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INDEPENDENT AUDITORS' REPORT 

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

Members: 
A111cric3n lnstitu1c of Certified 
Public Accoun1an1s (AICPA) 
Puerto Rico Board of Ccr1ificd 
Public Accoun1an1s 
M:magemen1 Consulling 
Services Division 

We have audited the accompanying financial statements of the governmental activities, 
each major fund and the aggregate remaining fund information of the Municipality of 
lsabela, as of and for the year ended June 30, 2006, 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 opinions on these financial statements based on our audit 

We conducted our audit in accordance with auditing standards generaily accepted in 
the United States of America and the standards applicable to financial audits contained 
in Government Auditing Standards, issued by the Comptroller Generai of the United 
States. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material 
misstatement. An audit Includes examining, on a test basis, evidence s1Jpporting the 
amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. We believe that our audit 
provides a reasonab:e ut:Jsis for our opinions. 

In our opinion. the financial statements referred to above present fairly, ;n all material 
respects, the respective financial position of the governmental activities, each major 
fund and the aggregate remaining fund information of the Municipality of lsabela as of 
June 30. 2006 for the fiscal year then ended in conformity with accounting principles 
generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued our report 
dated December 11 , 2006, on our consideration of the Municipality's internal control 
over financial reporting and our tests of its compliance with certain provisions of laws. 
regulations, contracts, and grants agreements and other matters. The purpose of that 
report is to describe the scope of our testing of internal control over financial reporting 

Suite 152. PO Box 70250. San Juan. P.R. 00936· 7250 •Phone (787) 756-8524, Fax (787) 274-0562 
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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 on pages 3 through 14 and Budgetary 
Comparison Schedule - General Fund on page 52 was 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 inquires of management regarding the 
methods of measurement and presentation of !he required supplementary information. 
However, we did not audit the information and express no opinion on it. 

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 combining financial statements of the general fund and the schedule of 
expenditures of federal awards are 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 are also not a required part of 
the basic financial statements of the Municipality. The combining financial statements 
of the general fund and the schedule of expenditures of federal awards have been 
subjected to the auditing procedures applied in the audit of the basic financial 
statements and, in our opinion, are fairly stated in all material respects in n~lation to the 
basic financial statements taken as a whole. 

San Juan, Puerto Rico 
December 11, 2006 

rj;13, /6du;r, ~,rt 

-2-
0 RTIZ, RODRIGUEZ, RIVERA & CO. 

CERTIFIED PUBLIC ACCOUNTANTS• VALUE ADDED SERVICES 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

The following discussion will provide an overview of the Municipality's financial activities for the fiscal year 
ended June 30, 2006 through an analysis of the financial performance of the Municipality of lsabela. Please 
read it in conjunction with the financial statements, which follow this section. 

FINANCIAL H!GHLIGHTS 

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 2006 by $40,890,206 (net assets). 

• Revenues (not including special items) decreased by 10% and expenses increased 1% in comparison 
with year 2005. 

• Net change in net assets amounted to $3,449,647, a decrease of 45% with respect to prior year's net 
change. 

Highlights for Fund Financial Statements 

Detailed information about the Municipality's most significant funds is found in the funds financial statements, 
which u::;~ the current financial resources measurement focus and modified accrual basis of ac\;ounting: 

• !-... June 30, 2006, a net change of $(416,456) in the fund balances of the Munic!,....ility's governmental 
funds resulted in combined ending fund balances of $14,473,467. Approximately 49% of the total 
combined fund balances is unreserved. 

• The General Fund (including certain special funds included within the general fund) reported a deficit 
of revenues and other financing sources under expenditures and other financing uses of $(10l,604) 
and an unreserved fund balance of $7,113,803. Unreserved fund balance increased 11 % from prior 
year. 

General Fini:ncial Highlights 

• The investment in capital assets as of June 30, 2006 was $33,987,211 (net of depreciation). 
• Long tenn dd.1t increased to $13,483,403. 
• On a budgetary basis, actual revenues exceeded actual expenditures by $288,750. 

- 3 -
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

OVERVIEW OF THE FINANCIAL STATEMENTS 

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

M.w:tgf:1nCJ1f 1JiscuS!>io11 and 
.w:i!ysis 

COMPONENTS OF7HE 
FlNANCIALPOSmON 

Basic Fin.wciu St;itcrncnts 

(;01 ·<·11m1c111-111'r/t· Fil,;11wi;1/ 
St:11cmc11l~ 

Xotcs lo the F1im11l'i:il St;1fl'111mts 

Required Supp/cmcntuy 
lnfonnation 

fiimd St;itc111c11ts 

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 
infontJation 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; 

Basic Financial Statements 

• Government-Wide Financial Statements 

The government-wide statements report information 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 capital assets 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 ofwhen cash is received or paid. 

- 4 -
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

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 Ffna1u:ial Statements 

• 

The fund financial statements provide more detailed infonnation 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-tenn 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 inlo:r.:::tion 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 colwnn as other 
governmental funds. 

Notes to the financial statements 

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. 

Supplementary information 

The supplementary information includes a financial data schedule containing financial information of the 
Section 8 Housing Choice Voucher Program administered by the Municipality. 

- 5 -
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

The following table presents a summary of the Statements of Net Assets as of June 30, 2006 and 2005: 

TABLE I 

Summary Statement of Net Assets 
As of June 30, 

Governmental Activities 
2006 2005, as restated 

Assets 
Current and other assets $ 25,114,594 $ 23,507,927 
Capital assets 33,987,211 3 1,090,355 

Total assets $ 59,101,805 $ 54,598,282 

Liabilities 
Current and other liabilities $ 4,728,196 $ 3,685,748 
Long term liabilities 13,483,403 13,471,975 

Total liabilities 18,2 11,599 17,157,723 

Net assets 
Invested in capital assets, net of related debt 33,327,211 30,140,093 
Restricted 11, 106,927 12,099,717 
Unrestricted (deficit) p,543,932~ (4,799,251 ) 

Total net assets $ 40,890,206 $ 37,440,559 

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 9% with respect to prior year. 

The largest portion of the Municipality's net assets reflects its investment in capital assets (e.g., land, 
buildings, equipment, and infrastructure); less accumulated depreciation and less any related outstanding debt 
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 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. 

- 6 -
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

As of June 30 2006, the Municipality presented an unrestricted net assets deficit. This deficit primarily arises 
from long tenn obligations such as compensated absences and debts to CRIM 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 sectfr: 1 of net assets. Therefore, are reported as part of the unrestricted net assets sec~ ·on. 

Changes in net assets 

The following table summarizes the changes in net assets for the years ended June 30, 2006 and 2005: 

TABLE2 

S111111nary of Cluinges in Nd Assets 
As of June 30, 

Governmental Activities 
2006 2005, as restated 

Program revenues: 
Fees, fines and charges for services $ 5,248,388 $ 5,810,259 
Operating grants and contributions 2,202,249 2,938,992 
Capital grants and contributions 3,308,782 5,129,767 

General rev~t:vt"I· 
Propertj taxes 4,772,730 4,:t62,939 
Municipal license taxes 2,228,950 2,227,142 
Grants :.d contributions not restricted to specific 

programs 4,721,436 4,225,500 
Interest 339,055 251,916 
Other 380,785 986,821 

Total revenues 23,202,375 25,833,336 

Expenses: 
General govemment 7,767,919 7,487,791 
Public work~ and sanitation 3,409,1 13 3,785,474 
Public safety 1,101,703 1,087,598 
Culture and recreation 7 10,027 837,095 
Health 2,888,316 2,996,978 
Housing, wdfare 9Ild community development 2,628,639 2,174,509 
Education 959,092 90!,278 
Interest on long term debt 287,919 292,844 

Total expenses 19,752,728 19,563,567 

Special items - 1,909 

Change In net assets 3,449,647 6,271,678 
Net assets-beginning of year, as restated 37,440,559 31,168,881 
Net assets-end of year $ 40,890,206 $ 37,440,559 

- 7 -
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

Approximately 23% of the Municipality's revenues came from fees and charges for services, 21% from 
property truces and 20% from unrestricted grants. The Municipality's expenses cover a range of services. The 
largest expenses are general government representing approximately 39%, public works and sanitation with 
17% and health with 15%. Program revenues of the Municipality covered 54% of total expenses. 

With respect to prior year, revenues reported a net decrease of approximately l 0%. This net decrease is 
primarily the result of: ( l) a 35 % decrease in capital grants revenues due to a significant decrease of 70 % in 
the grants received from the Commonwealth Legislature for the future acquisition and construction of capital 
assets; (2) a 25 % decrease in operating grants mainly due to (a) 27 % decrease in grants received for housing, 
welfare and community development, including Temporary Assistance for Needy Families and Child Care and 
Development Block Grant, and (b) a 44% decrease in educational grants due to a significant decrease in the 
funds received from the Head Start Program; (3) 10% decrease in fees and charges for services due to a 40% 
decrease in construction permits revenue; (4) a 12 % increase in unrestricted grants and contributions due to a 
12% increase in the municipal subsidies and equalization fund sent by CRIM; (5) a 12 % increase in property 
truces; and (6) a 61 % decrease in other revenues due to the absence in this year's financial statements of capital 
asset improvements transferred to the Municipality by the PR Department of Transportation and Public Works. 

Expenses increased 1% in comparison with 2005 year. Significant decreases were registered on culture and 
recreation with 15% and public works and sanitation with l 0%, which were offset by an increase of 21 % on 
housing, welfare and community development. 

