _ . . . . . . . . . - . - . . - - . . . . . . - . 0 
I 

Count total numfier of boxes marked above and submit this number of reporting packages . ... 13 I 
- . · 
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INTERNET REPORT ID: 154600 211/2006 (Page 3-#1of1) Primary El N: [ti!] _I o I 4 I a I a I 119161 
r i~·· :•tllll' ~I FEDERAL PROGRAMS- Continued 

9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR 10. AUDIT FINDINGS 
CFDANumber Research 

, 
Major program 

Federal ; and Name of Federal Amount Direct II yes, type 
Typeis) of A11dit findin,g 

Extension :z develop- expended award Major comp lance reference 
Agency program Of audit requirement(s)4 number(s)5 
Prefuif 1 ment program (llport3 

(a) I lb\ (c) ldl lel (tl la\ "lhl (a) lb) 
I 

I 10Ves 10Yes 10Yes 
1 I 0 ~ .558 200No CHILD AND ADULT CARE FOOD PROGRAM $ 19,477 .00 200No 21i1No 0 NIA I 

I I 10Yes 1 OOYes 100Yes 
114-Dl-(14, GMIHl5 

' 
, 04-!11•09, 04-111· 

1 I 4 I .871 200No SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM $ 391,881 ,.00 20No 2DN0 u E 09, 04-tll-10, 114-0 
1-11 . 

I 
' 10Ves 10Yes 100Yes 

I ' 04-111-02, 04-11 
1 I. 4 I .228 2 IXI No STATE BLOCK GRANT PROGRAM $ 1,613,101 .00 200No 2DN0 u B 1-07 . 

I I 10Yes 10Yes 10Yes 
1 I 6 : . 592 2 IXJ No LOCAL LAW ENFORCEMENT BLOCK GRANT $ 59,073 .00 200No 200No 0 NIA 

·-I I 10Yes 10Yes 10Yes I I 
2 1 0 '.660 2 IXJ No STATE AND COMMUNITY HIGHWAY SAFETY $ 7,739 .00 2IXJN0 2IXIN0 0 NIA 

I ' 1 OYes 1 IXJYes 1!X!Yes I 04-lll:ii 04-11 gl 3 I .600 2 IXI No HEAD START PROGRAM $ 516,814r.OO 20No 2DN0 u BDN 1-03, II-OS 

I I tOYes 10Yes 10Yes 
91 3 ~ . 575 200No CHILD CARE AND DEVELOPMENT BLOCK GRANT $ 190,473 .00 200N0 200No 0 NIA 

I I 10Yes 10Yes 10Yes 
I I 

2DN0 20No 20No I I • $ .00 

I 
I 

10Yes 10Yes 10Yes I 
I I • 20No $ .00 20No 20N0 
I 

' 1 OYes 10Yes 10Yes I I 20No $ 20No 20N0 I I • .00 

TOTAL FEDERAL AWARDS EXPENDED - IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY 

$ 2, 798,558 .00 
THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM, 

AND SEE INSTRUCTIONS 
1 See Appendhc 1 of Instructions for valld Federal Agency two-digit prenxes. 
2 Or other identHylng number when the Catalog of Federal Domeslic Assistance (CFDA) number is not avaHable. (See Instructions) 

I 3 If major p~ram is mar1<ed -ves: enter only Q!!.2 letter (U = Unquallfted opinion, Q =Qualified opinion, A= Adverse opinion, D = Disclaimer of opinion) corresponding to the 
type of a!ldl report In the adjacent box. If major program Is marlced "No,• leave the type of auclt report box blank. 

I 
4 Enter tfle letter(s) ol all type(s) of oompllance requlremenl(s) lhat~y to audit findings (I.e., naicompllance, reportable conditions (Including material weaknesses). questioned 

costs, fraud, and other items reported·under §_ .510(11)) report reach Federal program. 

A. Activities allowed or unallowed E. Eligibility I. Procurement and suspension L. Reporting 

8. Allowable costsleo&t principles F. Equlpmentand real property management and debarment M. Subrecipient monitoring 

C. Cash management G. MatChing, level of effort, earmarlting J . Rrogram income N. Special tests and p rovisions 

D. Davis - Bacon Act H. Peribd of avaDability of Federal funds K Real property acquisition and 0. None 
5NJA for NONE relocation assistance P. Other -
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t -L!.1·1 =nru~~~:J Item 5 Continuation Sheet 
-
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CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 

POBOX8369 
CAGUAS, P R 00726-8369 

INDEPENDENT AUDITORS' REPORT 

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

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

We have audited the accompanying financial statements of the governmental activities, each major tund, and the 
aggregate remaining fund information of the Municipality of lsabela, Puerto Rico (Municipality), as of and for the 
fiscal year ended June 30, 2004, which collectively comprise the Municipality's 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 combined financial statements based on our audit. 

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 1he 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 accounting 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 fai~y, 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, 2004, and the respective changes in financial position, for the fiscal year then ended 
in conformity with accounting principles generally accepted in the United States of America. 

In accordance with Govemment Auditing Standards, we have also issued our report dated January 17, 2005 on our 
consideration of the Municipality's internal control over financial reporting on our test of its compliance with certain 
provisions of laws, r~gulations, contracts and grant agreements and other matters. The purpose of that report is to 
describe the scope of our testing of internal control over financial reporting and compliance and the results of that 
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report is 
an integral part of an audit performed in accordance with Government Auditing Standards and should be considered 
in assessing the results of our audit. 

The Management's Discussion and Analysis and budgetary comparison information on pages 4 through 16, and 34 
and 35, are not a required part of the basic financial statements but are supplementary information required by 
accounting principles generally accepted in the United States of America. 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. 
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INDEPENDENT AUDITORS' REPORT 
Page2 

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise 
the Municipality's basic financial statements. 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 auditing procedures applied in the audit of the basic financial 
statements and, in our opinion, is fair1y stated, in all material respects, in relation to the basic financial statements 
taken as a whole. 

~/}fl-~~~~ (]Sc 
CPA DIAZ-MARTINEZ, PSC , 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2007 

Caguas, Puerto Rico 
January 17, 2005 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The following discussion and analysis of the Municipality of Isabela's financial performance provides an 
overview of the Municipality's financial activities for the fiscal period ended June 30, 2004. Please read it in 
conjunction with the financial statements which follow this section. 

FINANCIAL IDGHLJGHTS 

IDghlights for Government-wide Financial Statements 

The government-wide financial statements report information about the Municipality as a whole using the 
econoin.ic resources measurement focus and accrual basis of accounting: 

• The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the close of 
fiscal year 2004 by $30,191,893 (net assets). 

• Revenues (not including special items) increased by $8,847,189 (48%) and expenses increased 
$573, 735 (3.7%) in comparison with year 2003, as restated 

• Net change in net assets amounted to $12,016,538, an increase of 65% with respect to prior year 
(2003) net change, as restated. 

• The Municipality reported special items revenue for $1,016,046 mainly from tax. amnesty and legal 
claim settlements for 2004. 

• The Municipality accounted as part of its revenues $4,452,516 from donated assets (including 
infrastructure) received from the Central Government developed and constructed projects or facilities, 
$350,000 from a landfill waste disposal grant with Autoridad de Desperdicios S6lidos (ADS) and 
$700,000 for a federal grant expenses reimbursements of a 2001-2003 water front project 

Highlights for Fund Financial Statements 

The fund financial statements provide detailed information about the Municipality's most significant funds 
using the current financial resources measurement focus and modified accrual basis of accounting: 

• At the close of the current fiscal year, the Municipality' s governmental funds reported combined 
ending fund balances of $11,211,420, an increase of$6,047,791 in comparison with the prior year, as 
restated. Approximately 42% (or $4,691,394) of the total combined fund balances is unreserved. 

• The General Fund reported an excess of revenues, other financing sources and special items ove.r 
expenditures and other financing uses of $6,145,886 and an unreserved fund balance of $4,691,394. 
Unreserved fund balances increased $3,958,015 from prior year, as restated. 

• Management has designated $2,286,999 for future special activities in the general fund for which 
$2,182,920 is for community assistance and construction projects at the management discretion. Such 
funds have been assigned from general funds excess of revenues in current and prior years, as 
approved by municipal legislature. 
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Commonwealth of Pnerto Rico 
MUNICIPALITY OFJSABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Geaeral Financial Highlights 

• The investment in net capital assets as of June 30, 2004 was $26,419,265 (net of related debt). 
• Long tenn debt decreased to $12,93 3,231, approximately decrease of 2.S°A> ($361,070) with respect to 

prioryearbalance, as restated. 
• Other long term debt increases and net reductions from adjustments amounted to $609,188 and 

$87, 765, respectively. Such adjustments represent the recognition of other loog term debts as reported 
by the Central Government agencies to the municipality. 

• On a budgetary basis, actual revenues exceeded actual expenditures by $2, 185,476, net of $1,201,482 
internally designated fun& for futme expenditures and transfers out 

• Revenues increase was mainly due to a $700,000 federal agency expense reimbursement, a $329,503 
increase in municipal property tax collections, $299,623 in collections from a tax amnesty and 
$704,558 :from a legal claim settlement of revenues in lieu of taxes. 

OVERVIEW OF TIB FINANCIAL STATEMENTS 

The Municipality's basic financial strtemeots comprise three components: (1) mauagement discussion and 
analysis (presented here), (2) basic financial statements, and (3) rcquin:d supplementacy information. 

i 
i.- --

__ , 

The Municipality's basic financial statements consist of two kinds of statements, each with a different view of 
the Municipality's :finances. The government-wide financial statements provide both long-term and short-term 
information about the Municipality's overall financial status. The fund financial statements focus on major 
aspects of the Municipality's operations, reporting those operations in more detail than the government-wide 
statements: 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Basic Financial Statements 

• Government-W'ule Financial Statements 

The government-wide statements report information about 1he Municipality as a whole using 
accounting methods similar to those used by private-sector businesses. They are prepared using the 
flow of economic resources measurement focus and the accrual basis of accounting. The first 
government-wide statement - 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 the Municipality's net assets are an indicator of whether its financial 
health is improving or deteriorating. Other non-financial factors such as the condition of the 
Municipality's roads and other infrastructure may need to be considered to assess the overall health of 
the Municipality. The second statement - the statement of activities - presents information showing 
how the net assets changed during the year. All of the current year's revenues and expenses are taken 
into account in the statement of activities regardless of when cash is received or paid. 

The government-wide statements reports as governmental activities the municipality's basic services 
such as public works and sanitation; public safety, culture and recreation, housing, welfare, and 
community development; education and general administration. These activities are primarily 
financed through property taxes, other local taxes and intergovernmental revenues. Included in the 
governmental activities are the governmental funds. -

• Fund Financial Statements 

The fund financial statements provide more detailed information about the Municipality's most 
significant funds. Funds are accounting devices that the Municipality uses to keep track of specific 
sources of funding and spending for particular purposes. Some funds are required by Federal and 
Commonwealth regulations, as well by bond covenants, 

The Municipality's basic services are included in governmental funds, which are used to account for 
essentially the same functions reported as governmental activities in the government-wide statements. 
However, unlike the government-wide statements, the governmental funds are prepared using the 
flow of current financial resources measurement focus and the modified accrual basis of accounting. 
Under this approach the financial statements focus on near-term inflows and outflows of external 
resources, as well on balances of expendable resources available at year end. Consequently, the 
governmental fund statements provide a detailed short-term view that helps the reader determine 
whether there are more or fewer financial resources that can be spent in the near future to finance the 
Municipality's programs. Because this information does not encompass the additional long-term 
focus of the government-wide statements, additional information is provided on a subsequent page 
that explains the relationship (or differences) between the government-wide and fund statements. 

The governmental fund statements focus on major funds. The Municipality's major funds are the 
general fund (which accounts for the main operating activities of the Municipality) and funds that 
complies with a minimum criterion (percentage of the assets, liabilities, revenues or expenditures). 
Funds that do not comply with this criterion are. grouped and presented in a single column as other 
governmental funds. 
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Commonwealth of Puerto Rico 
MUNICJPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

• Notes to the financial statements 

The basic financial statements also include notes to explain information m the financial statements 
and provide more detailed data. 

Required supplementary information 

The statements and notes are followed by the required supplementary information that contains the budgetary 
comparison schedule for the General Fund. 

FINANCIAL ANALYSIS OF THE MUNICJPALITY AS A WHOLE 

Net Assets 

The following table presents a summacy of the Statements of Net Assets as of June 30, 2004 and 2003: 

TABLEl 

Summary Statement of Net Assets 
As of June 30. 

Governmental Activities 
(As restated) 

2004 2003 
Assets 
Current and other assets $ 18,877,259 $ 12,568,027 
Capital assets 2718622510 22 921,596 

Total assets $ 46,739,769 $ 35,489,623 

Liabilities 
Current and other liabilities $ 3,614,645 $ 4,629,155 
Long term liabilities 1219331231 12,685,113 

Total liabilities 16,547,876 17.314,268 

Net assets 
Invested in capital assets, net of related debt 26,419,265 21,045,596 
Restricted 9,529,845 7,023,263 
Unrestricted (deficit) {5,757~17} (9,893,504) 

Total net assets $ 30!191,893 $ 18,175,355 

Net assets (assets over liabilities) may serve over time as a useful indicator of a government's financial 
position. Net assets for the year increased 72% with respect to prior year. The most significant change was a 
reduction in unrestricted deficit of $4,136,287 due to positives changes in net assets related to unrestricted 
operation, an increase in total assets due to a sustained and positive trend in surpluses and capital infrastructure 
asset donations from Central Government. 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The largest portion of the Municipality's net assets reflects its investment in capital assets (e.g., land, 
buildmgs, equipment, and infrastructure) for $32,221,366; less accumulated depreciation ($4,358,856) and less 
any related outstanding debt ($1,443,245) used to acquire those assets. The Municipality uses these assets to 
provide services to its citizens and consequently, these assets are not available for future spending. The 
resources needed to repay the debt related to these capital assets must be provided from other sources, because 
capital assets are not generally liquidated for the purpose of retiring debt. 