As noted previously the significant decrease in revenues caused a decrease of 45% 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 of Municipality's Governmental Activities 
Fiscal years ended June 30, 
Total Cost of Services Net Cost of Services 

Functions/Pro2rams 2006 2005 2006 2005 

General government $ 7,767,919 $ 7,487,791 $ 4,008,337 $ 3,852,849 
Public works and sanitation 3,409,113 3,785,474 699,864 (965,529) 
Public safety 1,101,703 1,087,598 938,878 1,050,950 
Health 2,888,316 2,996,978 550,292 317,226 
Housing, welfare and community 

development 2,628,639 2,174,509 1,666,129 875,642 
Education 959,092 901,278 131,863 (576,528) 
Other 997,946 1,129.939 997,946 1,129,939 

$ 19,752,728 $ 19,563,567 $ 8,993,309 $ 5,684,549 

- 9 -
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS 

Some of the cost of governmental activities was paid by those who directly benefited from the programs 
($5,248,388) and other governments and organizations that subsidized certain programs with grants and 
contributions ($5,511,031). The $8,993,309 net cost of services was fully covered by other general revenues 
including property and municipal license taxes. 

Governmental funds 

The focus of the Municipality's governmental funds is to provide information on near-term 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, 2006, the 
governmental funds reported combined ending fund balances of $14,473,467, a net decrease of $416,456 in 
comparison with the prior year. This decrease was caused primarily by a net change in the general fund of 
($101,604); ($307,871) in Community Development Block Grant; $594,475 in the debt service fund; and 
($601,456) in the other governmental funds. Of total combined fund balances, $7,113,803 (49%) 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. For the year ended June 30, 2006, the fund balance 
of the general fund decreased by $101,604 when c0mpqred with the prior year. Of this net change, ($581,887) 
pertains to other special funds included as part of the general fund. The principal components of the net 
decrease of $2,727,239 in revenues are a decrease of $225,742 in property taxes; a decrease of $1,061,076 in 
fees, fines and charges for services, and $1,~~0,165 in intergovernmental subsidies. The net decrease in 
expenditures of $1,269,004 is due to a decrease of $475,299 in public works and sanitation expenditures; 
$346,922 in the general government expenditures; and $315,325 in housing, welfare and community 
development. 

GENERAL FUND BUDGETARY mGHLIGHTS 

The general fund original budget for the fiscal period 2005-2006 presented an increase of 6% 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 $1,051, 134 due to additional collections of municipal license 
tax, charges for services and interest revenue. Budget expenditures were decreased by $555,298. Actual 
revenues exceeded the revised budgeted revenues by :b30~,602 (net). The most significant variances were in 
property taxes, $134,378; intergovernmental subsidies, $121,050; and fees, fines and charges for services, 
$102,328. 

A negative variance of ($21,432) between revised budget and actual expenditures was due mainly to a net 
increase of $62,286 in general government and a net decrease of ~ 17 ,845 in public works and sanitation 
expenditures. The Municipality reported more expenditure (net) than appropriations in those functions on 
payments for utilities. Actual revenues exceeded actual expenditures by $288,750. 

- 10 -
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital assets 

At the end of the fiscal year, the Municipality has invested $33,987,21 1 (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 approximately 9% over the prior year. 

TABLE4 

Capital Assets, net 
As of June 30, 

Governmental Activities 
2006 2005. as restated 

Non-depreciable assets: 
Land $ 4,055,589 $ 3,685,589 
Construction in progress 5,051,706 3,117,144 

Depreciable assets: 
Leasehold improvements 459,303 505,233 
Buildings and buildings improvements 11,092,067 10,747,310 
Infrastructure 8,926,448 8,689, 107 
Vehicles, machinery and equipment 4,402,098 4,345,972 
T otal $ 33,987,211 $ 31 ,090,355 

The Municipality's major capital projects that were still in construction as of June 30, 2006 are as follows: 

• Construction of"Picadero Municipal" - $2,610,340 
• Improvements to the Downtown Electrical Infrastructure - $1,429,746 
• Construction of Youth Sport and Educational Center - $310,000 
• Construction of"Parque Urbano" - $230,500 
• Construction of"Paseo Lineal" - $129,700 
• Renovation of Home Care for the Elderly Center-"Trinitaria" Street - $116,403 
• Construction "Costa Brava" Basketball Court - $82,975 

Construction in progress increased significantly due to the "Picadero Municipal" additions ofSl ,744,015. 

The Municipality reported approximately $442,481 in infrastructure additions during the year, which are 
composed mainly of capital improvements. 

- 11 -
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

The Municipality acquired a total of $482,392 of equipment during the fiscal year 2005-2006, including three 
compactor trucks for a total amount of $251,885. 

The Municipality's fiscal year 2006-2007 consolidated capital budget calls for a significant amount of new and 
continuous projects including construction of "Picadero Municipal", renovation of the City Hall, construction 
of a new Home Care for the Elderly Center in the old W. Harding School, renovation of the Home Care for the 
Elderly Center located in the Trinitaria Street, construction of a new Youth Sport and Educational Center and 
capital improvements to municipal streets and roads. These projects will be financed through Federal and 
Commonwealth grants, funds from the Commonwealth Legislature, general obligation bonds and Municipal 
funds. 

Capital assets composition as of June 30, 2006 follows: 

26% 

.:Munictpallry ef .fsaueta 

Com_position ef Ca_pitaf Assets 
As ef June .so,2006 

o land 

o Construction in progress 

a Land irrprovements 

a Buildings and buikjings 
irrprovements 

a Infrastructure 

'a leasehold 11rc>rove1TeOts 

o Vehicles, machinery and 
equipmmt 

More detailed information about the Municipality's capital assets is presented in Note F to the financial 
statements. 

Long term debt 

At year-end, the Municipality had $5,416,024 in general and special bonds and notes, a decrease of 13% with 
respect to prior year. The following is a summary of the Municipality's outstanding debt as of June 30, 2006 
and2005: 

- 12 -
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

TABLES 

Outstanding Long-term Debt 
As of June 30, 

Governmental Activities 
2006 2005, as restated 

General and special obligation bonds and notes $ 5,416,024 $ 6,217,024 
Note payable to CRIM - LIMS 322,594 370,869 
Note Payable to CRIM - prior years delinquent 

accounts 131 ,846 152,324 
Note payable to Puerto Rico Department of Labor 214,078 306,142 
Note payable to PR Aqueduct and Sewer Authority 

(PRASA) - 17,260 
Note payable to Puerto Rico Solid Waste Authority 221 ,366 252,868 
Note payable to Puerto Rico Treasury Department 728,622 -
Landfill obligation 4, 138,125 3,920,497 
Compensated absences 1,910,622 1,771,33 1 
Christmas Bonus 355,630 366,375 
Claims and judgments 10,883 63,672 
Payable to CRIM - property tax advances 33,613 33,613 
Total $ 13,483,403 $ 13,471,975 

The decrease in the general and special obligation bonds and notes is the effect of the payments of maturities 
of general obligation bonds made during the year. The increase in the notes payable with Puerto Rico 
Department of Treasury is the result of new debt agreements formalized during the year. More detailed 
information about the Municipality's long term liabilities is presented in Note H 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 2006-
2007 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 14.6%, which compares with the Commonwealth rate of 10.9%. Another 
important factor that may affect the 2006-2007 budget is the implementation of a Municipal sales tax effective 
November 15, 2006, which should provide additional unrestricted funds to finance Municipal operations. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

The Municipality applied a conservative approach in development budget estimates. Amounts available for 
appropriations in the General Fund for the fiscal year 2006-2007 are $14,217 ,568, an increase of 
approximately 19% with respect to prior year estimates. Budgeted expenditures are expected to rise 
accordingly to the increase of budgeted revenues. In addition to the estimated budget for the general fund, the 
Municipality bu.. submitted Federal and Commonwealth funds proposals for welfare ::.;1d community 
development as wen as for capit:il ll:..:prc;;;;mc~t ;;.;:;! i:;:.::!1c works funds. 

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 infonnation, contact the Municipality's Director of 
Finance at PO Box 507, Isabela, Puerto Rico 00602. 

- 14 -
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COMMONWEALTH OF PUERTO RICO 
~OPAUTY OF ISABELA 

STATEMENT OF NET ASSETS 
JUNE 30, 2006 

Cash and investments 
Receivables, net (oote C) 
Due from (note D): 
Commonwealth Government 
f ederal Government 

Restricted assets: 
Cash 
Casb with fisc.aJ agents 

Deferred charges 
Inventories and Supplies 
Capnal Assets (note F): 

ASSETS 

land and construction in progress 
Other capital assets, oet 

Total asseb 

LIABILITIES 
Accounts payable and accrued liabilities 
Interest payable 
Due to (note D)" 
Commonwealth Govcmment 
Federal Government 

Deferred revenues: 
Mwiicipal license taxes (note K) 
Other 

Long term liabilities (note H): 
Due within one year 
Due 111 more than one year 

NET ASSETS 

Jn vested in capital assets, net of relared debt 
Restricted for: 
Capital projects 
Debt service 
Other specified purposes 

Unrestricted (deficit) 
Total net assets 

The accompanying notes arc an integral part of this statement. 
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0RTIZ, RODRIGUEZ, RIVERA & CO. 
CERTIFIED PUBLIC ACCOUNTANTS• VALUE ADDEO SERVICES 

$ 

$ 

$ 

s 

Governmental 
Activities 

10,089,850 
530,264 

2,286,104 
:,:s~ . ..;i8 

5.736,660 
1,998,336 

22,443 
269,520 

9,107,295 
24,879,916 
33,987,211 

59.101.805 

2.351,234 
147,470 

331,124 
3,419 

1,793,078 
101,871 

1,367,600 
12,115,803 
18,211,599 

33,327,211 

8,412.077 
2,197,378 

497.472 
(3,543,932) 
40.890.206 

Suite 152. PO Box 70250. San Juan. P.R. 00936-7250 •Phone (187) 756-8524, Fax (787) 274·0562 
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COMMONWEALTH OF PUERTO RJCO 

MUNICIPALITY OF ISABELA 

STl\TEMENT OF ACTIVITIES 
FISCAJ YE~ ENDED JUNE 30, 2006 

- -

Program Revenues 
fees, Fines and Operating 

Charges for Grants and 

- -

Capital 
Graolsand 

Functions Exl!!!!Sft services Cootrlbullons Conlrlbulloas 
Governmental Aclivitics: 

0 
:;:o General government s 7.767,Cll9 s 2,<l09.830 $ 567,366 $ 282,386 

-3 Public works and sanitation 3,409.113 534 7.049 2.701.666 
.......... 

Public safety 1,101,703 162,825 N 
Culture and recreation 710,0:?7 

:;:o 
Health 2,888.316 2.338,024 0 

0 Housing, welfare and community 1kvelopment 2,628.639 637,780 324,730 
:;:o Education 959,092 827,22<1 - Interest on long tenn debt 287,919 Q 
c::: Total 19 752 728 $ 5 248 388 $ 2 202 249 $ : 3,308,782 
trl 
N 

:;:o G~ner.d revenues .......... 
< Taxes 
trl Property taxes 
:;:o Municipal license ta~cs 
;:t> 

Grants and contributions not restricted to specific programs 
~ lntert.'St 
(") Other 
0 Total general revenues 

Change In net assets 
Net assets-beginning, as restated (note R) 

Net assets-ending 

1 he accompanying notes arc an integral part of 1l1is stat~menl 

-16-

- - -

Total 

$ ( 4,008.33 7) 

(699,864) 
(938,878) 
(710,027) 
(550,292) 

( I ,b66, 129) 
(131.863) 
(287,919) 

(8,993,309) 

4,772,730 
2,228,950 
4,721,436 

339,055 

380.785 
12,442,956 

3,449,647 
37.440,559 

$ 40,890.206 
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0 m ~ Cash 
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"' m <: Commonwealth Oovcmmcru 
':::J > 
00 0 t'I1 fcdctal grants 

0 -::::! m :;:o 01hc< 
...... 0 >-- Total lbblllll • CJ> ,,, 
°' IT> 
Oo "' ?.<> CJ> < 
N ;:; Fund balaaC't ~ m n 
Z' 

V'> Rcsmcd f0< ,. 0 ln\cntoncs 
':::! locumbranccs 
00 
.::::! Debt snvicc ,.., rapoul rl1lJ«ts ...... .... Othc:t-spc:ift<purr<><cs 
6 llnrcscn·cd 
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Total food babatt 
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COM\toNWEALTll Of PUERTO RICO 

MUSICIPALIT\ OF ISABELA 

BALANCl. SllU:T 
CO\°f.RNMENTAI. F\ISDS 

Jl NE :I0, 1006 

c-1aaa11y 
o ... 1op .... 1 

-

Ctwnl RlockCn1111 ll••d Sim 

1u.m~sso s 
~30.:?6l 

1,941 ,191 
l .<>49.418 166.107 

930.794 
269.520 

4.488.685 S.956 8.358 

18.150,303 3,655,314 174,465 s 

1.m .. 168 674.958 73.584 s 

lSl.124 

1~6.159 llN.oo l 

1.N3.078 
1.580.326 

3.231.294 
285.117 

5.296.413 4.032.391 174.465 

209.520 
l90,8G9 

4,900,027 ()77.007) 
279.671 

J.030.441 
4.08D62 

12.95).890 (377.007) 

•ru~s'OJ .~. 3,6.'IQ:'\M 17H6~ 

. I/ 

- - - - - -

OtM< Total 
Dtbt eo, enamtatal Go .. nuntalal 

Snvkt faDds fuds 

10.089.850 
530 26) 

'44.913 2.:?86.104 
36S.80 4 181,418 

9'\0.794 
269.S20 

l.:?3J.662 S,736,661 
l.998_l36 1,998.336 

2,343,249 s l,599,545 s 26,021,946 

s JIS.'126 s 2351.236 
63),748 6)).748 

m.124 
3.422 :-.422 

703.714 930.794 

1,79).078 
283.798 1,864.124 

105.542 3.336.836 
28~.117 

917.S4<• I 128,664 11.549.479 

269.520 
390.869 

1.42S.70l 1.425.703 
J~8.62S 4,881,645 
112.256 391.927 

3,0)0MI 
4,083.362 

l,42S.703 470.881 14.473.467 

l,3.U.249 ~- IS99.54~ s 16,0ll,"'6 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

RECONCILIATION OF TOT AL GOVERNMENT AL FUND BALANCE 
TO NET ASSETS OF GOVERNMENTAL ACTIVITIES 

JUNE JO, 2006 

Tobi governmental fund balances: 

Amounts reported for governmental activities in the Statement of 
net assets are different because: 

Capital assets used in J<Ovcmm."!ntal activities ar:: n:;: f:::::r.ci::! 
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: 

Property ta~es-General Fund 
PR Department of Labor (Law No. 52 and 82) 
Property taxes-Debt Service Fund 
Christmas Bonus Reimbursement 
Grant from PR Department of Recreation and Sports 
Grant from PR Solid Waste Authority 
Commonwealth Legislature Resolutions 
Grant from PR Department ofTransponation 
Charges for services 
Interest 
Federal Grant-HOME 
F1:<1eral Grant-FEMA 
Federal Grant-Child Care 
Federal Grant-CDBG 

Interest liabilities are not due and payable in the current period 
:md therefore, are not reported in the funds: 

Long tenn liabilities. including bonds payable, are not due 
and payable in the current period and therefore are not 
reported m the funds: 
General obligation bonds and notes 
Note payable to to CRIM-LIMS 
Note payable to l.J CRIM-financing ofdelinquem accounts 
Note: payable: to PR Department of Labor 
Nore payable to PR Solid Waste Authority 
Note payable to PR Treasury Department 
Compensated absences 
\hnstmas Bonus 
Judgment and claims 
Estimated solid waste landifill closure and post-closure costs 
Payable to CRIM-excess of property tax advances 

Net assets or governmental actlvitie-= 

The accompanying notes are an integral part of this statement. 
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$ 283,571 
!98,783 
283,798 
165,179 
66,500 

350,000 
278,211 
209,443 
188,625 
23,261 
38,856 
29,250 
37,439 

3,231,294 

4,911,024 
322,594 
131,846 
214,078 
201,366 
728.622 

I ,910,622 
355.630 

10.883 
4,138,I 25 

33.613 

0 RTIZ, RODRIGUEZ, RIVERA & CO. 
CERTIFIED PUBLIC ACCOUNTANTS • VALUE ADDEO SERVICES 

s 

s 

Suite 152. PO Box 70250. San Juan. P.R. 00936-7250 •Phone (787) 756·8524. Fax (787) 274·0562 

14,473,467 

33,987.211 

22,443 

5,384,210 

(18,722) 

( 12,958,403) 

40,890,206 
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lntergc,vl'1••n·C;1Jn: 
C'onunonwcahh ~n·h n1a t1in • • 1it• I ) 

Federal ~uvc:n11rn:111 
fees, fine;. ond l:.hargc~ l(u ::.-\ u·t-
ln1crcs1 
Othcc 

T 01a) rt:\te11ue< 

Espendleures: 
Cw-rem: 

Gt"nnal 1;0\cmrru.n1 

rubhc worl.s and santlalton 
Publ.: :.afety 
Culture and n.><:tt•tion 
Hcallh 
tfous u~ .. wr~,.JJ'C JT.d .:01w T.uro.t1 J..:vc)opUHtll 
l.Juc.111011 

t 3p1lll oull3ys 
OrN service: 

l'nncipal 
Interest 
Bond 1~uanc c < <1!1.h 

1 Qlal C'tp:tltltll1rt.,."'\ 

- - - - -
t'l "f\l(.l~<''Jt ..\I ,. i :11 !'·•U•.ro RICO 

•!!!•Il l ll' : .l .l"r'r c: r 1i- \ llH.A 

- -
Sr\'I E'\1£ '11mIH' \ 1:., !l!!. ... I '\l•I '11}11 1 m.'I -'"O C: ll A'iCfS IN ft.:NOBALANC tS

t . I'. :... ~ r'- '\ U -H ;\, . l l !\It~ 

:-t:~ ·~1 '.' lo.Al~ L~U;'U ; . ' f- .!Ot 2106 

Community 
Drveloitment 

(;~rral DlockGrani Head Stan 

s 2.'ll!0,949 s 
2.::28,'lSO 

7 254,010 
l .SH.538 kl7,229 

3.869,94S 
l JIJ,n~ 

M.460 ------16.667.642 1.533.538 827.229 

6.514 Sil 3Cln 1'! 
2.4Ti.Oi2 ::2 • .w8 

94 ',)71 
461,251 

2 .878,41? 
l.tl'lu,71'1 364,827 

7!15,~ll 

2.01c,?43 I ,l)~''.402 <> l..SI, 

~g) 

--iiGsK.571 --~59 M!7.229 
i ~\:ess (dcfic:..-ncy) of tiC\'cnues O\ er (und~'' c'<r<nd1tu1es beft\l c: othc"I 'ioOu:i.!c:.'{ 10 :-.r, · ,..,,,_t171 ---(J07.~7ii 

Othrr fin~nclng sources (USl'I): 

Payn1cnt t..' f law:;uit sculcmcnt 8~5.000) 

rmccrds·>.otc Payable PR l 1casury l.i.:p311m""t H:·~.ouu 

D1..coun1 !\rue Payable PR Tn:asury D<par.mcm IW.1181 
1 ran!.fcn. 111 1.; '~] 
Transfn-seu1 . --~ .. . <:.!~ .::: .. l: ±._ -------fohal other !inan.:m.,_ !\Our.:.:s (U!'C~J 