Restricted net assets represent resources that are subject to external restrictions on bow they may be used. 

Unrestricted net assets are the part of the net assets that can be used to finance day-to-day operations without 
constrains established by debt covenants, enabling legislation or other legal requirements. 

As of June 30, 2004 the Municipality presented an unrestricted net assets deficit of $5,757,217. This deficit 
primarily arise from long term obligations such as compensated absences $1,385,268, the estimated municipal 
solid waste landfill future closing cost $3,722,789 and debts to CRIM (Central Municipal Revenue Collection 
Agency) $748,669 for which the Municipality did not provide funding in previous budgets. Historically, such 
obligations have been budgeted on a pay as you go basis without providing funding for their future liquidation. 
In addition, operational loans and certain general obligation bonds do not have a related capital asset to be 
reported as invested in capital assets, net of related debt section of net assets. Therefore, are reported as part of 
the unrestricted net assets section. 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Changes in net assets 

The following table summarizes the changes in net assets for the years ended June 30, 2004 and 2003: 

TABLE2 

Summary of Changes In Net Assets 
As of June 30. 

Governmental Activities 
(As restated) 

2004 2003 

Program revenues: 
Fees, fines and charges for services $ 1,787,468 $ 2,861,054 
Operating grants and contributions 2,757,403 2,916,224 
Capital grants and contributions 2,136,049 713,100 

General revenues: 
Property tax.es 4,711,064 7,406,242 
Municipal license tax.es 2,057;1.07 1,933,105 
Grants and contributions not restricted to specific 

programs 12,564,014 1,929,686 
Interest 176,373 145,114 
Others 11167,619 605 483 

Total revenues $ 271357,197 $ 18,510 008 

Expenses: 
General government $ 5,613,090 $ 6,304,844 
Public safety 799,840 1,040,173 
Public works and sanitation 3,461,606 2,602,185 
Health 2,542,610 3,615,806 
Housing, welfare and community development 1,839,645 1,022,914 
Culture and recreation 913,705 596,370 
Education 856,873 259,255 
Interest on long term debt 329,336 341,423 

Total expenses $ 16,356,705 $ 15,782,970 

Special items 1,016,046 -
Change in net assets 12,016,538 2,727,038 
Net assets-beginning of year (As restated) 182175~55 15,448 317 
Net assets-end of year $ 30,191,893 $ 18,175,355 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

FIGURJ! 1 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION ANb ANAL'VSlS 

Fiscal year ended June 30, 2004 

Approximately 9 .7% of the Municipality's revenues came from grants and contributions, 16.6% from property 
taxes, 6.3% from fees and charges for services and 44.0% from unrestricted grants. The Municipality's 
expenses cover a range of services. The largest expenses are general government with 34.3%, public worlcs 
and sanitation representing approximately 21.2% and health services provided with an outpatient health facility 
known as CIMA. Program revenues of the Municipality covered 48% of total expenses. 

With respect to prior year, revenues increased by approximately $8,847,189 or 48%, excluding revenues on 
special items of $1,016,046. Significant increases includes grants and contnl>ution with 55.1%, due to the 
donation of capital assets and infrastructure constructed by the Central Government ($4,452,516), additional 
grant from Administraci6n de Desperdicios S6lidos de P.R.(ADS) for a waste management landfill project1 

increase in collections of construction permits with a 11.5% or $483,489 and property taxes with due mainly to 
an increase in collections and additional revenues due to reimbursement of $700,000 from EDA for the Isabela 
Water Front Project. 

Expenses increased 3.64% or $573,735 in comparison with 2003 year, as amended. Such increase excludes a 
loss of $251,298 on the disposition of capital asset that was presented as a special item category. Significant 
increases were registered on houaing and welfare with 79.8% due to increases in state legislative grants 
expenses and donatioDS incurred for the benefit of the community. As part of the housing, welfare and 
community development activities includes welfare expenses related to donations and others financed with 
external grants such as Section 8 Voucher and CDBG. An. increase of 23.l % in Education is mainly due to the 
operation of the newly Head Start Program of $516,814. Public works and sanitation increased due to 
additional capital assets maintenance and other non-capitalize costs, including motor pool expenses. 

Changes in net assets for the year 2004 include additional resources from special items in the amount of 
$1 ,016,046. These special items include $526,786 for a property tax amnesty and $704,558 of a legal case 
settlement from the Puerto Rico Electric Power Authority, a component unit of the Commonwealth of Puerto 
Rico and losses on disposal of assets of$251,298. 

As noted previously the increase in revenues over the increase in expenses, caused an increase of 65% in the 
net change in net assets with respect to prior year net change. 

The following table focuses on the cost of each of the Municipality's largest programs as well as each 
program's net cost (total cost less fees generated by the programs and program-specific intergovernmental 
aid): 

TABLE3 

Net Cost ofMunlcipality's Governmental Activities 
Fiscal vears ended June 30, 
Total Cost of Services Net Cost of Services 

Functfons/Pr~rams 2004 2003 2004 2003 

General government $ S,613,090 $ 6,304,844 $ 3,028,656 $ 3,079,94-0 
Public works and sanitation 3,461,606 2,602,185 3.109,286 1,266,701 
Health 2,542,610 3,61S,806 2,542,610 3,615,806 
Housing, welfare and community 

231 ,528 (443,260) development 1,839,645 1,022,914 
CullUJ'e and recreation 913,705 596,370 913,705 596,370 
Other 1,986.049 11640,851 050.000) 1.248 858 

$ 16,356,705 $ JS!782,970 s 9,675,785 $ 9,364415 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Some of the cost of governmental activities in 2004 was paid by those who directly benefited from the 
programs ($1,787,468) and other governments and organizations that subsidized certain programs with grants 
and contnbutions ($2,757,403 and $2,136,049, respectively). The $9,675,785 net cost of services was fully 
covered by other general revenues including property and municipal license taxes. 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS 

Governmental funds 

The focus of the Municipality's governmental funds is to provide information on near-term inflows, outflows 
and balances of resources available fot spending. Such information is useful in assessing the Municipality's 
financing requirements. In particular, unreserved fund balance may serve as a useful measure of a 
Municipality's net resources available at the end of a fiscal year. For the Fiscal year ended June 30, 2004, the 
governmental funds reported combined ending fund balances of$11,211,420, a net increase of$6,047,791 in 
comparison with the prior year, as restated. This increase was caused primarily by a net change in the general 
fund of $6,145,886; $157,166 increase in the debt service fund and a decrease of ($255,261) in the other 
governmental funds. Of total combined fund balances, $4,691,394 (41.8%) constitutes unreserved fund 
balance. The remainder of fund balance is reserved to indicate that is not available for new spending. 

The general fund is the operating fund of the Municipality. Umeserved fund balance of the general fund 
represents approximately 46% of total ending general fund balance. For the year ended June 30, 2004, the fund 
balance of the general fund increased by $6,145,886 when compared with the prior year, as restated. The 
principal components of the net increases of $3,867,982 in revenues in the general fund are an increase of 
$7,291 ,923 in intergovernmental assistance and a decrease in other revenues of $3,423,941. The net decrease 
in expenditures of $758,927 was due to a decrease of $294,350 in the general government expenditures, a 
decrease in capital outlay of $1,121,356; and an increase in other expenditures of $656,779 in repairs and 
maintenance of roads, structures and equipment. 

GENERAL FUND BUDGETARY IDGHLIGBTS 

The general fund original budget for the fiscal period 2003-2004 presented an increase of less than 1.0% with 
respect to prior year budget. Amendments to the original budget are approved by the Municipal Legislature. 
During the fiscal year budget revenues were increased by $2,313,360 due to additiona1 collections of property 
taxes, construction permits and of others revenues. Budget expenditures were increased by $2,313,320, 
including therein a $1,210,045 transfer out to general funds special designated activities. Actual revenues were 
greater than the revised budgeted revenues by $1,245,631 (net). The most significant variance is in fees, fines 
and charges for services, $1,060.083. 

A positive variance of $930,255 between revised budget and actual expenditures was due mainly to a net 
decrease of $387,153 in general government, $209,809 in public works and sanitation expenditures and 
$185,734 in public safety. The Municipality reported less expenditure than appropriations in those functions on 
payments for unemployment and general insurance, professional and nonprofessional services, utilities and the 
administration of the Municipal landfill. Actual revenues exceeded actual expenditures by $2,185,476. 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital assets 

At the end of the fiscal year, the Municipality has invested $27,862,510 (net of accumulated depreciation) in a 
broad range of capital assets, including buildings, parks, roads, bridges, land and equipment. This amount 
represents a net increase of$4,940,911 or approximately 21.6% over the prior year, as restated. 

TABLE4 

Capital Assets, net 
As of June 30. 

Governmental Activities 
(As restated) 

2004 2003 

Non-depreciable assets: 
Land $ 3,668,589 $ 1,829,943 
Construction in progress 3,181,224 46,960 

Depreciable assets: 
Buildings 8,241,705 8,409,410 
Buildings and buildings improvements 424,949 428,546 
Infrastructure 8,527,490 8,319,320 
Vehicles, machinery and equipment 31818,553 3,887,420 
Total $ 27,862,510 $ 22,921,599 

The Municipality acquired a total of$1,836,646 ofland during the fiscal year 2003-2004 as follows: 

• ''Plaza de Recreo Land Acquisition" - $138,800 
• ''Barrio Mora Land Acquisition for Coliseo Municipal" - $737 ,000 
• "Picadero Municipal Land Acquisition" - $255,000 
• "Vertedero Municipal Land Acquisition" - $159 ,523 
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Commonwealth of Puerto Rico 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The Municipality reported additions of $3,134,264 in construction in progress, $1,838,646 for land 
acquisitions and $621,539 in infrastructure during the year. These additions are composed mainly of capital 
improvements and donations from construction contractors of municipal, Central Government donations, 
donations of recreational areas, par.ks streets and roads. Some of these improvements and donations are 
detailed as follows: 

• "Villa PesqueraBusiness Center Improvements" - $873,067 
• "Plaza de Recreo Land Acquisition" - $138,800 
• ''Barrio Mora Land Acquisition for Coliseo Municipal" - $737 ,000 
• "Plaza Recreo Building'' - $921,650 
• ''Plaza del Mercado Facilities" - $367,415 
• "Soterrado Electrico del Centro del Pueblo" - $2,138,038 
• ''Picadero Municipal Land Acquisition" - $255,000 
• "Mejoras al la Villa de Pescadores" - $107,243 
• Vertedero Municipal Land Acquisition - $159 ,523 

The Municipality's fiscal year 2005 consolidated capital budget calls for a significant amount of projects 
including construction of ''Plaza de Mercado $550,000, facilities for "El Picadero Municipal" with a budget of 
$1,600,000, improvements of recreational parks at various wards and rural areas for $2,711 ,231. These 
projects will be financed through Federal and Commonwealth grants, funds from the Commonwealth 
Legislature, general obligation bonds and Municipal funds. More detailed information about the Municipality's 
capital assets is presented in Note 6 to the financial statements. 

Long term debt 

At year-end, the Municipality had $12,933,231 in general and special bonds and notes, an increase of 2% with 
respect to prior year. The following is a summary of the Municipality' s outstanding debt as of June 30, 2004 
and2003: 

TABLES 

Outstanding Long-term Debt 
As of June 30, 

Governmental Activities 
(As restated) 

2004 2003 

General and special obligation bonds and notes $ 6,693,363 $6,726,000 
Note payable to CRIM - LIMS 416,394 459,327 
Note Payable to CRlM - prior years delinquent 

accounts 332,275 471,071 
Solid waste landfill 3,722,789 3,543,449 
Compensated absences 1,385,268 1,485,266 
Christmas Bonus 324,219 -
P.R. Water Sewer Authority 582923 -
Total $ 12,933,231 $ 12,685,113 
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Commonwealth of Puerto Rico 
MUNICIPALITY OFISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The increase in the general and special obligation bonds and others debts is due to the recording of debts with 
Municipal Revenue Collection Center (CRTh1) for old tax liens accounts repurchased and refinanced with third 
parties, the Christmas bonus accrual of $324,219, the issuance of payment plan (debt refinancing) with the 
P.R. Water and Sewer Authority for $58,923 and the recording of a past digitalization debt assumed by the 
municipality in behalf of CRlM LIMS Agreement for $416,394. More detailed information about the 
Municipality's long term liabilities is presented in Notes 7 and 8 to the financial statements. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The Municipality's selected and appointed officials considered many factors when setting the fiscal year 2004-
2005 budget. One of these factors is the economy. Among economic areas considered are the population 
growth estimates, personal income, housing statistics and unemployment rates. The Municipality's 
unemployment rate now stands at 12.8%, which compares with the Conunonwealth rate of 12.4%. 

The Municipality applied a conservative approach in development budget estimates. Amounts available for 
appropriations in the General Fund for the fiscal year 2005 are $11,249,218, an increase of approximately 
11.25% with respect to prior year estimates. Budgeted expenditures are expected to rise accordingly to the 
increase of budgeted revenues. Among planned projects, this budget included an increase in salaries to 
employees of approximately $704,412, the creation of two municipal departments for approximately $449 ,506, 
increase of medical plans benefits and an increase from $750 to $1,000 in Christmas bonus to all Municipal 
employees. If these estimates are realized, the Municipality's budgetary general fund balance is expected to 
increase by approximately $881,000 by the close of 2005 fiscal year. 

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, taxpayers, and creditors with a general overview of 
the Municipality's finances and to demonstrate the Municipality's accountability for the money it receives. If 
you have questions about this report or need additional information, contact the Municipality's Director of 
Finance CPA Jason D. Le6n at P.O. Box 507, Isabela, Puerto Rico 00602. 