Exrcss (dcficornoy 1 of rc>oou.:, 00<r (under) expenditures 
VllOO/~l 

·--1~c ----,w:r11; 
Sri cban~e in fund hnln.••" 

~~ 
: , O~ .oioi!) C\f'7 S7 l 

t 'und balance (delicll) at b•"lnnin,; or) •·ar, u rrstated (n•lle R) I \,nS·;. 19.; lu~.l.l6) 

fund balance (deficit) at end or yur ~~, 5 t 2.9SJ . .;~ l s 1'11 0.)7) ~ 

~~ 
~~um.zz~ :=--o = 

lht! lt C\'ll'P ln)11~1wi-tt"' Hr :10 r •ct i ,11 p:111 i'ftlu, ;n1cm.:n1 

-· ~· 

- - - - -

Otlttr Total 
Dflll eo ............. , Govrromeoci.I 

Mnlct Fuods Fuods 

s l.340.:?75 s s 4.321.224 
2.228,'lSO 

257,639 7.51 l.649 
l.23'7.125 3.597.8'12 

3.869.94S 
48,139 3U.4c>7 

8.S91 72.051 
l ,388.4)4 1.503.355 2).920.178 

65.799 6.967.044 
1%.739 l.7bl 259 
89.489 1,034,660 
29.689 493,940 

2.878.419 
1.193.9)6 2,605,462 

l ~J.91) 889.622 
569.184 3,795,047 

~36,000 .S36.000 
278,319 278.319 

483 
Sl4.3l'J 2.268,727 22.240.255 
574,095 (765,372) ()20,077) 

(825,000) 
825.000 
(96.378) 

59.128 )63.'116 261.791 
(38.748) (261.792) 
20.380 )63,9)6 (96.379) 

S94.475 (601.456) (416.456) 

5:;4,475 (601.456) (416.456) 
831 ,!!K 1,072,337 14.889.923 

s 1.425.703 470.881 14.47.\.467 
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COMMON\Vt.,\L 111 Of l'tlEltTO RICO 
MUSICIPALITY OF ISA8£1.A 

RECONCIUA TION OF STA TEMEHT OF REVENUES, EXPENDITURES AND CHANCES IN 
FUND &U.ANCES OF COVERNMENrAL FUNDS TO lltE STATEMENT Of ACTIVITIES 

FlSCAL YEAR ENDED JUNE 30, 1"6 

Ntt .~ .... "'I.ad llaJu<a.coul .... mmcstal r .. cta: 

Amounts rcponcd for govcmmcntal w1v1ttes m the Sta1cmen1 of 
ICllYlllCS arc dtffaent because: 

Govcmmcntal funds reports capital assc:ts outlays as c•pcnditurcs. 
However, in 1hc Statement of Acuviti<:s, thc cost or1hosc: asscu 
is allocated over their estima~ useful lives and rqJOncd as 
depreciation e•pcruc. 

t •pcnditun:s for capi11I assc:ts: 
Lc.ss: ClllTCOI year dcptteia:io~ 

Governmental funds only repon the proueds received in the du;poi;al 
of assets. In the Statement of Activmcs, a gain or loss ., rcponed for 
each disposal. Thus, the change in net assets differs &om the change 
ID fund balance by the cost of the disposed asset: 

Revenues 111 lhe Statement of Activ11tcs that do not pro1·1<k a 1m:11t 
linancial rcsowccs arc not rcponcd as revenues in the funds· 

Propcny tucs-Gcncn.I Fund (Cutrenl year) 
PR Dcpanmcnt ofUbor(law No. S2 and82) 
Propcny mes-Debt Service Fund (c:uncnt year) 
Chnsunas Bonus Rcanborscmcnt (CWTCDt year) 
Commonwcahh Lti;o.sbrurc Rcsoluooro.s 
Grant &om PR Dcpanmcnt ofTranqiMatton 
Federal Grant·FEMA 
Federal Grant·HOM~ 
Feder.al Grant-Ou lei Care 
~cdml Grant CDBG (n<l d1~'C) 
Clw¥l:s for SCTYICCS 

lntcnst 
Donated capital &Ssc:tS 

Othct 

Revenues reported tn lumh which are not rcponcd as revcmii.s ID the 
St11amnt of Ac11vit1cs. 
Due 6-om Commonwcahh entities: 

Propeny tiles-Debt Service fund fprioryear) 
Chnstmas Bonus Rcunbutscmcnt fpnor year) 

Net procffih from notes payable to the PR Treasury Dcri•nrnent •re an 
Olhcr f1Danctng source 1R the governmental funds, bul an tncrcast nr Inn~ 
term li1bih11es tn tht Swcmcnt of Net Assets: 

E•pcnduurcs rep0ned tn funds which are noc rcponcd as cxpens1. .. 
ID the Sta1cmcn1 of Ac11v111es 

MatW'cd bonds pnnc1pal payments-Debt Service fund (net clutni:-.1 
Matllftd debts-Gent.Tai fund 

Rcpaymem oflonjl term dc:bl is an e1pcndirure in the i,'Ovcrumcnta~ f.tnds, 
tbut reduces long-term liabilities in the Statement of Net AsSCIS: 

Gcncnl obhgauon bonds and notes 
Other long tmn habthucs 

Governmental funds report the effect of bond issuance e0>ts u expcndllurt 
when dcbl ts first issued. whereas lhcsc: amounts are dercrrcd ar.d 
3lnort1:cd in the Statntlellt of Activtues. This amount ts the nee clTc~t of 
these: difTCfellCcs. 

llorn1 issuance costs 
Amonwtion of bond~ com 

Some cxpcnsn ttp<>rtcd tn the ~lllcmcnt of Ac11Y1t1cs do nae rcquuc the US< 

of cumnt fwlK'ial rcsoun:cs and thcrclOr" an: noc rqJOrtcd :1S upcndnures 
111 the ~vcmmcnt:tl fund> 
Compensated absences 
Mw11c1pal sohd waste bndlill 
Chnsunas bonus 
o\ccrucd interest (net chanie> 

Chnyt ln •H a&Ktl of aovc.rnmtn11I acUvilic:s: 

I he 1ccompany111g notes arc an tn1ci;ral pan ofth1s statcmt.'111. 

-20-

S 3,79S,047 

s 

(867,774) 

283.S71 
198,783 
283,798 
16S,179 
241,880 
61.810 
29.2SO 
3US6 
37.439 

(JS.SIOI 
188,62S 
~3.261 

I SOO 
Sl.788 

<llS,8113) 
(170.170) 

f26S,000l 
10.000 

801 ,000 
S7S,9S4 

·IU 
0.6Sl) 

( IJQ.291 1 
(217,628 ) 
13SS.6J0> 

'136 

ORTIZ, RODRIGUEZ, RIVERA & CO. 
CERTIFIED PUBLIC ACCOUNTANTS • VALUE ADDED SERVICES 

$ (416,456) 

2,927.2i3 

(31.'116) 

l,S68.231) 

(286,033) 

(728,622) 

!24S,000) 

l.376.9S4 

13.170) 

(711.611) 

Sui1e 152. PO Box 70250. San Juan. P.R. 00936-7250 • Phone (787) 756-8524. Fax (787) 274-0562 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 
I 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of lsabela was founded in 1819. The Municipality is governed by the executive and the 
legislative branch elected for a four year term during the general elections in Puerto Rico. The Mayor is the 
executive officer and the legislative branch consisti: ·'>f fourteen {14) members of the Municipal Legislature. 
The Municipality t!ngages in a comprehensive range ~:· ·Prvices to tile communi!y "'.left as: general government 
administration, public works, health, environmental control, education, public security, welfare, housing, 
community development and culture and recreation activities. 

The financial statements of the Municipality have been prepared in accordance with accounting principles 
generally accepted in the United States as applied to governmental units. The Governmental Accounting 
Standards Board {GASB) is the standard-setting body for governmental accounting and financial reporting. 
The GASB periodically updates its existing Governmental Accounting and Financial Reporting Standards, 
which, along with subsequent GASB pronouncements {Statements and Interpretations), constitutes GAAP for 
governmental units. 

1. Financial reporting entity 

The financial reporting entity included in this report consists of the financial statements of the Municipality of 
Isabela {primary government). To fairly present the financial position and the results of operations of the 
financial reporting entity, management must determine whether its reporting entity consists of only the legal 
entity known as the primary government or one or more organizations called component units. The inclusion 
of a potential component unit in the primary government's reporting entity depends on whether the primary 
government is financially accountable for .i.e potential component unit or on whether the nature and 
significance of the relationship with the primary government is such that exclusion would cause the reporting 
entity's financial statements to be misleading or incomplete. There are two methods of presentation of the 
component unit in the financial statements: (a) blending the financial data of the component units' balances 
and transactions in a manner similar to the presentation of the Municipality's balances and (b) discrete 
presentation of the component unit's financial data in columns separate from the Municipality's balances and 
transactions. 

The basic criteria for deciding financial accountability are any one of the follo\\ing: 

a. Fiscal dependency of the potential component w1it on the primary government, or 
b. The prinlary goverrunent appoints a voting majoril/ of the potential component unit's governing body 

and, 

1) The primary government can impose its will on the potential component unit and/or. 

2) A financial benefit/ burden exist between the primary government and the potential component unit. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES .. Continued 

In addition, a legally separate, tax-exempt organization should be discretely presented as a component unit of a 
reporting entity if all of the following criteria are met 

a. The econmnic resources received or hel•i ;,:-' ,;,,. '"""!)Mate organization are entirely or 11hl1ost entirely for 
the dire~t benefit of the primary government, its component units, or its constituents. 

b. The primary government, or its component units, is entitled to, or has the ability to otherwise access, a 
majority of the economic resources received or held by the separate organization. 

c. The economic resources received or held by an individual organization that the specific primary 
government, or its component units, is entitled to, or has the ability to otherwise access, are significant to 
the primary government. 

Other organizations should be evaluated as potential component units if they are closely related to, or 
financially integrated with, the primary government. Professional judgment is applied in determining whether 
the relationship between a primary govenunent and other organizations for which the primary government is 
not accountable and that do not meet these criteria is such that exclusion of the organization would render the 
financial statements of the reporting entity misleading or incomplete. 

Based on the above criteria there are no potential component units which should be included as part of the 
financial ~taternents. 

2. Basis of presentation, mea~·urement focu..fi and basis of accounting 

The financial report of the Municipality consists of a Management Discussion and Analysis (MD&A), basic 
financial statements, notes to the financial statements and required supplementary information other than the 
MD&A. Following is a summary presentation of each, including the measurement focus and basis of 
accounting. Measurement focus is a term used to describe which transactions are recorded within the various 
financial statements. Basis of accounting refors to when transactions are recorded regardless of the 
measw·ement focus: 

Management Discussion and Analysis 

This consists of a narrative introduction and analytical overview of the Municipality's financial activities. 
This analy:,is is similar to analysis the private sector provides in their annual reports. 

Basic financial statements 

Basic financial statements include both government-wide and fund financial statements. Both levels of 
statements categorize primary activities as governmental type, which are primarily supported by taxes and 
intergovernmental revenues. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF IS ABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Government-wide statements 

The g(\vemment-wide statements consist of a ~l,. ir;inent of Net A~~eb and a Statement of Activities. 
These statements are prepared using the econr:mic resources measurement focus, which concentrates on 
an entity or fund's net assets. All transactions end events that affect the total economic resources (net 
assets) during the period are reported. The statements are reported on the accrual basis of accounting. 
Revenues are recognized in the period earned and expenses recognized in the period in which the 
associated liability is incurred. Fiduciary activities, if any, whose resources are not available to finance 
government programs, are excluded from the government-wide statements. The effect of inter-fund 
activities is eliminated. 

The Statement of Net Assets incorporates all capital (long lived) assets and receivables as well as long 
term debt and obligations. The Statement of Activities reports revenues and expenses in a fonnat that 
focus on the net cost of each function of the Municipality. Both the gross and net cost of the function, 
which is otherwise being supported by the general government rev~nues, is compared to the revenues 
generated directly by the function. This Statement reduces gross expenses, including depreciation, by 
related program revenues, operating and capital grants, and contributions. Program revenues must be 
directly associated with the function. 

The types of transactions included as program revenues are: charges for services, fees, licenses and 
permits; operating grants which include vperating-specific and discretionary (either operating or capital) 
grants; and capital grants which are capital-specific grants. Internally dedicated resources are reported as 
general revenues rather than as program revenues. Likewise, general revenues include all truces. Property 
truces (imposed nonexchange transactions) are recognized as revenues in the year for which they are levied 
and municipal license taxes (derived true revenues) when the underlying exchange has occurred. Revenues 
on both operating and capital grants are recognized when all eligibility requirements (which include time 
requirements) imposed by the provider have been met. For certain expenditure-driven grants revenue is 
recognized after allowable expenditures are i•1curred. As a policy, indirect expenses in the Statement of 
Activities are not allocated. The Municipality first uses restricted assets for expenses incurred for which 
both restricted and wirestricted assets are available. 

Private-sector standards of accounting and financia! r~porting issued prior to December l, 1989 generally 
are followed in the government-wide financial statements to the extent that those standards do not conflict 
with or contradict guidance of the Governmt:ntal Accounting Standards Board. The Municipality has 
elected not to follow subsequent statements and interpretations issued by the F ASB after November 30, 
1989. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Fund Statements 

The fkmcial transactions of the Municipality are recorded in individual funds, :-ach of which are 
considered an independent fiscal entity. ._~,.., ti"id is accounted for by providing a ~eparate set of self 
balancing accounts that comprise its assets. liabilities, reserves, fund equity, revenues and expenditures. 
Funds are segregated according to their intended purpose which helps management 
in demonstrating compliance with legal, financial and contractual provisions. Governmental Funds are 
those through which most governmental functions of the Municipality are financed. The governmental 
fund statements include a Balance Sheet and a Statement of Revenues, Expenditures and Changes in Fund 
Balances with one column for the general fund, one for each major fund and one column combining all 
non-major governmental funds. Major funds are determined based on a minimum criterion, that is, a 
percentage of the assets, liabilities, revenues or expenditures (for Community Development Block Grant 
Program Fund) or based on the Municipality's official's criteria, if the fund is particularly important to 
financial statement users (for Head Start Program Fund and Debt Service Fund). 

The Municipality repons the following major governmental funds: 

General Fund: This is the operating fund of the Municipality and accounts for all financial resources, 
except those required to be accounted for in another fund. 

Community Development Block Grant Program Fund (CDBG): CDBG fund is used to account for 
revenues sources for the development of viable urban communities by p;vviding decent housing, a 
suitable living environment and expanding economic opportunities, principally for persons of low and 
moderate income. 

Head Start Program Fund: Head Start is used to account for revenues sources for the related activities 
that promote school readiness by enhancing the social and cognitive development of low-income 
children, including children of federally recognized reservations and children of migratory farm 
workers, through the provisions of comprehensive health, educational, nutritional, social and other 
services; and to involve parents in their children's learning and to help parents make progress toward 
their educational, literacy and employment goals. The program also emphasizes the significant 
involvement of parents in the administration of their local Head Start programs. 

Debt Service Fund: Debt Service Fund is used to account for the accumulation of resources for, and 
the payment o(, general long-term debt principal and interest. 

Governmental funds are accounted for using tlle current financial resources measurement focus and the 
modified accrual basis of accounting. Under this method of accounting, revenues are recognized when 
they are susceptible to accrual (i.e. both measurable and available). Revenues are considered to be 
available when they are collectible within the current period or soon enough thereafter to pay liabilitie!> of 
the current period. For this purpose, the Municipality considers revenues to be available if they are 
collected within 60 days of the end of the current fiscal period. 

- 24 -

ORTIZ, RODRIGUEZ, RIVERA & CO. 
CERTIFIED PUBLIC ACCOUNTANTS • VALUE ADDED SERVICES 

Sutte 152. PO Box 70250, San Juan, P.R. 00936-7250 • Phone (787) 756-8524. Fax (787) 274-0562 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 
I 

COMMONWEAl,TH OF PUERTO RICO 
MUNICIP Al,ITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

The fund statements are maintained and reported on the modified accrual basis of accounting. Under this 
method of accounting, revenues are recognized as soon as they are both measurable and available. 
Revenues are considered to be available w}v n they are collectible within the current period or soon 
enough thereafter to pay liabilities of the cur .· 11; 1.~riod. For this purpose. the Municipality considers 
revenues to be available if they are collected ·.vi thin 60 days of the end of the current fiscal period. 

Revenues susceptible to accrual include property taxes, recognized as revenues in the year for which they 
are levied. municipal license taxes, recognized when the underlying exchange has occurred and time 
requirements are met and interest. In applying the susceptible to accrual concept to intergovernmental 
revenues, revenues are recognized when all eligibility requirements (including time requirements) 
imposed by the provider have been met and revenue becomes available. There are, however, essentially 
two types of these revenues. In the first case, on expenditure-driven grants, monies must be expended on 
the specific project or purpose (eligibility requirement), before any amounts are paid to the Municipality. 
Revenue is, therefore, recognized as expenditures are incurred to the extent available. In the other cases, 
monies are virtually unrestricted and are generally revocable only for failure to comply with prescribed 
compliance requirements. In these cases revenues are recognized as the time of receipt or earlier if the 
susceptible to accrual criteria is met. Licenses and permits, charges for services, rent, fines and 
miscellaneous revenues are generally recorded as revenues when received or are recognized earlier if the 
susceptible to accrual criteria is met. 

The Municipality reports deferred revenut:s in the governmental funds statements which arise when 
potential revenue does not meet both ,oeasurable and available criteria for recognition in the current 
period (in the government-wide statements revenue is recognized as soon as it is earned regardless of its 
availability). Deferred revenues also arise when resources are received before the Municipality has a legal 
claim to them or before applicable eligibility requirements are met. (In case of certain federal expenditure
driven grants if resources are received before allowable expenditures are incurred). In subsequent periods, 
when the revenue recognition criteria is met, or when the Municipality has a legal claim to the resources, 
the liability for deferred revenues is removed from the combined balance sheet and the revenue is 
recognized. 

Expenditures are generally recognized when the related liability is incurred. Certain exceptions to this 
fundamental concept include the following: 1) payments of principal and interest on general long term 
debt, which are recorded as expenditures whera du{', except for principal and interest due on July I (in this 
case amounts are recorded as liabilities anJ expenditures on June 30 since amounts have been 
accumulated or transferred to the debt service fund before July 1 payments are made) 2) vested 
compensated absences, claims and judgments and special termination benefits which are recorded a" 
expenditures only to the extent that they are expected to be liquidated with expendable financial resources 
(in the government-wide statements the expense and related accrual liability for long term portions of debt 
must be included). 

Since the governmental fund statements are presented on a different measurement focus and basis of 
accounting than the government-wide statements, reconciliation is necessary to explain the adjustments 
needed to transform the fund financial statements into the government-wide statements. This 
reconciliation is part of the financial statements. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Notes to Financial Statements 

The note' to financial statements provide information that is essential to a user's unders,anding of the basic 
financial o;tatemems 

Required Supplementary Information: 

Required supplementary information consists of the Budgetary Comparison Schedule - General Fund as 
required by GASB. 