16 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

STATEMENT OF NET ASSETS 

JUNE 30, 2004 

ASSETS: 
Cash and Investments .......................................................................................................................... . 
Receivables: 
Federal Grant ..................................................................................................................................... . 
Others ................................................................................................................................................. . 
Commonwealth Government .............................................................................................................. . 

Restricted Assets: 
Cash ...................... ............................................................................................................................. . 
Cash with Fiscal Agent ....................................................................................................................... . 

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

Total Gapital Assets .......................................................................................................................... . 

TOTAL AS.SETS ..................................................................................................................•............ 

LIABILITIES: 
Accounts Payable and Accrued Liabilities ............................................................................................ . 
Interest Payable ................................................................................................................................... . 
Due to: 
Commonwealth Government .............................................................................................................. . 
Federal Government ........................................................................................................................... . 

Deferred Revenues: 
Municipal Licenses Taxes ................................................................................................................... . 
Federal Grants ............................................................................................................... : .................... . 
Other ..................................................................................... .............................................................. . 

Long-Term Liabilities (Note 7): 
Due within One Year .......................................................................................................................... . 
Due in More than One Year ................................................................................................................ . 

Total Liabilities .....................................................•........................................................................... 

NET ASSETS 
Invested in Capital Assets, Net of Related Debt.. ............................................................................... . 
Restricted for: 
Capital Projects ................................................................................................................................. . 
Debt Service ..................................................................................................................................... . 
Other Specific Purposes ................................................................................................................... . 

Unrestricted (Deficit) ........................................................................................................................... . 

TOTAL NET ASSETS ...................................................................................................................... . 

See accompanying Notes to Basic Financial Statements. 
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$ 9,058,221 

3,058,938 
666,468 

1,056,970 

3,217,625 
1,615,161 

28,920 
174,956 

6,849,813 
21,012.697 

27.862.510 

46,739,769 

1,123,827 
153,194 

573,543 
12,722 

1,608,525 
40,964 

101,870 

1,122,005 
11 ,811 ,226 

16,547,876 

26,419,265 

7,833,003 
1,468,887 

227,955 
(5,757.217) 

$30.191.893 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

STATEMENT OF ACTIVITIES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FUNCTIONs/PROGRAMS 

Governmental Activities: 

General Government ....................................... . 
Public Safety .................................................... . 
Public Wofks and Sanitation ............................ . 
Health ..•.....................................•..•...........•.•..... 
Housing, Welfare and Community 
Development ................................................. . 

Culture and Recreation •.................................•.. 
Education ......................................................... . 
Interest on Long-Term Debt ............................ . 

ExPENSES 

$ 5,613,090 
799,840 

3,461,606 
2,542,610 

1,839,645 
913,705 
856,873 
329.336 

CHARGES FOR 
SERVICES 

$ 1,435,148 

352,320 

PRoGRAM REVENUES 

OPERATING 
GRANTS ANO 

CONTRIBUTIONS 

CAPITAL 
GRANTS ANO 

CoNTRIBUTIONS 

$ 1,149,286 $ 
2,136,049 

1,608,117 

Total Governmental Activities..................... 116.356.705 S 1.787.468 $ 2.157.403 S 2.136.049 

General Revenues: 
Property Taxes .................................... , ....................................... . 
Municipal License Taxes ............................................................ .. 
Grants and Contributions not Restricted to Specific Programs •... 
Interest. ........................................................................................ . 
Other ..................................................•.......................................... 

Special Items: 
Property Taxes -Amnesty ......................................................... .. 
Loss on Disposition of Capital Assets .......................................... . 
Legal Case Settlement - PREPA ................................................ . 

Total General Revenues and Special Items ................................ . 

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

Net Assets - Beginning of Year, as Restated (Note 15) ................ .. 

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

See accompanying Notes to Basic Financial Slatemenls. 
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NET (ExPENSE) 
REVENUE 

($ 3,028,656) 
1,336,209 

(3, 109,286) 
(2,542,610) 

(231,528) 
(913,705) 
(856,873) 
(329.336) 

(9,675.785) 

4,711,064 
2,057,207 

12,564,014 
176,373 

1,167,619 

562,786 
(251,298) 
704.558 

21.692.323 

12,016,538 

18.175.355 

$30.191.893 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

BALANCE SHEET - GOVERNMENTAL FUNDS 

JUNE30 2004 

ASSETS 

Cash and Investments (Note 1) ............................................................ .. 
Receivables, net: 

Federal Grants .................................................................................... .. 
Other .......................... , ......................................................................... . 
Due from Commonwealth Government.. ............................................. . 
Due from Other Funds ........................................................................ .. 
Inventories and Supplies ..................................................................... . 

Restricted Assets: 
Cash .................................................................................................... . 
Gash wtth Fiscal Agents ...................................................................... . 

Total Assets ......................................................................................... . 

LIABILITTES AND FUND BALANCES 

Accounts Payable and Accrued Liabilities ..................................... ; ....... . 
Matured Bonds and Interest Payable ................................................... .. 
Due to Commonwealth Government ..................................................... . 
Due to Federal Government .................................................................. . 
Due to Other Funds ............................................................................... . 
Deferred Revenues: 

Municipal License Taxes .................................................................... .. 
Property Taxes .................................................................................... . 
Federal Grants ..................................................................................... . 
Other .................................................................................................... . 

Total Liabilities ..................................................................................... . 

Fund Balances: 

Reserve For. 
Encumbrances .................................................................................... .. 
Debt Service ........................................................................................ . 
Gapltal Projects .................................................................................. .. 
Other Specific Purposes ..................................................................... .. 

Unreserved 
Designated for Future Expenditures .................................................... . 
Undesignated ..................................................................................... .. 

Total Fund Balances ........................................................................ .. 

GENEJW. 

$ 8,442, 117 

518,877 
1,056,970 

385,560 
174,956 

3,217,625 
f.800 

13,798,905 

767,270 

475,807 
12,722 

1,608,525 
95,336 

722.45~ 

3,§a2,119 

439,040 

4,858,819 
127,533 

2,286,999 
2,404,395 

10,116,786 

$ 

CDBG 
FUND 

2, 198 

2,998,976 

3,QQ1,104 

333,086 

112,610 

2,555,408 

3,QQ1,104 

$ 

DEBT 
SERVICE 

FUND 

48,620 

1,571,39Z 

1,§2Q,Q17 

837,635 

83'7,635 

782,382 

782,382 

OTHER TOTAL 
GOVERNMENTAL GOVERNMENTAL 

$ 

FUNDS FUNDS 

613,976 

59,962 
32,471 

40,964 

747,37~ 

121,207 

272,950 

40,964 

435.121 

$ 9,058,221 

3,058,938 
599,968 

1,056,970 
385,560 
174,956 

3,217,625 
1,615, 161 

19,167,399 

1,221,563 
837,635 
475,807 
12,722 

385,560 

1,608,525 
95,336 

2,596,372 
722,459 

7,955,979 

439,040 
782,382 

21 1,830 5,070,649 
100,422 227,955 

2,286,999 
2.404,395 

312,252 11.211.420 

TOTAL UABILITTES AND FUND BALANCES..................................... $13.798.905 $ 3.001.104 S 1.620.017 $ 7@.373 $19.167 399 

See accompanying Notes to Basic Fmancial Statements. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

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

JUNE 30, 2004 

Total Fund Balances - Governmental Funds (Page 19) ............................................................... . 

Amounts reported for Governmental Activities In the Statement of Net Assets (Page 17) 
are different because: 

Capita I Assets used in governmental activities are not financial resources and therefore are 
not reported in the funds ................................................................................................................. . 

Other Assets used in governmental activities are not financial resources and therefore are 
not reported in the funds 

Deferred Charges ............................................................................................... . 

Other Assets are not available to pay for current-period expenditures and therefore are 
deferred in the funds: 

$11,211,420 

27,862,510 

28,920 

Municipal Revenue Collection Center ................................................................. . $ 95,336 
Business Permits Receivable ............................................................................. . 
Christmas Bonus ................................................................................................. . 
Grants from PR Department of Recreation and Sports ..................................... .. 
Grants from Solid Waste Authority of Puerto Rico ............................................. .. 
Federal Grants - CDBG ...................................................................................... . 

Interest liabilities are not due and payable in the current period and the ref ore are not 
reported in the funds ....................................................................................................................... . 

Some Long-Term Liabilities are not due and payable in the current period and therefore are not reported 
in the funds. Those liabilities consist of: 

General Obligation Bonds and Notes ................................................................ .. 
Compensated Absences ..................................................................................... . 
Municipal Solid Waste Debt ............................................................................... .. 
Note payable to Municipal Revenue Collection Center for Financing of 

Delinquent Accounts ........................................................................................ . 
Christmas Bonus ................................................................................................. . 
Note Payable to Puerto Rico Aqueduct and Sewer Authority (PRASA) ............ .. 
Note Payable to Municipal Revenue Collection Center - LIMS ......................... .. 

Total Net Assets of Governmental Activities (Page 17) ................................................................ . 

Sea accompanying Notes to Basic Financial statements. 
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120,000 
150,589 
66,500 

350,000 
2.555.408 

5,988,363 
1,385,268 
3,722,789 

332,275 
324,219 
58,923 

3,337,833 

(20,559) 

416.394 (12.228.231) 

$30.191.893 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

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

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

REVENUES 

GENERAL 
CDBG 
FUND 

DEBT 
SERVICE 

FUND 

Property Taxes ...................................................................................... . $ 3,n1,159 $ - $ 1,036,507 
Municipal License Taxes ........................... ,, .......................................... . 
Intergovernmental: 
Commonwealth Government .............................................................. .. 
Federal Government. .......................................................................... .. 

Fees, Fines and Charges for Service .................................................... . 
Interest ................................................................................................... . 
Other ...................................................................................................... . 

Total Revenues ..................................................................................... .. 

EXPENDITURES 

Current: 
General Government ............................................................................. . 
Publlc Safety .......................................................................................... . 
Public Works and Sanitation .................................................................. . 
CUiture and Recreation .......................................................................... . 
Health .................................................................................................... . 
Housing, Welfare and Community Development .................................. .. 
Education .............................................................................................. .. 

Capital Outlay .......................................................................................... . 
Debt Service: 

Principal ................................................................................................. . 
Interest .................................................................................................. .. 

Total Expenditures ................................................................................ .. 

OTHER FINANCING SOURCES (USES) 

Proceeds - Note Payable PRASA ......................................................... . 
Transfers- In ......................................................................................... . 
Transfers-Out ...................................................................................... . 

Total Other Flnancing Sources and Uses ........................................... . 

Special Items: 
Property Taxes -Amnesty .................................................................. . 
Case Settlement-PREPA .................................................................. . 

Total Special Items .............................................................................. . 

Net Change In Fund Balances .. , ............................................................ . 

Fund Balance - Beginning, as Restated (Note 15) ................................. . 

FUND BALANCES - ENDING ................................................................ . 

See accompanying Notes to Basic Financial 

2,057,207 

10,650,665 

2,314,558 
151 ,715 
13,940 

j8,959,244 

6,231,924 
761,238 

2, 152,711 
666,474 

2,553,086 
1,425,082 

248,461 

14.038,976 

105,629 
9,898 

(54,250) 

61,2n 

459,783 
704,558 

1.164.341 

6,145,886 

3,970,900 

iJ01ll§.786 
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1,613,101 

10,718 

j,6l3,1Q1 1,017,225 

162,411 

126,600 

1,324,090 

733,976 
303,438 

1,613,101 1,037,114 

54,250 
(9,898) 

44,352 

103,003 

1Q3,003 

157,166 

§25,21§ 

I - ~ za2.382 

OTHER TOTAL 
GOVERNMENTAL GOVERNMENTAL 

FUNDS FUNDS 

$ $ 4,807,666 
2,057,207 

2n,894 10,928,559 
899,131 2,512,232 

2.,314,558 
162,433 
13,~40 

1,1n,025 22,796,595 

6,394,335 
66,812 828,050 

51 2, 152,762 
93,116 759,590 

2,553,086 
417,950 1,969,632 
854,357 854,357 

1,572,551 

733,976 
303,438 

1,432,286 18,121,m 

105,629 
64,148 

(64,148) 

105,629 

562,786 
7Q4,558 

1,267.344 

(255,261) 6,047,791 

567,513 5,163,629 

s 3:12 252 S:U12lM20 



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 ACTIVmES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

Net Change In Fund Balances-Total Governmental Funds (Page 21) .... - ..... - ............... -.......................... .. 

Amounts reported for Governmental Activities in the Statement of Activitles (Page 18) 
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. ln1he current period, these amounts are: 

Expenditures for capital Assets ......................................................................................... . 
Current Year Depreciation ................................................................................................ .. 

Governmental funds only report the proceeds received in the disposal of assets. In the Statement 
of Activities, a gain or loss is reported for each disposal. Thus, the change In net assets differs 
from the change in fund balance by the cost of the disposed asset ................................................................ .. 

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

Municipal Revenue Collection Center ................................................................................ . 
Business Permits Receivable ........................................................................................ , .. .. 
Christmas Bonus ............................................................................................................... .. 
Grants from PR Department of Recreatloo and Sports .................................................... .. 
Grants from Solid Waste Authority of Puerto Rico ................................... ; ......................... . 
Donated capital Assets .................................................................................................... .. 

Revenues reported in governmental funds which are not reported as revenues in the Statement of Activities: 

Municipal Revenue Collectlon Center ............................................................................... .. 
Christmas Bonus ............................................................................................................... .. 
CDBG revenues ................................................................................................................. . 

Proceeds from note payable to Puerto Rico Aqueduct and Sewer Authority (PRASA) is an other 
financing source in the governmental funds, but an increase of long-term liabilities in the 
Statement of Activities ...................................................................................................................................... . 

Expenditures reported In governmental fUnds which are not reported as expenses In the Statement of 
ActMties: 

Mature bonds principal payments (net change) ................................................................. . 
Other Long-Term Liabilities ................................................................................................ . 

Repayment of long-tenn debt is an expendlt\Jre reported in the governmental funds, but reduces 
long-term liabilities in the Statement of Activities: 

General and Special Obligations ....................................................................................... . 
Other .................................................................................................................................. . 

Some expenses reported in the Statement of ActMtles do not require the use of current 
financial resources and therefore are not reported as expenditures in QOYemmental fUnds. 

Compensated Absences .................................................................................................... . 
Municipal Solid Waste Landfill ................. , ......................................................................... . 
Christmas Bonus ................................................................................................................ . 
Accrued Interest (net change) ............................................................................................ . 
Amortization of Deferred Charges ..................................................................................... . 

Change In Net Assets of Governmental Activities (Page 18) ........................... , ............................................. . 

See accompanying Notes to this financial statement. 
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$ 1,412,687 
(672,994) 

95,336 
120,000 
150,589 
66,500 

350,000 
4.452,516 

(191,938) 
(118;949) 
(363.452) 

(200,000) 
438.087 

728,945 
466,333 

100,000 
(179,349) 
(324,219) 

802 
(5,220) 

$ 6,047,791 

739,693 

(251,298) 

5,234,941 

(674,339) 

(105,629) 

238,087 

1,195,278 . 

(407.986) 

$12.016.538 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

NOTE 1 SUMMARY OF SIGNIRCANT ACCOUNTING POLICIES 

The Municipality of lsabela, Puerto Rico (Municipality) was founded in 
the year 1819, and operates as a governmental unit of the 
Commonwealth of Puerto Rico, under the Law Number 81 of August 30, 
1991, known as •Autonomy Municipalities Law of the Commonwealth of 
Puerto Alco". The governmental system of the Munlctpality Is composed 
of the executive and legislative bodies. The Mayor is the Chief EXecutlve 
Officer and Is elected £Nery four years in the ~eneral elections ol the 
Commonwealth of Puerto Rico. The legislative body consists of 14 
Legislators also elected in the general elections of Puerto Rico for a four­
year period. 

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

The accounting policies of the Municipality conform to accounting 
principles generally accepted in the United States of America as 
applicable to governmental units. The fallowing is a summary of lhe !TlOl'e 
significant of such policies. 

The accompanying basic financial statements of the Municipality have 
been prepated In conformity with accounting principles generally 
accepted In the United States of America (GMP) as prescribed by the 
Governmental Accounting Standards Board (GASB). The GASB Is the 
standard-setting body for governmental accounting and financial 
reporting. The GASB periodically updates its codification of the existing 
Governmental Accounting and Financial RePQrting Standards which, 
along with subsequent GASB pronouncements (Statements and 
Interpretations) constitutes GAAP for governmental untts. 

Irr June 1999, the GASB Issued Statement Number 34, Basic Rnancial 
Statements-and Management's Discussion and Analysis-for State and 
Local Governments. This statement establishes new financial reporting 
requirements for state and local governments. The Municfpality ~opted 
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 tided Managemenrs Discussion and 
Analysis, which precedes the basic financial statements. 

As previously mentioned, other GASB 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 fiscal year 2002-2003: GASBS No. 37, Basic Rnancial 
Statements-and Managemenrs Discussion and Analysis-for State and 
Local Governments: Omnibus, GASBS No. 38, Certain Financial 
Statement Note Disclosures, GASBS No. 39, Determining Whether 
Certain Organizations Are Component Units, GASBS No. 41 , Budgetary 
Comparison Schedules - Perspective Differences, and GASBS 
Interpretation No. 6, Recognition and Measurement of Certain Uabllities 
and Expenditures In Governmental Fund Financial Statements. 
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The accompanying basic financial statements present the financial 
position and the results of operations oi the Municipality and Its various 
funds and fund types. The basic financial statements are presented as of 
June 30, 2004, and for the fiscal year then ended. The more significant of 
these accounting policies ate described below and, where appropriate, 
subsequent pronouncements wlll be referenced. 

A. Flnancfal Reporting Entity 

The accompanying basic financial statements lncilJde 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 inciude a potential component unit In the reporting entity was 
made by applying the provisions of GASBS No. 14, as amended by 
GASBS No. 39. 

The basic criteria for including a potential component unit within the 
reporting entity Is If potential component units are financially accountable 
and other organizations for which the nature and significance of their 
relationship wilh the entity are such that exdusion would cause the 
Municipality's financial statements to be misleading or Incomplete. The 
GASB has set forth criteria to be considered In determining financial 
accountabfflty. These criteria include appointing a voting majority of an 
organization's governing body and (1) ability of the Municipality to 
Impose Its will on that organization or (2) the potential for the organization 
to provide specific financial benefits to, or impose specific financial 
burdens on the Municipality. 

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

These financial statements present the respective financial position of the 
govenunental activities, each major fund, and the aggregate remaining 
fund Information of the Municipality, as of June 30, 20041 and the 
respective changes In financial position, where applicable, thlll'eof for the 
fiscal year then ended. 

B. Measurement Focus and Basis of Accounting 

Govemment·wide Financial Statements 

The government-wide financial statements (the statement of Net Assets 
and the Statement of ActlvHies) 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 
liability Is incurred, regardless of the timing of related cash flows. Grant 
and similar items are recognized as revenue as soon as all ell9bility 
requirements have been met. 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2004 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

B. Measurement Focus and Basis of Accounting (continuation) 

Governmental Fund Financial Statements 

The governmental fund 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 
collectible within the current period or soon enough thereafter, normally 
within sixty (60) days, to be used to pay liabillties of the current period. 
Expenditures are generally recognized When the related liability is 
incurred. 

The exception to this general rule js the principal and interest on general 
obligation long.term debt and compensated absences, if any, are 
recognized when due. 

In applying the "susceptible to accruat• concept to intergovernmental 
revenues (federal grants) pursuant to GASBS No. 33, AccoLJnling and 
Rnancial Reporting for Nonexchange Transactions (the Municipality 
may act as either provider or recipient), the provider should recogiize 
liabilities and expenses and the recipient should recognize receivables 
and revenue when the applicable eligibility requirements including time 
requirements, are met. Resources transmitted before the eligibUlty 
requirements are met should, under most drcumstances, be reported as 
advances by the provider and deferred revenue by the recipient. 

There are essenUally two types of revenue. For the majority of grants, 
moneys must be expended by the Municipality on the specific purpose 
or project before any amounts will be reimbursed. Revenue is, therefore, 
recognized as expenditures are Incurred to the extent avallable. Fa the 
other revenue, moneys are virtually unrestricted and are generally 
revocable only for !allure to comply with prescribed compliance 
requirements. These resources are reflected as revenue at the lime of 
receipt or earlier If the susceptible to accrual criteria Is met. Expenditures 
are generally recorded when a liability Is incurred, as under accrual 
accounting. Modifications to the accrual basis of accounting Include the 
following: 

• Employee's vested annual vacation and sick leave Is recorded as 
expenditure when utilized. The amount of accumulated annual 
vacation and sick leave unpaid at June 30, 2004, has been 
reported only in the government-wide financial statements. 

c. Financial Statement Presentation 

The basic financial statements Include both government-wide (based on 
the Municipality as a whole) and tund flnanclal statements. While the 
previous financial reporting model emphasized fund types (the total of all 
funds of a particular type), in the new financial model the focus Is on 
either the Municipality as a whole, or major lndMdUal funds (within the 
basic financial statements). Both the government-wide and fUnd financial 
statements (within the basic financial statements) categorize primary 
activities as either governmental or business type. 
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Government-Wide Financial Statements 

The government-wide tinancial statements (the Statement of Net Assets 
and the Statement of Activities) report information of all the activities of 
the Municipality. For most part, the effect of interfund activity has been 
removed from these government-wide financial statements. 
Governmental activities, which normally are supported by taxes and 
lntergoVemmental revenues, are reported separately fro business-type 
activities, which rely to a significant extent on fees and charges for 
support. 

The focus of the Statement of Net Assets is designed to be similar to 
bottom line results for the Municipality and Its governmental activities. 
This statement, for the first time, combines and consolidates 
governmental l\Jnd's current financial resources (short-term spendable 
resources) with capital assets and long·1errn 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 
of 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 of those assets. 

• Restricted Net Assets - These result when constraints placed on 
net assets use are either externally imposed by creditors, granters, 
contributors, and the like, or Imposed by law through constitutional 
ptovlsions or enabling legislation. 

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

When both restricted and unrestricted resources are available for use, 
generally It Is the MunlcipalitYs policy to use restricted resources first, 
then the unrestricted resources as they are needed. 

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

Governmental Fund Financial Statements 

The fund financial statements (the Balance Sheet, the Statement of 
Revenues, Expenditures, and Changes In Fund Balances, the 
Statement of Net Assets) are, In substance, very similar to the financial 
statements presented In the previous financial reporting, model. Emphasis 
here Is on the major funds in the governmental category. Non-major 
funds are summarized into a single colUmn. 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO TiiE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2004 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

C. Flnancial statement Presentation (continuation) 

Traditional users of governmental financial statements will find the Fund 
Financial Statements presentation more familiar. The focus is on Major 
Funds, rather than the previous financial model's fund types. The 
Governmental Major Fund Statements are presented oo current financial 
resources and modified accrual basis of accounting. 

This Is the manner In which these funds are normally budgeted. This 
presentation deemed most appropriate to (a} demonstrate legal and 
covenant compliance, (b) demonstrate the source and use of liquid 
resources, and (c) demoostrate how the Municipality's actual experience 
confOi'llls to the budgeted fiscal plan. 

Since the governmental fund statements are presented in different 
measurement focus and basis of accounting than the government-Wide 
statements, reconciliation is presented and separate explanation for each 
differences. 

The Municipality reports Its financial position (Balance Sheet) and 
results of operations (Statement of Revenues, Expenditures and 
Changes In Fund Balance) in funds, which are considered separate 
accounting enttties. The operations of each fund are accounted for within 
a set of self·balanclng accounts. Fund accounting segregates funds 
according to their Intended purpose and is used to aid management In 
demonstrating compliance with legal, financial, and cootradual 
provisions. 

The new model as defined in GASBS No. 34 established criteria 
(percentage of the assets, liabilities, revenues, or expendttures/expenses 
of either fund category in the govemmental fund} for the determination of 
major funds. The non-major funds are combined In a sin~e column In the 
fund financial statements. The Municipality reports the following major 
fund: 

General Fund - This is the general operating fl.ald of the 
Municipality. II is used t.o account for all financial resources, 
except those required to be accounted for in another fund. 

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

Community Development Block Grant Program Fund 
(CDBG) - 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 viable communities by providing decent 
housing, a suitable living environment and expanded: 
economic opportuntties, principally for persons of low and 
moderate income. 

GASBS No. 34 enrninates the presentation of Account Groups, but 
provides for these records to be maintained and incorporates the 
Information into the Governmental column ln the government-wide 
Statement of Net Assets. 
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D. Budgetary Data 

The Municipality's annually adopts the Budget Resolution for all 
operating funds of the Municipality except for certain restricted accounts 
of Proprietary Funds and Special Revenue Funds. Budgetary control is 
legally maintained at lhe fund level. The budge~ is prepared using the 
modified accrual basis of accounting with encumbrance included as 
budgetary basis expenditures. The Municipality's Budget Resolution 
provides transfer authority (1) to the Mayor and the Management and 
Budget Director, within and between departments and funds, as long as 
the total budget of the Munlclpallty (net of interfund transfers) is not 
increased; (2) to the Management and Budget Director to Implement 
grant budgets as the grant applications are accepted by the Munlclpallty; 
and (3) to the Management and Budget Director to amend (re­
appropriate) each new yeats budget, 10 the extent of outstanding 
encumbrances, and/or unexpended projecVgrant appropriations at year 
end. Municipality's Legislature action Is required for (1) use of the 
budgeted legislature contingency, and (2) the approval of a supplemental 
.appropriation(s). During the year, several supplemental appropriations 
were necessary. 

The budget colurms (original and final budgets} of the Budgetary 
Comparison - General Fund reflect the orignal budget and the amended 
budget (which have been adjusted for legally authorized .revisions of the 
annual budgets during the year}. Appropriations, except remaining project 
appropriations, encumbrances, and unexpended grant appropriations, 
lapse at the end of each fiscal year. 

Amendments to the budget, Including transfers, require the approVal of 
the Municipal legislature. Unencumbered appropriations lapse at the end 
of the next fiscal year. The Munlclpality follows these procedures, in 
accordance with law, in order to establish the budgetary data reflected In 
the basic financial statements: 

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

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

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

4. Prior to June 13, the annual budget Is legally enacted througi 
passage of the annual appropriaUoo ordinance. 

5. If a budget is not adopted prior to the end of the end of the 
fiscal year, the annual budget for the preceding fiscal year, as 
approved by the Municipal Legislature and the Mayor, Is 
automatically renewed for the ensuing fiscal year until a new 
budget Is approved. This permits the Municipality to continue 
making payments for its operating and other expenses until 
the new budget Is approved. 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2004 

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(continuation) 

D. Budgetary Data (continuation) 

6. Subsequent to 1he enaclment of the annual appropriatioo 
ordinance, the Municipal Legislature has the authority to make 
necessaiy amendments made during the fiscal year and are 
reflected in the budget lnformatloo Included In the Budgetary 
Comparison Schedule- General Fund. 

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

Tue 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-exooerated portion of the property tax advances are 
presented as revenue In the budgetary basis and as other 
financing sources under GAAP (See Note 9). 

3. lnterfund transactions of the General 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. 

Tue special funds of the Special Revenue Fund have not been included 
in the budgeta.ry comparison because balances are not budgeted. Also 
the budget prepared for the Federal Finance Awards Programs induded 
in the Capital Projects and Special Revenue Funds is based on a 
program period which Is rid necessarily a year. Accordingy, it's not 
practical to present an annual comparison of budget for such programs. 