3. Cash, cash equivalents (unrestricted and restricted) and restricted cash with fiscal agents 

Cash and cash equivalents consists of cash on hand, demand deposits and short term rnvestments with original 
maturities of three months or less from the date of acquisition. The Municipality follows the practice of 
pooling cash of all funds except for certain Commonwealth's grants, restricted funds generally held by outside 
custodians and federal grants. Available povled cash balance beyond immediate needs is invested in 
certificates of deposits. Cash and cash equivalents related to Commonwealth and Federal grants 3fe restricted 
smce their use is limited by applicable agreements or required by law. 

Re3tncted cash with fiscal agent in the debt service fund consists of the undisbt::sed balance of property tax 
collections retained by the Commonwealth of Puerto Rico which are restricted for the repaymc::nt of the 
Mw.icipality's general and special obligation bonds and notes as established by la\\ . rtestricted cash with fiscal 
agent of the general and other governmental funds represent the undisbursed proceedc; of certain bonds, loans 
or grants which are maintained in a cash custodian account by the GOB or a fedcrnl government agency. 

4. Receivables and due from governmental entities 

Receivables are stated net of estimated allowances for uncollectible accounts, which are determined upon past 
collection experience and current economic conditions. 

Amounts due from federal government represent amount'> owed to the Municipality for the reimbursement of 
expenditures incurred pursuant to federally funded programs. Amounts reported in the debt service fund 
represent property tax revenue of current fiscal year collected by the CRJM on the firs! month (July) of 
subseqllent fiscal year. 

5. lnterfund receivables and payables 

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of the 
fiscal year are referred to as either "due fromito other funds" (i.e., the current portion of interfund Ioa11s) or 
"advances to/from other funds" (i.e .• the non-current portion of interfund loans). All other outstanding balances 
between funds are reported as "due from/to other funds''. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

6. Inventories 

The Municipality purchases gasoline, oil and oth,..r expendable supplies held for consumption. The cost of 
those purchases is recorded as expenditure when in1·i .. r..-A: in the appropriate fund but the year-end inventory is 
not recorded in the Statement of Net Assets, as :nanagement believes is not significant. Only inventory of 
medicines and medical supplies of the Municipality's Advanced Medical Center ("CIMA") in the amount of 
$269 ,520 are included in the financial statements. 

7. Capital assets 

Capital assets of the primary government, which include property, plant, equipment, and infrastructure, (e.g., 
roads, bridges, sidewalks, and similar items) are reported in the governmental activities column in the 
Statement of Net Assets. Capital assets are capitalized at historical cost or estimated historical cost if historical 
cost is not available. Donated assets are recorded as capital assets at their estimated fair market value at the 
date of donation. The Municipality maintains a threshold level of $500 or more for capitalizing vehicles, 
machinery and equipment Infrastructure assets are capitalized based on a percentage of the estimated useful 
life. The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend 
assets lives are not capitalized. Major outlays for capital assets and improvements are capitalized as projects 
are constructed. 

All capital assets, other than land are depreciated using the straight-line method over the following useful 
lives: 

Description 

Land improvements 
Buildings and building improvements 
Leasehold improvements 
Infrastructure 
Vehicles, machinery and equipment 

8. Long-term obligations 

50 
50 

Lease term 
10-50 
5-10 

Long-tenn debt and other long-term obligations, wiaich are reported as liabilities in the governmental activities 
column in the Statement of Net Assets, consi~ts of general and special obligation bonds, liabilities for 
compensated absence-;, claims and judgments, and long-term liabilities to other governmental entities. 

9 Deferred bond issuance costs 

Bond issuance costs are reported as deferred charges and amortized as required by current standards. 
Governmental fund types recognize bond issuance costs as expenditures during the current period. Those 
issuance costs, whether or not withheld from the actual debt proceeds received, are reported as expenditures in 
the appropriate fund. 
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COMMONWEAi. TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

10. Compensated absences 

The Munic:;>ality's employees accumulate vacation, sick leave and compensatory time b:ised on continuous 
service. Compe=isated absences are recorded ? 0 " ii,.hility if (I)are earned on the basis of services already 
performed by employees, (2) it is probable that will be paid (in the fonn of paid time off, cash payments at 
termination or retirement, or some other means) and (3) are not contingent on a specific event (such as illness). 

The compensated absences are accumulated on the basis of 2Yl days per month of vacation and IYz days per 
month of sick pay and compensatory time up to a maximum of 60 days of vacations and 90 days of sick leave. 
Upon separation from employment the accumulated vacations are liquidated up to the maximum number of 
days. Accumulated sick leave, which is accrued based on all vesting amounts for which payment is probable, is 
liquidated to employees with I 0 years or more service up to the maximum number of days. 

The accrual of compensated absences includes estimated payments that are related to payroll. The entire 
compensated absence liability is reported on the government-wide financial statements. For governmental 
fund financial statements, the current portion of unpaid compensated absences is the amount that is normally 
expected to be paid using expendable available financial resources. The non-current portion of the liability is 
not reported. 

PutSuant to Law No. 152 of August 20, 1996 effective July 1, 1997 the Municipality is required to pay any 
excess of vacations and sick leave accumulated over 90 days as of December 31 of each year. Payments should 
be ruade on or before March 31 of the followinf year. 

i I . Fund balances and Net Assets 

a. Fund balances: 

In the fund financial statements, governmental funds report reserved and unreserved fund balances. 
Reservations of fund balance represent portions of the fund balance that are legally segregated for a specific 
future use or are not appropriated for expenditure. The Municipality has the following reservations of fund 
balance: 

EncumbnL'1C<'s· 

lnventories 

Debt Service: 

Capital Projects: 

Represent future expenditures under purchase orders and other 
commitments, which generally will become liabilities in future periods as 
the goods or services are received. 

Represent the valuation amount assigned for the restriction and use of 
resources accounted in inventory on hand. 

Represents net assets available to finance future debt service payments. 

Represent amounts to be used for future expenditures for capital projects 
under contracts and other commitments. These commitments generally 
will become liabilities in future periods as the projects are completed. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Other specified purposes: Represent amounts to be used for future expenditures of Federal and 
Commonwealth's r -ants as well as funds reserved through enabling 
legislation passed by~! .'- 0<o;i,.mme11t ;tsd f. to be ;,,scd to finance activities 
other than construrtion or capital improvement commitments 

b. Net assets 

In the government-wide statements net assets are segregated into three categories: 

Invested in capital assets, 
net of related debt: 

Restricted net assets: 

Unrestricted net assets: 

12. Interfund transactions 

Consists of capital asset balances net of accumulated depreciation and 
outstanding balances of any bonds, notes and other borrowings that are 
attributable to the acquisition, construction, or improvement of those 
assets. This category should not include cash that is restricted to capital 
asset acquisition or construction (unspent bond proceeds) and any 
unamortized debt i~sue costs. 

Represents net assets (restricted assets net of related debt) that are 
subject to restrictions beyond the Municipality's control. These include 
restrictions ilia~ are externally imposed (by creditors, grantors, 
contribJJtors, or laws and regulations of other governments) or 
restrictions !mposed by the law through constitutional provisions or 
enabling legislation (including enabling legislation passed by the 
government itself). 

Represent net assets that do not meet the definition of net assets 
Invested in capital assets, net of related debt or restricted. Unrestricted 
assets are often designated to indicate that management does not 
consider them to be available for general operations. These types of 
constraints are internal and management can remove or modify them. 
Designations are not reported on the face of the statement of net assets. 

The Municipality reports certain transactions as operating transfers, which are legally required transfers that 
are reported when incurred as "Operating transfers-in" by the recipient fund and as "Operating transfers-out" 
by the disbursing fund. 

13. Riskjinancing 

The Puerto Rico Treasury Department (PRDT) acts as an agent, obtaining and detennining the coverage for 
the municipalities of Puerto Rico. The coverage for the Municipality oflsabela consists of professional, public 
responsibility, property and theft, auto and fidelity bond coverage. 
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COMMONWE.AL,TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Insurance policies costs are aUocated by PRDT among all the municipalities of Puerto Rico. Payment of the 
Municipality's insurance premiums is monthly deducted from advances of property tax and amounts of 
municipal •'qualization fund send to the Municipality by the Municipal Revenue Collection Center (CRIM). 
Workers compensatinn insuranc.:e is also deuuc i"'': f,;;;~ the monthly advances by the CRIM. Settled cases have 
not exceeded insurance coverage for any of the past three years. 

14. Use of estimates 

The preparation of the basic financial statements in accordance 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 liabiJities and discJosure of contingent assets and liabilities at the date of the 
basic financial statements and the reported amounts of revenues and expenditures during the reporting period. 
Actual results could differ from those estimates. 

15. Future adoption of accounting pronouncements 

The GASB has issued the following statements, which the Municipality has not yet adopted: 

".3 

45 

48 

Statement 

Financial Reporting for Post employment Benefits Plans 
Other Than Pension Plans 

Accounting and Financial Reporting by Employers for 
Post employment Benefits Other Than Pensions 

Sales and Pledges of Receivables and Future Revenues 
and Intra-entity Transfers of Assets and Future 
Revenues 

To be Adopted in 
Fiscal year ended, 

June 30, 2008 

June 30, 2009 

June 30, 2008 

The impact of these statements in the Municipality's basic financial statements has not yet be~n determined. 