E. Cash, cash Equivalent .and Investment 

The Director of Fmance of the Municipality Is respoosible for investing 
the available resources in certificates of deposit and other short·tenn 
investments. Investments are made from the available combined funds of 
the Municipality and, accordingly, it is not practical to dlsdose 
certiffcates of deposit and other short·tenn investments Individually by 
fund in the combined financial statements. Interest eamed oo certificates 
of deposit and other short-term Investments are recognized as revenue In 
the General Fund. Cash in the Special Revenue, Debt Service and 
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capital Project Funds are restricted; accordingly, resources available 
were not used for pool investments. 

Cash with fiscal agent represents property tax coOectlons retained by the 
Municipal Revenues Collection Center and undlsbuised proceeds or 
certain bonds, loans or grants which are maintained in a cash custodian 
account by the Government Development Bank of the Commonwealth of 
Puerto Alco. 

Cash balance recogllzed 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 coostruction of permanent 
Improvements. This sinking fund Is maintained by the Governmental 
DeVelopment Bank of Puerto Rico, agency which acts as the insurer and 
payer of the Municipality's boods and notes issued in accordance with 
law. 

F. Receivable 

Receivable are staled nets of estimated allowances for uncollectible 
accoonts, which are detennined upon past collection experience and 
current economic conditions. Receivable from Federal Government 
represents amounts owed to the Municipality for reimbursement of 
expenditures Incurred pursuant to federally funded programs. 

G. Inventories 

The General, Special Revenue and Capital Project Funds, purchases 
office and printing supplies, gasoline, oil and other expendable supplies 
held for consumption. The cost of purchases is recorded as expenditure 
in the appropriate fund and the Inventory is not recorded In the basic 
financial statements. Only Inventory medicine and medical supplies of the 
lsabelina Advance Medical Center in the amount of $174,956 are 
Included in the financial statements. 

H. Capital Assets 

Property, plant and equipment purchased or acquired is carried at 
historical cost or estimated historical cost Contributed assets are 
reco(ded at fair market value as ol the date received. The Municipality's 
capitalization levels are $500 oo personal property. For improvements 
other than buildings, the capital outlay must be greater than $10,000, 
extend the estimated useful life for ten years, and be greater than 10% of 
the orlgnal cost of the asset. Other costs Incurred for repaiis and 
maintenance is expensed as iru:urred. 

Depreciation on all assets is provided on the slralght·line basis over the · 
following estimated useful lives: (See Table 1) 

TASlE1 
CAPITAL AsSETS 

Buildings 
Improvement Other Than Buildings 
Infrastructure 
Vehicles 
Machinery and Equipment 

YEARS 

50 
50 

10·50 
5 

5-10 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

NOTE 1 SUMMARY OF SIGNIRCANT 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 ot 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 d the sick 
leave tenninates all rights for compensation, except for employees with 
ten years of service who are entiHed to sick leave pay up to 1he maximum 
allowed. The Municipality accrued a liability for compensated absences, 
Which meet the following criteria: 

1. The Municipality's obligation relating to empl<7jee's 
r1ghts 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 thecompensatlon is probable. 

4. The amount can be reasonably estimated. 

In accordance with the above criteria and requirements as established by 
GASBS No. 16; the Municfpallty has accrued a liability for compensated 
absences, which has been earned but not taken by Municipality's 
employees. For the government-wide statements, the ourrent 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-term and therefore, are not a fund liability and represeris 
a reconciling Item betWeen the fund level and government-wide 
presentations (see Note 7), 

J. Insurance 

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

K. lnterfund Transactions 

lnterfund transactions are reflected as loans, reimbursements or 
transfers. Loans are reported as recelvables 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 intetfund 
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 
reseives 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 former. Reserves for debt service and 
other specific purposes are examples of the latter. 

M. Claims and Judgments 

The estimated amount of the llablllty for claims and judgments, if any. 
which is due on demand, such as from adjudicated or settled daims, is 
recorded in the General Fund. The Long-Term Liabilities includes an 
amount estimated as a contingent liablUty or liabilities with a fixed or 
expeded due date, which will require future available financial resources 
for its payment. 

N. Use of Estimates 

The preparation of the basic financial statements in conformity 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. 

NOTE 2 CASH, CASH EQUIVALENTS AND INVESTMENTS 

Investments consist of certlf1CStes of deposit. The Municipality's cash, 
cash equivalentand investments at year-end were entirely covered by the 
Federal Deposit Insurance Corporation (FDIC) coverage, up to a 
maximum of $100,000 in each bank, and the excess by collateral 
provided by the banks and held by the Department of the Treasury 
pursuant the applicable laws and regulations. Cash with fiscal agent is 
maintained in interest bear1ng accounts in the Government Development 
Bank of Puerto Rico and is not collateralized. 

Puerto Rico laws authorize governmental entities to invest in direct 
obllgatlons or obligations guaranteed by the federal govemment or the 
Commonwealth of Puerto Rioo. The Municipality is also allowed to 
invest in bank acceptances, other bank obligations and certmcates of 
deposit in financial instltutioos authorized to do business under the 
federal and Commonwealth laws. 

continue. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2004 

NOTE 2 CASH, CASH EQUIVALENTS AND INVESTMENTS 
{continuation) 

During the year, the Municipality invested its funds in interest bearing 
bank accounts and short-term certificates of deposit As June 30, 2004, 
the market value of investments recorded In General Fund approximated 
its carrying value as follow: (See Table 2) 

CERTJF1CATE TASLE2 
OF DEPOSIT PRINCIPAL IHTEllEsT ExPIRATION 
ISSUED BY NUMBER AMOUNT RATE DATE 

Popular Bank of Puerto Rico ... 1110000023 $1,031,537 1.80% 08-07-04 
Popular Bank of Puerto Rico ... 1110000025 469,860 1.80% 08-09-04 
Popular Bank of Puerto Rico ... 1110000026 313,535 1.80% 08-09-04 
Popular Bank of Puerto Rico .•. 1110000027 1,735,841 1.60% 09-07-04 
Popular Bank of Puerto Alco ... 1110000031 207,132 1.80% 12-09-04 
Pq>olar Bank of Puerto Rico ... 1110000032 209,617 1.80% 12-09-04 
Popular Bank of Puer1o Rloo ... 1110000033 1,000,000 1.60% 09-13-04 
Popular Bank of Puer1o Rico ... 1110000034 301,180 1.55% 09-13-04 
Popular Bank of Puerto Rico ... 1110000035 7QQ,QQQ 1.80% 12·15-04 

TOTAL .................................. $qS!!§Z02 

NOTE 3 OTHERS RECEIVABLES 

As of June 30, 2004, this amount consist of the following: (See Table 3) 

TABLE 3 

Levy - Villa Pesquera Apartment ....................... .. 
PR Treasury Department.. ................................... . 
Patents .................................................................. . 
Construction Taxes .............................................. . 
Plaza del Mercado ............................................... . 
Other (Special Funds) .......................................... . 
Interests .............................................................. .. 
Christmas Bonus .................................................. . 

TOTAL ......................................................... . 

NOTE 4 INTERFUND TRANSFER AND BALANCES 

A. INTERFUND TRANSFERS 

AMOUNT 

$101,870 
107,660 

7,671 
120,000 

4,128 
11,530 
15,429 

150,589 

$51Ban 

Transfers are Indicative of funding for capital projects or debt service, and 
subsidies of various operations. (See Table 4) 

INTERFUNDTRANSFERSWITHINTHEGOVERNMENTALFUNDS TABlE4 

SouRCES 

Debt service Fund 
General Fund 

TOTAL 

TFIANSfER TO 

General Fund 
Debt Service 

AMOUNT 

$ 9,898 
~ 

~ 

PURPOSE 

Interests 
Debt payment 
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B. INTERFUND RECEIVABLE AND PAYABLE BALANCES 

lnterfund receivables and payables at June 30, 2004 are summarized as 
falows: (See Table 5) 

INTERFUND 
RECEIVABLE 

General Fund 
General Fund 

TOTAL 

INTERRJND 
PAYABlE 

TABLES 
AMOUNT 

SBGP $112,610 
Other Govemmental Fund ~ 

~ 

NOTE 5 DUE TO COMMONWEAL TH GOVERNMENT 

As of June 30, 2004, balance due to Commonwealth of Puerto Rico's 
entities of the General Fund for services rendered to the Municipality, 
consists of the following: (See Table 6) 

TABLE 6 AMOUNT 

Department of Labor .......................... .......... ..... $435,253 
PA Aqueduct and Sewer Authority.................... 4Q.554 

Total Due to Governmental Units............. $475 807 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2004 

NOTE 6 CAPITAL ASSETS 

Capital Assets activities tor the fiscal year ended June 30, 2004 was as 
follows: (See Table 7) 

T ABLE7 BALANCE 

JULY1, 

DESCRIPTION 2003 

Non-Depreciable Capital Assets: 
Land .................................................................. $ 1,537,443 
Constructioo in Progress .................................. 

Total Non-Depreciable Capital Assets .............. 1,§a7,443 

Depreciable Capital Assets: 
Buildings ................................................ , .......... 9,331,733 
Buildings Improvements ................................... 
Infrastructure ..................................................... 9,411,504 
Machinery and Equipment.. .............................. s1a2.sai 
Total Depreciable Capital Assets ...................... 24,~75,Zf!il 

Less Accumulated Depreciation: 
Buildings ........................................................... (907,7&) 
Buildings Improvements ................................... 
Infrastructure ..................................................... (1,092, 182) 
Machinery and Equipment ................................ (1,810,528) 

Total Aooumulated Depreciation ....................... (3,810,197) 

Total Depreciable Capital Assets (Net) ............. 20,§!25,200 

CAPITAL ASSETS, NET ................................ $22~~ 

Depreciation expenses were charged to goverrmental 
functions/programs as follows: (See Table 8) 

TABLES 

General Government ....................................................... . 
Public Safety ......................................... , ...................... , ... . 
Public Works and Sanitation ........................................... .. 
Health ............................................................................... . 
Culture and Recrealloo .................................................... . 
Housing, Welfare and Community Development... ......... .. 
Education ........................................................................ .. 

AAtOUHT 

$ 42,575 
63,015 

389.476 
1,831 

159,402 
14,179 
2.516 

Total Depreciation Expenses ................................... $672 994 

NOTE 7 GENERAL LONG-TERM DEBTS 

A. GENERAL AND SPECIAL OBLIGATIONS PAYABLE 

The principal long-term obligations. of the Municipality are general and 
special obligations notes Issued to Rnance the construction and 
improvements of public facilities and purchase of equipment The 
Munlclpallty's obligations long·term debt retirements are appropriated 
and paid from resources accumulated in the Debi Service Fund (See 
Note 8). The special obligations long-term notes retirements are paid 
through retention made by the Municipal Revenue Collection Center from 
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8AUNCE 

JuNE30, 
Al>JuSTMENTS AoomoNS RETIREMENTS 2004 

$ 292,500 $ 1,838,646 $ $ 3,668,589 
~.ll60 3.l~atl~ 3.181.224 
~.~ 4,9Z2,91Q 6,849,813 

(14,800) 9,316,933 
428,546 428,546 

621,539 (282,046) 9,750,997 
{112,856) 270,754 '15,341) 5.a75,077 

300,890 a92.~ {29Z,387) 25,371,553 

264 {167,705) (1,075,228) 
(3,597) (3,597) 

(2) {170,767) 39,444 {1,223,507) 
78,284 (3aQ,925) §,645 (2,056,524) 

78,546 {672,994) 46,089 £4,958,856) 

37!!,436 219,299 £251,298) 21,01~,697 

~ Zl8896 $ 5192209 ($ 251 298) $27.862510 

monthly advance of annual property tax and subsidy send to the 
Municipality. 

General and Special obligallais payable as of June 30, 2004, are 
comprised of the following individual issues: 

DESCAIP110N 

General ObllgaHons: 

$905,000, Series 2000, for construction puqioses, 
payable in semiannual Installments ranging from $20,000 to 

AMOONT 

$40,000, exeludfng Interests at 2.8%, through JIAy 1, 2010 ............... $ 235,000 

$525,000, Series 1996, for construction purposes, 
payable in semiannual lost.aliments rangng from$13,000 to 
$36,000, excludfng Interest at 4.soo/., through Januaiy 1, 2021 
(Water and Wasta Disposal Loal\S and Grants) ............................... .. 

$410,000, Series 1999, for oonstruciioo purposes, 
payable i'l annual iistalhlenls ranging from $11,000 lo $29,000, 
excluding interests at 4.50%. through Januaiy 1, 2024 

433,713 

(Waler and Waste Disposal Loal\S and Grants)................................. 384,650 

$3,455,000, Series 2001, for operational purposes, 
payable in semJannual Installments rangilg from 
$45,000 lo $289,000, excluding lntel&sls 5.0% 
through July 1, 2026................................................... ......................... 3,355,000 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2004 

NOTE 7 GENERAL LONG-TERM DEBTS (continuation) 

llEsCRIPTION AMOUNT 

$985,000, Serles 2001, for eqi4lment, payable in 

C. CHANGES IN GENERAL LONG-TERM DEBTS 

The following is a summary of changes in long-term debts for the year 
ended Jllle 30, 2004: (See Table 11) 

semiannual lnslalments ranging from $170,000 
to $230,000, excluding lnteres1s from 2.8% to TABU:11 BALAHCE RETIREMEHlS BALANCE AUOUHTS AMOUNTS 

3.21%, through JUiy 1, 2006..................................... $ 635,000 JULY1, NEW AHD JUNE30, OUEWITHIN DuEAmR 
DEscRIPllON 2003 lssuES AllJuSTllENT 2004 ONE VEAR NEXT VEAR 

$1.S1 o,ooo, Serles 2001, for equipment payable 
In semlaMual Installments ranging from $20,000 
to $65,000, excludilg variable Interests from 

General .......... $ 6.206,000 $ ($ 587,637) $ 5.618,363 $ 585,000 $ 5,033,363 
Special.. ......... 1..225,000 (150,000) 1,075,000 150,000 925,000 

4.375% to 8.0%, lhrough July 1, 2015 ..................... 575,0QQ 
Olhers Debts • ~.l.1a.~~ §Q~.l!!§ (§Z,Z§§l 6,m~ 3fil:,OO~ 5,~2.§63 

Total General Obrrgations....................................... 5.618.363 
TOTAL ......... 1131~~ a flOl! 11!!! I.a 825~) 112 93-'3 2~1 s j l2;g 00§ SU .Bll 22§ 

Special Obllgatlons: 

$505,000, Series 1993, for qierallonal purposes, 
payable In semiannual Instalments ranging from 
$20,000 lo $65,000, exckJdlng variable interes!s 
from4.375% to8.00%, 1hroughJuly 1. 2009........... 285,000 

$1, 160,000, Series 1999, for coostructlon puiposes, 
payable in semiannual inslallments ranging from 
$80,000 lo $155,000, exclud'ing interesls at 7.08%. 
lhrough July 1, 2009 ................................................. 790,QOO 

Tola! Special Obfigallons........................................ 1,075.QOQ 

Total General and Special Obligations .. -·-- SB 693 363 

The annual requirements to amortize the general and special obligations 
outstanding as of June 30, 2004 are as follows (See Table 9): 

TABlE9 
YEAR ENDING PRINCIPAL lm:EREST TOTAL 

JUNE30, PAYMENT PAYMENT PAYMENT 

2005 $ 705,000 $ 136,878 $ 841,878 
2006 795,000 333,237 1,128,237 
2007 531,000 347,793 878,793 
2008 322,000 320,452 642,452 
2009 344,000 299,098 643,098 

2010-2015 986,000 1,216,625 2,202,625 
2016-2021 942,000 937,155 1,879,155 
2022-2027 1,231,713 573,630 1,805,343 
2028-2033 836,650 125,805 962,455 

TOTAL $ 66933§3 $ 42QQ673 $10984.036 

B. OTHER LONG·TERM DEBTS 

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

TABLE10 BALANCE RETIREMENTS 
JULY1, NEw AND 

DesCAIPTION 2003 ISsUES ADJUSTMENT • 

Landfil! .• m . .......................................... $4,000,000 $ 179,340 ($ 456,551) 
Property Taxes - MACC .................... 332,275 
Christmas Bonus. ............ ._ ................ 324,219 
PR Aqueduct and Sewer Authority .... 105,629 (46,706) 
MRCC·LIMS ....................................... 416,394 
Compensated Absences .................... l,718,445 ~~.1rn 

TOTAL ............................................. S5ZJ8 445 ~ §Q!l JS§ (i BZZ!i!l) 
• As adjusted (see Nole 15) 
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NOTE 8 DEBT RETIREMENT 

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

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

NOTE 9 PROPERTY TAXES 

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

The property tax contribution is levied each year over the appraised value 
of the property at the beginning of the calendar year. The real property 
assessment Is based on the current value existing in the year 1957 and 
the personal property al the current value at the date of the assessment 

The tax rate per annum is 7.53% for real property and 5.83% for personal 
property of which 1.03% of both belong to the Commonwealth of Puerto 
Rico and 6.00% and 4.00%, respectively, beloogs to the Municipality. 
From the portion belonging to the Municipality, 6.00% and 4.00%, · 
respectively, represents the Municipality's basic tax rate that Is 
awropriated for general purposes and therefore accounted for through _ 

the general fund. 

BALANCE 
The remaining portion belon{jng to the Municipality of JOHE30, 

2004 1.50% represents the ad-valorem property taxes withheld by 

$3,722,789 
the Municipal Revenue Collection Center of the 
Commonwealth of Puerto Rico and restricted for debt 332,275 
service, which is accounted for through the debt service 324.219 

58,923 fund (See Note 8). The Municipality has reached the 
416,394 maximum statutory tax rate limit for the basic tax while there 

1,3§5,2§§ ls no limitation for the ad-valorem tax rate. 

$6239868 

continue 
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NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30. 2004 

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 recei\les the 
full amount levied, except tor 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 wtth an annual 
net sales volume of less than $150,000. The Municipal Revenue 
Collection Center advances to the Munlcipalfty, 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 Municipal Revenue 
Collection Center periodically informs to the Munlclpallty 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, 2004, the 
Debt Service Fund presented a receivable of $48,620 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 prior year's 
gross revenues for all commercial and industrial organizations dOing 
business in the Municipality and which are not totally or partially exempt 
from lhis tax under the Industrial Incentives Laws of the Commooweallh 
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 yeari applicable to the next fiscal year, are recorded as deterred 
revenues in the General Fund. 
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NOTE 11 INTERGOVERNMENTAL REVENUES 

Intergovernmental revenues consist primarily of funds received from the 
Commonwealth of Puerto Rico, in lieu of tax" payments from the quasi· 
public corporation, Puerto Rico Electric Power Authority, and federal 
financial assistance received from federal government, 

Grants and subsidies received from the Commonwealth of Puerto Rico 
and federal agencies Include, among others, a general subsidy for urban 
development and capital Improvements. Intergovernmental revenues are 
accounted for through the General Fund except for those directly related 
to urban development and capital improvements, which are accounted for 
through the Special Revenue and the Capital Project Funds. Federal 
Rnancial 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 
or Puerto Rico. The ERS was created under the Ad. 447, approved on 
May 15, 1951, as amended, and became effective on January 1, 1952. 
EAS covers all regular employees of the Commonwealth of Puerto Rico 
and its instrumentalities and of certain municipalities and components 
units not covered by their own retirement systems. 

Participation Is mandatory except for members of the Legislature, 
Government SecretaJies, Head ot Agencies and Public Instrumentalities, 
Assistants to the Governor, the Comptroller of the Puerto Rico, 
Gubernatorial Board and Committee appointees and Experimental 
Service Statton employees. ERS provides retirement, death and disability 
benefits. Disability retirement benefits are avallable 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 rnulliple-employer public 
employee retirement system, established by Stale Laws. 

Under the plan, the employees and employer porttOi'ls 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 or monthly salary plus 8.Z75% tor 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 Ad. Number 
447 that establish a savings program. All employees active in the system 
as of December 31, 1999 may elect to transfer from define contribution 
programs to the new savings program (a defined contribution plan). 
Employees In the savings program may now contribute from a minimum 
of B.275% up to a maximum of 10% of their monthly salary, and Will 
invested In an account which will either: (a) earn a fixed rate based on the 
two-year Constant Maturity Treasury Note or, (b) earn a rate equal to 
75% of the retum of the System's Investment portfolio (net of 
management fees). or (c) earn a combination of both alternatives. 

continue 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FINANCIAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30 2004 

NOTE 12 EMPLOYEE'S RETIREMENT PLAN (continuation) 

If at time of retirement accumulated benefits amount to $10,000 or less 
may elect to receive a lump sum distribution up to the accumulated 
benefits. Under the new program the retirement age is reduced from 65 
to 60 for those employees who joined the current plan on or alter April 1, 
1990. 

The pension benefit for participants who retire with less than 30 years of 
service is computed at the rate of 1Y2% of their average compensation of 
each year of credit service for the remaining years. The System also 
provides for death and disability benefits and the assets of the System 
pertaining to the participant employees. 

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

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

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

All employees that do nd elect to transfer for the new program and who 
at the time of employment are 55 years old or less are eli{jble to 
participate In the System. Pension benefits for participants with 30 years 
of service are as follows (See Table 12) 

YEARS PARTICIPANT'S 

Contributions in 2004 and prior years were made based on percentages 
established by the law. Such percentage has not been based on actuarial 
studies, as required by accounting principles generally accepted In the 
United States of America. An actuarial compilation of the annual 
contribution applicable to the Municipality has not been prepared. 
Atcortfingly, the accounts by which the actual contributions differ from the 
required actuarial contributions are not known. 

The total pension expenditures recorded in the category of administration 
for the F1Scal Year Ended June 30, 2004 was approximately $268,248. All 
employees who at the time ot employment are 55 years old or less are 
eligble to participate in the System. No benefit is payable if the 
participant receives a refund of his accumulated contributions. 

The historical trend information regarding the accumulation of assets and 
pension benefit obligation In the ERS is not avallable. For the teo·year 
trend Information, refer to the separately issued financial statements of 
the ERS as of and tor the fiscal year ended June 30, 2004. The P.R. 
Retirement Plan Administtatlon provides additional 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 tile Commonwealth of Puerto Rico. That report may 
be obtained by Writing to the Administration at PO Box 42003, Minillas 
Station, San Juan, PR 00940. 

NOTE13 ESTIMATED MUNICIPAL SOLID WASTE LANDFILL 
CLOSING COSTS 

TABLE12 
OF SERVICE AGE PENSION BENERTS 

State and Federal laws and regtilations require 
the Municipality to place a final cover on its 
landfiR when closed and perform certain 
malntenanoe and monitoring function at the 
landfUI site for thirty years after closure. In 
addition to the operating expenditures related to 
current activities of the landfill, an expense 
provision and related liability are being 
recognized based on futures closure and post· 
closure care costs that will be incurred near or 
alter the date the landfill no longer accepts 
waste. The Municipality has performed a study 

30 or more 55orless 65o/o 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. 

30or more 65 or more 75% of the average of the three years of highest salary during 
the employee's service period (employees started working after 
April 1, 1990). 

The amount of the total pension benefit obligation Is based oo a 
s~dardlzed measurement established by GASBS No. '21, Financial 
Reporting for Defined Benefit Pension Plans and Notes Disclosure for 
Defined Contributions Plans. The standardized measurement Is the 
actuarial present value of estimated defined pension benefits, adjusted 
for the effects of projected salary increases and step-rate benefits, 
estimated to be payable in the future as a result of employee services 
performed to date. The measure Is intended to help users assess the 
System's funding status on a going-concern basis, assess progress made 
in accumulating sufficient assets to pay benefits when due, and make 
comparisons among other public retirement systems. The measure is 
independent of the actuarial funding method used to determine 
contributions to the plan. 

The membership of retirees and beneficiaries currenUy receiving benefits 
and terminated employees entitled to benetiis, but not yet receiving 
benefits, and active employees and the distribution ot active employees 
between vested and non-vested Is not readily available. 
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of the activities that need to be implemented at 
the Municipality's landfill to comply with applicable laws and regulations. 
As result of this study, the Municipality has recognized. an estimated 
liability for future closure and post-closure care costs. 

The recognition of this liability is based on the amount of the landfill used 
during the year. The estimated liability for landfill closure and post-closure 
care costs has a discounted balance of $3,722,789 (based on a 6%· 
discount rate) as of June 30, 2004, which is based on 87% usage of the 
landfdl. It is estimated that an additional $800,000 will be recognized 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, 160,000) ls based on the amount that would be 
paid n all the equipment, faclltties and services required to close, monitor 
and maintain the landfill were acquired as of June 30, 2004. However, the 
actual cost of closure and post-closure care may be higher due to 
lnttation, changes in technology, or changes in landfill laws and 
reg.datioos. k. of June 30, 2004 the Municipality has not made 
contributions to finance closure and post-closure care costs. 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO THE BASIC FlNANClAL STATEMENTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

NOTE 14 CONTINGENCIES 

A. CLAIMS AND JUDGMENTS 

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

In addition, the Municipality Is a defendant or ~efendant In several 
legal proceedings, which are In discovery stage. Certain of these claims 
are covered by Insurance. Legal counsel wilh the information currently 
avallable can not determine the final outcome of these claims. 

B. FEDERAL GRANTS 

In the normal course of operations, the Municipality receives grants from 
various Federal and State agencies. The grant programs are subject to 
audit by agents of the granting authority, the purpose of which is lo 
ensure compliance with conditions precedent to the granting of foods. 
Any liability for reimbursement which may arise as the result d these 
audits Is not believed to be material. 

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. As part of 
the implementation of the new standards, during the current fiscal year 
2003-2004, the Municipality continued the documentation a capital 
assets not prevlously reported and lhe Inventory of Infrastructure. 

The other adjustment corresponded to the receivable and payables not 
previously identified. 

Table 13 reconciles the June 30, 2003 Net Assets/Fund Balance, as 
previously reported to Beginning Net Assets/Fund Balance as restated, 
July 1. 2003. 

NOTE 16 FUTURE ADOPTION OF ACCOUNTING 
PRONOUNCEMENT 

The Governmental Accounting Standards Board (GASS) issued GASBS 
No. 42, Accounting and Flnancia/ Reporting for lmpainnent of Capital 
Assets and for Insurance Recoveries, which is effective tor fiscal year 
begnning after December 15, 2004. Ear1y application Is encouraged. The 
Municipality has not adopted the requirement of this statement Other 
two pronouncements are issued (GASBS Nos. 43 and 44), but do not 
apply to the Munlclpallty. 

END OF NOTES 
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Table13 
Govemmental·Wlde 

Net Assels, as Previously Reported, 
June 30, 2003 ....................... _ ..................................... . 

Adjustment lo Accounts Payable .................................. -
Adjustment to Accounls Recelvable ............................... . 
Property Tax Doubtful Accounts ..................................... . 
Municipal Solid Wa.ste LandflU Debt. ............................. .. 
Compensated Absences ....................... .......................... . 
MRCC - LIMS Debt ........................................................ . 
Deferred Revenue - Farmer Home ................................ . 
Deferred Charges 2003 .................................................. . 
Adlusbnent to C8pftal Assets .......................................... . 

Beg!mlng Net Assets, as Restated, ,July 1, 2003 .......... . 