SOTE B - CUSTODIAL CREDIT RISK - DEPOSITS 

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may not be 
returned to it. The Municipality maintains cash deposits in commercial and governmental banks located in 
Puerto Rico. 
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COMMONWEAL TU OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2006 

NOTE B - CUSTODIAL CREDIT RISK - DEPOSlTS • Continued 

Under Commonwealth of Puerto Rico statutes. public funds deposited in commercial banks must be fully 
collateralized for the amount deposited in excess of federal deposit insurance. All securities pledged as 
collateral by the Municipality are held by the Se·· ~tary of Treasury of Puerto Rico in the Municipality's name. 
At year end 1he Municipality'~ bank balance in C•Jr, .. , .... r,·i:-1 banks amounts to S 1 ",741 .289 

Deposits in governmental banks. all of which are uninsured and uncollateralized. are exposed to custodial 
credit risk. At year end the Municipality's bank balance in governmental banks amounts to $1,998.336. 

NOTE C - RECEIVABLES 

Accounts receivable as of June 30. 2006 follows: 

Construction permits levy - Villa Pesquera 
Apartments 

P. R. Department of Treasury 
Healthcare providers billings 
Interest 

$ 

Amount 

101 ,870 
107.660 
232.897 
87,837 

$ 530,264 

Amounts receivable from construction permits levy-Villa Pesquera Apartments ($I 01,870), healthcare 
providers billings ($162,320). and interest ($20,927) are recorded as deferred revenue in the governmental 
funds statements since they are not available as required by current standards. 

NOTE D • DUE FROM (TO) GOVERNMENT AL ENTITIES 

l . Amounts due from governmental entities as of June 30, 2006 follows: 

Municipal Revenue Coll~tion Center (CRIM) -
property taxes (debt service fund) 

Municipal Revenue Collection Center (CRf~/ ) -
propeny taxes <general fund) 

P.R. Department of Education 
P.R. Department of Recreation and Sports 
P.R. Deparcment of Treasury - Christmas bonus 

reimbursement 
P.R. Solid Waste Authority 
P.R. Department of Health 
P.R. Department of Transponation 
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Government 

$ 344,913 

283.571 
35.000 
66.500 

165.179 
350.000 
171.840 
209.443 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 1006 

NOTE D - DUE FROM (TO) GOVERNMENT AL ENTITIES - Continued 

P.R. Department of Labor 
Office of Conunissioner of Municipal Affairs -

Commonwealth Legislature Resolutions 
Office of Commissioner of Municipal Affairs -

CDBG 
U.S. Department of Housing and Urban 

Development - CDBG 
U.S. Department of Health and Human Servires 

- Head Start 
P.R. Department of Family-Child Care 
P.R. Department of Family - Temporary 

Assistance for Needy Families (T ANF) 
P.R. Emergency Management Agency - Prc

Disaster Mitigation 
P.R. Department of Housing - Horne Investment 

Partnership Program (HOME) 
Others 

$ 

Conunonwealth 
Government 

323,782 

335,876 

2,286,104 $ 

Federal 
Government 

1,726,194 

1,923,234 

166,107 
64,382 

33,593 

29,250 

230,367 
8,291 

4,181,418 

See note G for detail of amounts due from Governmental Entities recorded as deferred revenue. 

2. Amounts due to governmental entities as of June 30, 2006 follows: 

Commonwealth Federal 
Government Government 

P.R. Aqueduct and Sewer Authority (PRASA) $ 10,500 $ 
P.R. Retirement Plan Administration 50,308 
P.R. Department of Treasury 163,458 
P.R. Department of Labor 10,676 
P.R. General Services Admmistration 40.397 
P.R. Workmen's Insurance Corporation 55,785 
P.R. Solid Waste Authority 20,000 
Rural Development 3,422 

$ 351.124 $ 3,422 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE E • INTERFUND TRANSACTIONS 

1. Due from/to other funds: 

Amounts due from/to other funu:. revr1:~em ad-.c.1m .. es lu other fumls by the general fund for payroll amt payauii 
taxes expenditures. as follows; 

Receivable Fund Pay~ble Fund Amount 

General Fund Major fund-CDBG $ 126,139 
General Fund Major fond - Head Start 100,881 
General Fund Other governmental funds-Section 8 118.328 
General Fund Other governmental funds-Child CarE' 232,921 
General Fund Other governmental funds-Temporary 

Assistance for Needy Families 175.712 
General Fund Other governmental funds-Home 

Investment Partnership Program 10.417 
General Fund Other governmental funds-State and 

Cornmv.,!ty Highway Safety 132.102 
General Fund Other governmental funds-Child and 

Adult Care Food Program 5,044 
General Fund Other governmental funds-Pre-Disaster 

Mitigation 29,250 

Total: $ 930,794 

2. Operating trans! ers: 

Transferi. between individual funds were made for •.'perational purposes. Transfers includes interest earned on 
restricted cash with fi scal agents in the debt service fund and operating and capital improvement loans in other 
governmental funds which is transferred to the general fund; principal and interest payments of general long 
term debt transferred from the general fund to the debt service fund: and for reimbursements of operational 
c"<penditures of ~pecial and general funds. 

ORTIZ, RO DRIGUEZ, RIVERA & CO. 
CERTIFIED PUBLIC ACCOUNTANTS • VALUE ADDED SERVICES 

Suue 152. PO Box 70250. San Juan, P.R. 00936-7250 •Phone (787) 756-8524. Fax (787) 274-0562 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 

I 

NOTE F - CAPITAL ASSETS 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

Capital assets and depreciation activity as of and for the year ended June 30, 2006 is as follows: 

Balance: 
July I, 2005. ~~ 
-~lated ___ _ Increases IX-creases 

Govemmso!lli!l ~11v111i:~; 

Capital assets. not being depreciated: 
Land $ 3.685,5!!9 s 370.000 s 
Construction in progress 3.l 17.144 2,34l.71J 407.15 1 

Total <apital assets not being 
deprc:cia11..-d: 6,802.733 2,711.713 407,151 

Capual asse1s. bemg dcpreciat."d: 
BuilJings and building 

imprC1vements 12.024,860 5o7.l I l 
Lca:.chold improvements 505,233 
lnfras1ruo::1un: 10.0119,1>2 1 442.-i81 24.958 
Vch1clcs. 01u.:hintry unJ c<ju1pmcnt <> .-'7 1,•)7.:?_ -'82J92 n.427 

Total capital assc:ts being dcprcciatc:<l 29 .09 l .8K6 t.491.984 48.385 

L«S) a('cumulatcd dcprcc1a1ion for: 
Buildings and building 

improvcmenb l .!77.550 22:?J54 
Leasehold improvements 45.930 
lnfrJStruc1ure 1,400,714 184.637 4,455 
Vch1dcs. machinery and e<JU1~ment 2.126.000 .:l l.l.853 12.014 ------

Total accumulated depreciation 4,804.:?64 867,774 16,469 

Total capnal ass.:ts being d~pr~c1atcd. 
n~'t '.!4.287.62::!_ 624.210 Jt.916 

Governmental activiuc:~ capual 
dS!'..~.!l\ , n~t $ 'll ,090J55 $ 1.~ 15 ,923 s 4JQ,067 

Depredatio n expe nse was charged to fu nciion)t/programs of 1he Municipal icy as follows: 

Governmental a~· thit ies: 

General go vernment 
Public works and ~anitation 
Public safoty 
Culture and recreation 
Health 
Welfare and community development 
Education 

Total depreciat ion expense. governmental a1:tivities 
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$ 

s 

Bal:i:tc.! 
Jur.~}O. '.!L't.'f, 

4.055,589 
5,051.706 

9,107.'.!95 

12.591,971 
505.233 

10.507,344 
6,930,937 

J0.5JSA85 

1.499.904 
4S,<l30 

1.580.896 
2,528.839 

5.655.569 

2-l.879.916 

JJ,987.2 11 

51.874 
421,420 
67.043 

2 16.086 
27.341 
14.540 
69.470 

867.774 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISA.BELA 

NOTES TO FINANCIAL ST A TEMENTS 

Jun~ 30. 2006 

NOTE G - DEFERRED REVENUES 

Deferred revenues for Commonwealth Government represent revenues not available as required by current 
standards and for Federal Grants represent reso!:··ces are received before allowable expenditures are incurred or 
not available us required by current standards. A . 'r~a! ! "f ; :-1ese balance.s fol 1ow~ : 

Municipal Revenue Collecllon 
Center ICRIM) - propcny laxes 
(general fund) 

P.R. Dcpanmenl of Treasury -
Chnstmas bonus reimburscmcnl 

P.R. Solid Was1e Au1hori1y 
P.R. IX'Panment of Recreation and 

Spons 
P.R. Department of Labor 
P.R. Dcp;:rtmcnt ot fk:ilth 
P.R. l:h!par1111,:n1 ()f Tr:u1:.porta11on 
Office of Con1111is>ionc1 of Municipal 
Affair.; -Commonwealth Legisla1ure 
Resolulions 

Municipal Revenue Collcc1ion Center 
(CRIM)- propct1)' ta)(CS (debt 
scrvice fund) 
Office of Commiss1onc:r of 

Municipal Affairs - CDBG 
U.S. Depanment of Housing and 

Urban Dcvclopmcnt - CDBG 
P.R. Department of F<1mily - Child 

Care 
P.R. Emcrg,:ncy M<1nagcmcnt 

Agcncy-Prc-Disas1er Mi1ig:11ion 
P.R. Departmcnl of Housing Home 

Investment Partnc1:.hip Program 
(HOME) 

Construction permits levy - Villa 
Pcsquera Apanments 

Healthcare provukr.; billings 
ln1crcst 

- 35 -

ORTIZ, RODRIGUEZ, RIVERA & CO. 
CERTIFIED PUBLIC ACCOUNTANTS •VALUE ADDED SERVICES 

Suite 152. PO Box 70250, San Juan. P.R. 00936·7250 •Phone (787) 756·8524, Fax (787) 274-0562 



I 
COMMONWEAL fH OF PUERTO RICO 

I MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

I June 30, 2006 

I NOTE H - LONG TERM DEBT 

1. Summary of long- term debt activity 

I The followmg sum..•narizes act1v1ty in Jong-tern" -!~!:-! for the fiscal year ended June 30, 2001'· 

Balance at Balance at Due within 
June 30, 2005 Increases Decreases June 30. 2006 one ~ear 

Gener.II, Special 
Obligations Bonds 
and Notes $ 6,217.024 s s 801,000 s 5.416,024 $ 537,000 

I Note payable to CRIM-
LIMS 370,869 48.275 322,594 51,190 

I Note payable to CRIM -
Financing of 
delinquent accounts 152,324 20.478 131,846 

I Note payable to PR 
Depanment of Labor 306,142 92.064 214,078 72,933 

Note payable to PR 

I Aqueduct and Sewer 
Authority (PRASA) 17,260 17,260 

Note payable to PR 

I Solid W3ste 
Authority 252,868 31,502 221,366 33,842 

Note Payable-P.R. 