NET ASSETS 

$18,072,n8 

(617,907) 
2,415 

(471,071) 
456,551 
233,179 

(459,327) 
208,701 
31,140 

718,896 

s1a us3ss 

Govemmental Fund GENSW. FUND OllEI FUNDS 

Fund Balance, as Previously Reported, 
June 30, 2003 .............. - ........ - ....... .. $ 4,335,843 $ 509,683 

Ad)Jstment to Accolllts Payable .......... .. (487.007) 57,830 
AcfJJslment to Acoolrlts Receivable .. - .. 121,364 

Beglnr'q Fund Balance, as Restated, 
Jt.:ly 1, 2003 ...................................... ,_ s 3910900 s 5§151a 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

REQUIRED SUPPLEMENT ARY INFORMATION 
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

BUDGET AMOUNTS 
ORIGINAL FINAL 

REVENUES: 

Property Taxes ........................................................... . $ 3,650,964 $ 3,n5,n9 
Municipal License Taxes ............................................ . 1,583,990 1,952,236 
Intergovernmental ...................................................... .. 4,214,252 5,400,076 
Fees, Fines and Charges for Service ......................... . 494,600 1,114,475 
Interests ...................................................................... . 53,500 51,800 
Miscellaneous ............................................................ .. 2,400 18,700 

Total Revenues (Inflows) ........................................ . ~.999,7Q§ l2.3l3,Q66 

EXPENDITURES: 

General Government .................................................. . 4,971,666 5,919,376 
Public Safety ............................................................... . 918,579 943,424 
Public Works and Sanitation ...................................... .. 2,182,944 2,231,420 
Culture and Recreation ............................................... . 510,166 717,300 
Health .............. , ......................................................... .. 572,686 575,086 
Housing, Welfare and Community Development ....... . Z00,865 !}Q2,115 

Total Expenditures (Outflows) ................................. .. 9,936,906 1j,189,~1 

Excess of Revenues Over Expenditures .................. . 62,800 l.124,045 

Other Financing Sources (Uses): 
Transfer-in ............................................................... .. 62,800 87,0'lJ 
Transfer-out ............................................................. .. (1,210,oag) 

Other Financing Sources (Uses) ............................. .. (1, 123,005) 

BUDGETARY FUND BALANCE, JUNE 30, 2004 ...... I $ l,040 

See accompanying Notes to Required Supplementary Information. 
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ACTUAL AMOUNTS 
(BUDGETARY BASIS) 

(SEE Non: A) 

$ 3,950,588 
2,057,207 
5,232,245 
2,174,558 

44,099 

13,558,6~7 

5,532,223 
757,690 

2,021,611 
666,474 
552,952 
:ZV.!116 

1Q,258,766 

3,299,231 

87,027 
(1,201,482) 

(1, 114,455) 

I 21J§~1~76 

VARIANCE WITH 
FINAL BUDGET 

POSITIVE (NEGATIVE) 

$ 174,809 
104,971 

(167,831) 
1,060,083 

92,299 
(1a,Z2Q) 

1,245,631 

387,153 
185,734 
209,809 
50,826 
22,134 
:Z4,599 

930.255 

2,175,886 

8,550 

8,550 

$ 2118U36 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

BUDGETARY COMPARISON SCHEDULE- GENERAL FUND 
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

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

Actual Amounts (Budgetary Basis) "Available for Appropriation" from the 
Budgetary Comparison Schedule (See Page 34) .................................................................................... .. 

Budget to GAAP Timing Differences: 

Non budgeted funds recorded as revenues for financial reporting purposes ............. , ................................ .. 

Non budgeted funds recorded as expenditures for financial reporting purposes ......................................... . 

Non budgeted transfers in ............................................................................................................................ . 

Non budgeted transfers out ......................................................................................................................... . 

Revenues recorded for financial reporting purposes but not in budgetary basis .......................................... . 

Revenues recorded in budgetary basis but not for financial reporting purposes .......................................... . 

Expenditures recorded for f tnancial reporting purposes but not in budgetary basis .................................... .. 

Expenditures recorded in budgetary basis but not for financial reporting purposes ..................................... . 

Current year encumbrances recorded as expenditures for budgetary reporting purposes .......................... . 

Net Change in Fund Balance (See Page 21) ............................................................................................ . 

END OF THIS SECTION 
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$ 2,185,476 

6,139,003 

(3,932, 110) 

1,660,141 

(599,936) 

462,615 

(60,000) 

(132,591) 

146,133 

179,060 

$ 6.047.791 



PART II 

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

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 FISCAL YEAR ENDED JUNE 30 2004 

FEDERAL GRANTOR /PASS THROUGH 
GRANTOR /PROGRAM OR CLUSTER TITLE 

U.S. Department of Agriculture: 

Pass-Through PR Department of Education: 

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 - Office of the 
Commissioner of Municipal Affairs 

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

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

U.S. Department of Justice: 

Pass Through PA Department of Justice: 

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

U.S. Department of Transportation - National Highway 
Traffic Safety Administration: 

Pass Through PR Department of Transportation - (Traffic 
Safety Commission): 

State and Community Highway Safety ................... .................. .. 

U.S. Department of Health and Human Services: 

Head Start Program ................................................................... . 

Pass Through Administration of Children and Families: 

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

Total U.S. Department of Health and Human Services .......... .. 

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

FEDERAL 
CFDA 

NUMBER 

10.558 

14.871 

14.228 

16.592 

20.660 

93.600 

93.575 

The accompanying Notes to Sche<*Jle of Expendkures of Federal Awards are an inlegral of this Sche<*Jle. 
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PASS-THROUGH 
ENTITY IDENTIFYING 

NUMBER 

NIAV 

NIA 

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

94-AF-FD-32 

NIAV 

NIAV 

NIA 

NIA 

FEDERAL 
ExPENDmJRES 

s 19.4n 

391,881 

1.613.101 

2.004,982 

59.073 

7,739 

516,814 

190.473 

707.287 

$2798558 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

NOTE1 

NOTE2 

NOTE3 

NOTE4 

NOTES 

NOTES 

GENERAL 

The accompanying Schedule of Expenditures of Federal Awards Includes the federal grant activities of the Municlpality of 
lsabela, Puerto Rico. The lnfoonatlon In this Schedule Is presented in accordance with 1he requirements of OMS 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 direcUy from federal 
agency as well as federal financial awards passed-through CXher government agencies are included on the Schedule. 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

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

S. The Municipality In accordance with the terms recon:ts 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 recogiized in the accounting period in which the liabillty 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 
lnfoonation and the Office of Management and Budget's 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 

In determining the value of total noncash awards expended for loans and loan guarantees, the balances of loans from previous 
years must be included If the federal government imposes continuing compliance requirements. OMS Circular A-133 does not 
speclfically define the term continuing compliance requirements. Therefore, it is a matter of Judgment as to whether continuing 
compliance requirements are siglificant enough to require inclusion of prior-year loan or loan guarantee balances. The 
Municipality of lsabela, Puerto Rico had the followlng outstanding balance at June 30, 2004 for Water and Waste Disposal 
loans Programs. For these loans the granter does not impose continuing compliance requirements, as described on the OMS 
Circular A-133. Therefore, the prior year balances are not considered expencfrtures on the Schedule of Expenditures of Federal 
Awards. The amount presented in the Schedule, represent federal expenditures according to modttied accrual basis of 
accounting (see Note 2). The loans outstanding balances were included in the Long-Term Liabilities of the Statement of Net 
Assets. 

PROGRAMTITl.E 

Waler and Waste Disposal Loans and Grants ........................................ . 
Waler and Waste Disposal Loans and Grants ......................... ~ ............. . 

MAJOR PROGRAMS 

FEDERAL CFDA 
NUMBER 

10.770 
10.770 

AMOUlllT 
OUTSTANDING 

$384,650 
433,713 

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

END OF NOTES 
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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 INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON 
COMPLIANCE AND OTHER MAmRS REQUIRED BY GOVERNMENT AUDmNG STANDARDS 

To the Honorable Mayor and 
Members of the Municipal Legislature 

Municipality of lsabela, Puerto Rico 

We have audited the financial statements of the governmental activities, each major fund, and the aggregate 
remaining fund information of Munlclpaltty of lsabela, Puerto Rico (Municipality), as of and for the fiscal year 
ended June 30, 2004, which collectively comprise the Municipality's basic financial statements and has issued our 
report thereon dated January 17, 2005. 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. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Municipality's internal control over financial reporting in 
order to determine our auditing procedures for the purpose of expressing our opinions on the financial statements 
and not to provide an opinion on the internal control over financial reporting. Our consideration of the internal control 
would not necessarily disclose all matters in the internal control over financial reporting that might be material 
weakness. A material weakness is a reportable 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 1hat misstatements caused by error or 
fraud in amounts that would be material in relation to the financial statements being audited may occur and not be 
detected within a timely period by employees In the normal course of perfonning their assigned functions. We noted 
no matters involving the internal control over financial reporting and its operation that we consider to be material 
weaknesses. 

Compliance and Other Matters 

As part of obtaining r.easonable assurance about whether the Municipality's basic financial statements are free of 
material misstatement, we pertormed tests of its compliance with certain provisions of laws, regulations, contracts 
and grant agreements, 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 or other matters that are required to be reported under Govemment Auditing Standards. 
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON 
COMPLIANCE AND OTHER MATTERS REQUIRED BY GOVERNMENT AUDITING STANDARDS 
Page2 

This report is intended solely for the information and use of the management, the Honorable Mayor and Members of 
the Municipal Legislature, 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. 

cPr+ ~~~~,(fsc, 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2007 

Caguas, Puerto Rico 
January 17, 2005 
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CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 

TEL (787) 746-0510 
FAX (J87) 746-0525 

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH 
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133 

To the Honorable Mayor and 
Members of the MuniGipal Legislature 

Munlclpallty of lsabela, Puerto Rico 

Compliance 

We have audited the compliance of the Municipality of lsabela, Puerto Rico (Municipality) wtth the types of 
compliance requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133 
Compliance Supplementthat are applicable to each of its major federal programs tor the fiscal year ended June 30, 
2004. The Municipality's major federal programs are identified in the summary of auditors' result section of the 
accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of laws, regulations, 
contracts and grants awlicable to each of its major federal programs is the responsibility of the Municipality's 
management. Our responsibility is to express an opinion on the Municipality's compRance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States 
of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non­
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above 
that could have a direct and material effect on a major federal program occurred. An audit includes examining, on a 
test basis, evidence about the Municipality's compliance with those requirements and performing such other 
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 detennination on the Municipality's compliance with those 
requirements. 

In our opinion, the Municipality complied, in all material respects, with the requirements referred to aoove that are 
applicable to each of its major federal programs for the fiscal year ended June 30, 2004. 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 04-111-02 through 04-111-11. 

Internal Control Over Compliance 

The management of the Municipality 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 audi~ 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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We noted certain matters 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 item 04-111-01through04-111-07. 

A material weakness is a concfltion 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 caused by error or fraud that would be material in relation to a major federal 
program being audited may occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. Our consideration of the internal control over compliance would not necessarily 
disclose all matters in the internal control that might be reportable conditions and, accordingly, would not necessarily 
disclose all reportable conditions that are also considered to be material weaknesses. However, we believe that none 
of the reportable conditions described above is a material weakness. 

This report is intended solely for the information and use of the management, the Honorable Mayor and Members of 
the Municipal Legislature, 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. 

CPR ~~~ ,GrJt 
CPA DIAZ-MARTINEZ, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2007 

Caguas, Puerto Rico 
January 17, 2005 

2021928 

• •, . A 
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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, 2004 

SECTION I -SUMMARY OF AUDITORS' RESULTS 

Financial Statements 

Type of auditors' report issued: 

Internal control over financial reporting: 

• Reportable condition(s) identified? 

• Material weakness(es) identified? 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over major programs: 

• Reportable condition(s) identified? 

• Material weakness (es) identified? 

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

Any audit finding disclosed that are required to be reported 
in accordance with Section 51 O (a) of Circular A-133? 

Identification of Major Programs: 

l&l Unqualified Opinion 
0 Adverse Opinion 

0 Yes 

0 Yes 

0 Yes 

l&l Yes 

0 Yes 

l&l Unqualified Opinion 
0 Adverse Opinion 

l&l Yes 

CFDANUMBER NAME OF FEDERAL PROGRAM OR CLUSTER 

14.228 
14.871 
93.600 

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

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

Auditee qualified as low-risk auditee? 

$300,000 

0 Yes 

0 Qualified Opinion 
0 Disclaimer Opinion 

l&l None Reported 

l&l No 

l&l No 

0 None Reported 

l&l No 

0 Qualified Opinion 
0 Disclaimer Opinion 

0 No 

l&l No 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

SECTION II- FINANCIAL STATEMENT FINDINGS 

NO MATTER IS REPORTED. 

46 

continue 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

fOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QuESTIONED COSTS 

NUMBER 04-lll-01 

HEAD START PROGRAM (CFDA 93.600) 
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES 

INTERNAL CONTROL 

ALLOWABLE COST/COST PRINCIPLES 

It was noted in our tests of Municipality's internal control over disbursement process, 
that supporting documents related to thirteen (13) issued checks were not stamped as 
paid, there was one (1) disbursement voucher without purchase order, five (5) vouchers 
did not have the invoices, and ten (10) vouchers did not have a receiving report. 

Code of Federal Regulations, 45 CFR, Part 74, Subpart C, Section 74.21(b)(3), state that 
recipients' financial management systems shall provide for effective control over and 
accountability for all funds, property and other assets. Addltional, regulation states that 
recipients shall adequately safeguard all such assets and assure them are used solely 
for authorized purposes. 

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

liabilities could be paid twice by the Municipality. The Municipality is not in compliance 
with Code of Federal Regulations, 45 CFR, Part 74, Subpart C, Section 74.21 (b)(3). 

Municipality should implement adequate procedures to ensure that all supporting 
documents of all disbursement transactions are stamped as paid in order to assure 
compliance with this requirement. 

None 

The Finance Department Director was instructed to verify the deficiencies related to the 
disbursement vouchers and orient each employee who contributed to this finding, of the 
importance of properly authorizing and canceling such documents. 

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, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWAAD FINDIN~ AND QuESTIONED COSTS 

NUMBER 04-111..02 

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

COMPLIANCE AND INTERNAL CONTROL 

ALLOWABLE COST/COST PRINCIPLES 

It was noted in our tests of Municipality's internal control over disbursement process, 
that supporting documents related to thirteen (13) issued checks were not stamped as 
paid. 

Code of Federal Regulations, 24 CFR, Part 24, Subpart C, Section 84.21 {b)(3), state that 
recipients' financial management systems shall provide for effective control over and 
accountability for all funds, property and other assets. Additional, regulation states that 
recipients shall adequately safeguard all such assets and assure them are used solely 
for authorized purposes. 

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

Liabilities could be paid twice by the Municlpallty. The Municipality is not in compliance 
with Code of Federal Regulations, 24 CFR, Part 24, Subpart C, Section 84.21 (b)(3). 

Municipality should implement adequate procedures to ensure that all supporting 
documents of all disbursement transactions are stamped as paid in order to assure 
compliance with this requirement. 

None 

Finance Director established strict procedures to ensure that all vouchers and receiving 
reports are processed, authorized and cancelled according to generally accepted 
accounting principles 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, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 04-111-()3 

HEAD START PROGRAM (CFDA NO. 93.600) 
U.S. DEPARTMENT OF HEALTH AND HUMAN RESOURCES 

COMPLIANCE AND INTERNAL CONTROL 

DAVIS-BACON ACT 

During our test we noted that the Municipality did not perform interviews to ensure that 
contractors paid prevailing wages according to Department of Labor. 

Davis-Bacon Act, as amended (40 USC 276a-276a·7). 

Municipality did not establish a process that ensures contractors paid prevailing wages 
as required by the act 

Municipality is not in compliance with Davis-Bacon Act (40 USC 276a-276a·7). 

We recommend management to develop a monitoring system that includes obtaining 
prevailing wage rates from the Department of Labor, the assignment of specific 
responsibility to one municipal employee to monitor contractors and subcontractors for 
compliance, obtaining contractor's payrolls and perform the interviews to contractor's and 
subcontractor's laborers accordingly to the established requirements. 

None 

Copy of the contractor's payroll was presented to the auditor. A procedure will be 
established for future reference. 

continue 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONe-O COSTS 

.FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED Cosrs 

NUMBER 04·111·04 

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

COMPLIANCE AND INTERNAL CONTROL 

ELIGIBILITY TEST 

During our Participant Ries Test we noted that two (2) 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 self-employment, payments of retirement income, and unearned income 
as referenced at 26 U.S.C. 6103. In addition, the consent form may authorize the 
collection of other information from applicants and participants to determine eligibillty 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 f amity of an assistance 
applicant or participant who is at least 18 years of age, and each family head and spouse 
regardless of age, 10 sign a release form. 

None 

On December 1, 2003, the Municipality appointed a Housing Inspector. Instructions 
were given in order to perform the required housing inspections prospectively from the 
date of his appointment. The Municipality continues to inspect and review all findings in 
the assigned housing units. 

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, 2004 

ANDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 04-111-0S 

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

COMPLIANCE AND INTERNAL CONTROL 

ELIGIBILITY TEST 

During our Participant Files Test we noted that Municipality did not assure that 
participants submit a third parties verifications regarding the family income and the family 
composition. 

Code of Federal Regulations, 24 CFR, Subpart K, Section 982.516 (a){2) stated that the 
Municipality must obtain and document in the tenants' file third party verification ot the 
following factors, or must document in the tenant file why third party verification was not 
available: (i) reported family annual income, (ii) the value of assets, (iiO expenses related 
to deductions from annual income and {iv) other factors that affect the determination of 
adjusted Income. 

Municipality does not maintain tenants' files as required by federal regulations in order 
to verify the information provided by the applicant or participants regarding the family 
Income and the family composition. 

Municipality is not in compliance with 24 CFR, Subpart K, Section 982.516 (a)(2). 

We recommend management to implement the necessary procedures in order to comply 
with program regulations. 

None 

Pending the Corrective Action Plan. 

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, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 04-111-o& 

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 Ries Test we noted that seven (7) participants' files did not have 
evidence of the Certificate of No Penal Record submitted by the family. 

Code of Federal Regulations, 24 CFR, Subpart L, Section 982.553 (a)(1-2) stated that at 
any time, the PHA may deny assistance to an applicant, or terminate assistance to a 
participant family if any member of the family commits a drug-related criminal activity; or 
violent criminal activity. 

Municipality did not assure that all participants submit a Certificate of No Penal Record. 

Is not possible for the Municipality to determine If the participant incur in this activities 
that can affect its eligibility. 

We recommend management to require each member of the family of an assistance 
applicant or participant who is at least 18 years of age to submit a Certificate of No Penal 
Record. 

None 

Pending the Corrective Action Plan. 

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

SCHEDULE OF FlNDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 04-lll-07 

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

COMPLIANCE AND INTERNAL CONTROL 

PROCUREMENT STANDARDS 

The model for construction contracts used by the Muntcipaltty did not contain the clause 
detailed for compliance with the provisions for Energy Policy and Conservation Act as 
required by the program regulation. 

Code of Federal Regulations, Subpart C, 24 CFR Section 85.36 (i) (1-13) stated that 
subgrantee's contract must contain provision in paragraph (i) of this Section. Federal 
agencies are pennitted to require changes, remedies, changed conditions, access and 
records retention, suspension of work, and other clauses approved by the Office of 
Procurement Policy. 

Federal Program and Finance Departments did not maintain appropriate procurement 
standard procedures, in order to assure that contractor complies with some 
requirements. 

Munlclpality is not in compliance with Subpart C, 24 CFA, Section 85.36 (i) (1-13) of 
OMB Common Rules. 

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

None 

Pending the Corrective Action Plan. 

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, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

NUMBER 04-111-08 

HEAD START PROGRAM (CFDA 93.600) 
U.S. DEPARTMENT OF HEAL TH AND HUMAN SERVICES 

COMPLIANCE 

SPECIAL TESTS AND PROVISIONS 

During our test we noted that the records of the employees did not have evidence of a 
signed declaration that includes the required information related to child abuse. 

Code of Federal Regulations, 45 CFR, Part 1301, Subpart D, Section 1301 .31, (c) (1-3) 
state that the Personnel policies must require that all prospective employees must sign a 
declaration prior to employment which lists: (1) All pending and prior criminal arrests and 
charges related to child sexual abuse and their disposition; (2) Convictions related to 
other forms of child abuse and/or neglect; and (3) All convictions of violent felonies. 

Personnel Department did not assure that all prospective employees sign the required 
declarations. 

Municipality is not in compliance with Code of Federal Regulations, 45 CFR, Part 1301, 
Subpart D, Section 1301.31, (c) (1-3). 

We recommend to management to implement internal control procedures in order to 
comply with this requirement. 

None 

The declaration will be included in the Personnel policies accordingly with the Code of 
Federal Regulations. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

fOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND QuESTIONED COSTS 

NUMBER 04-111-09 

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

COMPLIANCE AND INTERNAL CONTROL 

SPECIAL TESTS AND PROVISIONS 

During our Partk:ipant Flies Test we noted that fourteen (14) tenant's files do not 
documented the determination that the rent to owner is reasonable in accordance with 
the Municipality's administrative plan initially and during the contract term. 

Code of Federal Regulations, 24 CFR, Subpart D, Section 982.158 (f) (7) stated 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). 

Municipality does not implement procedures in order to document the reasonable rent 
to owner. 

Municipality is not in compliance with 24 CFR, Subpart D, Section 982.158 (f) (7). 

We recommended management to document the basis for the determination that the rent 
to owner is a reasonable rent (initially and during the term of the HAP contract). 

None 

At the present, Municipality management is documenting the reasonable rent at the 
moment of the inspection. The Municipality management is in the process of modifying 
the Administrative Plan for the Section 8 program. In February of 2005, the Municipality 
will be holding public hearings in order to establish an alternative rent reasonable test per 
sector or community. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

.FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

ANDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDmON 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINOO AND QUESTIONED COSTS 

NUMBER 04-111·10 

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 Flies Test we noted that two (2) participants' files do not have 
evidence of an initial unit inspection and eleven (11) do not have evidence of a periodic 
unit inspection. 

Code of Federal Regulations, 24 CFA, Subpart 0, Section 982.405 (a) stated that the 
Municipality must inspect the unit leased to a family prior to the initial term of the lease, 
at least annually during assisted occupancy, and at other times as needed, to determine 
if the unit meets the Housing Quality Standards. 

Municipality does not conduct initial and periodic inspections as required by the federal 
regulation. 

Municipality is not in compliance with 24 CFR, Subpart D, Section 982.405 (a) and 
Section 982.305 (b)(1)(1). 

We recommend management to conduct the Housing Quality Standards Inspections as 
established under federal regulation. 

None 

Municipality corrected the situation on the spot and faxed to auditor, document was 
misplaced. The Municipality will correct immediately this situation. 

continue 
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MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

fOR THE FISCAL YEAR ENDED JUNE 30, 2004 

FINDING 

FEDERAL PROGRAM 

REQUIREMENT 

NONCOMPLIANCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

SECTION Ill - FEDERAL AWARD FINDINGS AND OUESTJONED Cosrs 

NUMBER 04·111·11 

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 ten (10) participan~s files was no evidence of a unit Inspection report or 
other verification documenting that any PHA required repairs were completed. 

Code of Federal Regulations, 24 CFR, Subpart I, Section 982.404 stated that the 
Munlclpality 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) correct the defect within the period specttied by the Municipality and 
the Municipality verifies the correction. 

Municlpallty does not verified the correction of the Housing Quality Standards 
deficiencies; therefore, the Municipality fails to take prompt and vigorous action to 
enforce the owner and/or participants obligations. 

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

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

None 

Municipality corrected the situation on the spot and taxed to auditor, document was 
misplaced. The Municipality will correct immediately this situation. 

END OF SCHEDULE 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA, PUERTO RICO 

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

(1) Audit Findings that have been Fully Corrected: 

ASCAL YEAR 2003 

Anding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

ASCAL YEAR 2002 

Anding Number 

CFDANumber 

Questioned Cost 

Audttee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

03-lll-04 

14.871 

NONE 

03-111-07 

14.871 

NONE 

02.fll..Ql 

14.228 

NONE 

02.fll-OS 

14.871 

NONE 

02·111-11 

14.871 

NONE 

Special Tests and Provisions· Evidence of revision of 1he allowable utility schedule. 

System and procedures corrected. 

Special Tests and Provisions- Municipality clld not perform supervisory quality control 
HQS Inspections. 

System and procedures corrected. 

Allowable Costsf Cost Principles- Missing docume,its on vouchers payments. 

System and procedures COl'l'ecled. 

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

System and procedures corrected. 

Special Tests and Provisions· Municipality did not perform supervisory quality 
con1rol HQS Inspections. 

System and procedures corrected. 

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

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

(2) Audit Findings not Corrected or Partially Corrected: 

FISCAL YEAR 2003 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

CFDA Number 

Questioned Cost 

Auditee Comments 

03-111-01 

14.228 

None 

14.871 

None 

03-111-03 

14.871 

None 

03-111-05 

14.871 

None 

Allowable Cost/Cost Principles- Missing and not cancelled documents on vouchers 
payments. 

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

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

The Federal Grants Office Director (FGOD) instructed the official in charge of the Section 8 
Housing Choice Voucher Program to use a release and consent form approved by the U.S. 
department of Housing and Urban Development local office for approval. Each family 
member of an assistance applicant or participant who Is at least 18 years of age, and each 
family head and spouse regardless of age will be required to sign the release and consent 
forms. 

Special Tests and Provisions- Evidence of the determination of the reasonableness of 
the rent paid to the owners. 

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. 

Special Tests and Provisions- Missing Inspection reports. 

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

Finding Number 03-lll-06 

CFDA Number 14.871 

Questioned Cost None 

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

Audltee Comments To adhere to Housing Quality Enforcement Standards, we have implemented a form 
that will help us successfully achieve the program goals. 

FISCAL YEAR 2002 

Finding Number 

CFDANumber 

Questioned Cost 

Auditee Comments 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

Finding Number 

02-111--03 

14.871 

None 

02-111-07 

14.871 

None 

02·111-09 

CFDANumber 14.871 

Questioned Cost None 

Auditee Comments 

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

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. FGOD will submit on a monthly 
basis progress reports to the Internal Auditor, Finance Director, Municipal Legislature and 
Mayor on the program special provisions performance and correction of findings mentioned 
on items 6, 7, 8 and 9 starting on April 2003. 

Special Tests and Provisions- Evidenced of the determination of the reasonable of the 
rerrt 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 - 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. 
HQS 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 982.158(d). FGOD will submit on a monthly basis progress reports 
to the Internal Auditor, Finance Director, Municipal Legislature and Mayor on the program 
special provisions performance and correction of findings mentioned on items 3, 4 and 5 
[Refer to Sections 928.54(b), 982.405(b) and 982.404). 

con inue 
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(2) Audit Findings not Corrected or Partially Conected: (continuation) 

Finding Number 

CFDANumber 

Questioned Cost 

Audltee Comments 

02·111·10 

14.871 

None 

Special Tests and Provisions 
Missing veriffcaUon documenting that any PHA·required repairs were completed. 

Specific instructions have been addressed to lhe FGOD in order to comply with Section 
962.404 to perfonn monthly sample and tests to the HQS inspections on a reg.ilarty basis. 
Supervisory HQS inspecUoos 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 982.404 and 405(b ). 

(3) Corrective action taken Is slgnlficantty different from corrective action previously reported: 

NONE 

(4) AudH findings is no longer valid: 

c .. 

I ~ 

LJ 

NONE 

END OF SCHEDULE 
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