I Treasury Department 728,622 728,622 131,557 

Landfill Obligation 3,920,497 217,628 4,138,125 

I Compensated absences 1,771,331 315,562 176,271 1,910,622 140,952 

Christmas b-Onus 366,375 355,630 366,375 J55,630 355,630 

I Claims and judgments 63,672 52,789 10,883 10,883 

Payable to CRIM· 
excess of property 
tax advances over 
actual collections 33.613 33,613 33,613 

$ 13,471,975 $ 1,617,442 s 1,606,014 s 13,483,403 $ 1,367,600 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIP ALlTY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE H - LONG TERM DEBT - Continued 

2. General and special obligation bonds and notes 

The Municipality's outstanding general and s;•·:cial obligation bonds and notes at June 30, 2006 amount to 
$5,416,024. All these bonds are serviced by • :-~ ,--;'"'"'~'1menral Development Bank of Puerto Rico (GOB) 
maturing at various dates. As required by !aw, the Commonwealth Government is obligated to levy and 
collect property taxes for payment of principal and interest on bonds and notes. A debt service fund has been 
established for the bonds and notes at GOB with the proceeds of those property taxes, whereby sufficient funds 
must be set aside in order to cover the projected debt service requirement, before any new bonds are issued. 
Principal and interest payments of long term debt issued for operational purposes are made through 
withholdings from the advances of property tax and amounts of municipal equalization fund send to the 
Municipality by the Municipal Revenue Collection Center (CRIM). 

A detail of the general and special obligation bonds and notes as of June 30, 2006 follows: 

1996 general obligation bonds of $525,000 due in annual 
installments ranging from $13,000 •o $36,000 through January 
1, 2021; bearing interest at 4.50% 

1999 general obligation bonlis of $410,000 due in annual 
installments ranging from $11,000 to $29,000 through January 
I. 2024; bearing interest at 4.50% 

2000 general obligation bonds of $305,000 due in annual 
installments ranging from $20,000 to $40,000 through January 
I, 2005; bearing interest at rates ranging from 2. 70% to 7 .81 % 
(3 .21 % at June 30, 2006) 

200 I general obligation notes of $985,000 due in annual 
mstallments ranging from $170,000 to $230.000 through July 1, 
2006; bearing interest at rates ranging fro.T.. 2. 70% to 5% (3.21 % 
at June 30, 2006) 

2001 general obligation bonds of $3,455,000 due in annual 
mstallments ranging from $45,000 to $290,000 through July 1, 
2026; bearing interest rates ranging from 5.00% to 7.50% 
(5 .08% at June 30, 2006) 
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Out<itanding 
Amount 

399,000 

362,024 

180,000 

230,000 

3,230,000 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE H - LONG TERM DEBT - Continued 

2005 general obligation bonds of :;2:;.:;,000 due in annual 
installments ranging from $5,000 to $25,000 through July 1, 
2029; bearing interest rates ranging from 4.37% to 5.31% 
(4.23% at June 30, 2006) 

1993 special obligation note of $505,000 due in annual installments 
ranging from $20,000 to $65,000 through July I, 2009; bearing 
interest at rates ranging from 3.28% to 8.00% (5.33% at June 30, 
2006) 

1999 special obligation note of $1, 160,000 due in annual 
installments ranging from $80,000 to 155,000 through July 1 
2009; bearing interest at rates ranging from 5.00% to 7 .81 % 
(5 .08% at June 30, 2006) 

Outstanding 
Amount 

250,000 

205,000 

560,000 

$ 5,416,024 

Tlie annual requirement to amortize general and special obligation bonds and notes as of June 
30, 2006 follows: 

June 30 Principal Interest 

2007 $ 537,000 300,701 
2008 329,000 319,703 
2009 351,000 '344,517 
2010 387,000 272,780 
2011 174,000 255,602 

2012-2016 827,000 1,124,859 
2017-2021 l.139,000 803,573 
2022-2026 1,312,024 374,687 
2027-2030 360,000 18,029 

Totals $ 5,416,024 $ 3,814,451 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIP ALJTY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE H - LONG TERM DEBT - Continaed 

3. Other long-term liabilities 

Note payable to CRIM (LIMS)- On June 27, 2001 the Municipality 
entered into a financing agreement with the CRIM in the amount of 
$519,187 for the payment of the Municipality's share of the cost of 
a management information system (LIM.S) acquired by the CRIM 
for the management of taxpayer's properties located in Puerto Rico. 
The note is payable in semiannual installments of $34,817, 
including interest of 5.95% and is due on November 28, 2011. 
Amount is financed with un.restricteJ funds through withholdings 
from the advances of property tax and amounts of municipal 
equalization fund send to the Municifi .. hty by the Municipal 
Revenue Collection Center (CRIM). Debt service requirements in 
fururc years are as follows: 

June 30 

2007 $ 
2008 
2009 
2010 
2011 
2012 

Totals $ 

Principal 

51,190 
54,281 
57,559 
61,034 
64,719 
33,810 

322,594 

Interest 

$ 18,444 
15,356 
12,075 
8,599 
4,914 
1,006 

$ 60,394 

Note payable to CRIM (Financing of delinquent accounts)- On 
April 2, 2002, the Municipality entered into a financing agreement 
with the CRIM in the amount of $471,041, to finance delinquent 
property tax accounts sold to private investors, under the provision 
of Law No. 146 of October 11, 200 I. The agreement is in the form 
of a non-revolving line of credit beariri~ interest of 6.5% for the first 
5 years and variable for the next 25 years at 125 points over London 
Interbank Offered Rate (LIBOR) and is due on December I, 2032. 
As described in Law No. 146, interest payments for the first 5 years 
will be financed through .48% of the net increase of subsidy 
provided b} the Commonwealth of Puenn Rico' s general fund. 
Also. during the first 5 years any collection from those delinquent 
accounts will be credited to the loan principal. After the 5 year 
period the loan outstanding balance will be restructured for a 25 
years penod. Debt service requirements in future years are as 
follows: 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE H - LONG TERM DEBT - Continued 

June 30 PrinciEal Interest 

2007 $ $ 8,570 
2008 8,570 
2009 2,267 8,503 
2010 2,419 8,351 
2011 2,581 8,189 

2012-2016 15,740 38, 111 
2017-2021 21,766 32,085 
2022-2026 30,098 23,753 
2027-2031 41,621 12,231 
2032-2033 15,354 802 

Totals $ 131,846 $ 149,165 

Note payable to Puerto Rico Department of Labor - On February 
16, 2005, the Municipality entered into a financing agreement 
with the PR Department of Labor for a total amount of $401,505 
for unemployment benefits paid by the Commonwealth of 
Puerto Rico in behalf of the municipality. The agreement is 
payable in monthly installments of $7,763, including interest of 
11.19% and due in February 15, 2009. The note is being paid 
from unrestricted funds. Debt service requirements in future 
years are as follows: 

June 30 PrinciEal Interest 

2007 $ 72,933 $ 20,288 
2008 81,526 11,696 
2009 59,619 2,529 

1 otals $ 214,078 $ 34,513 

-40 -

0RTIZ, RODRIGUEZ, RIVERA & CO. 
CERTIFIED PUBLIC ACCOUNTANTS• VALUE ADDED SERVICES 

$ 

Suite 152. PO Box 70250. San Juan. P.R. 00936-7250 •Phone (787) 756-8524, Fax (787) 274-0562 

214,078 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE H - LONG TERM DEBT - Continued 

Note payable to Puerto Rico Solid Waste Authority - On 
September 17, 2004, the Municipality entered into a financing 
agreement with the PR Solid Waste Authority for a total amount 
of $307 ,944 for unpaid operatit.~ lease charges related to 
equipment used in the Municipality .., : .... .:::!:!!. '!be agr:cmcn: L 
in the fom1 of a non-interest bearing note (imputed interest of 
6%) payable in semiannual installments of $20,000, a final 
payment of $22,944 and due in January 1, 2012. The note 
balance as of June 30, 2005 is net of an unamortized discount of 
$30,076 and is being paid from unrestricted funds. Debt service 
requirements in future years are as follows: 

June 30 Principal Interest 

2007 $ 33,842 $ 6,158 
2008 34,827 5,173 
2009 35,842 4,158 
2010 36,886 3,114 
2011 37,959 2,040 
20 12 42,0lti 935 
Totals $ 221,366 $ 21 ,578 

Note Payable-Puerto Rico Treasury Department- On February 
16, 2006 the Municipality settled a legal case for $825,000 and 
refinanced this debt on a long tenn basis through a $728,622 
non-interest bearing note (imputed interest rate is 5.00%), from 
the Puerto Rico Department of the Trec.sury. The note is payable 
m montllly installments of $13,750 (including interest) through 
Jwie 30, 2011. The note balance as of June 30, 2006 is net of an 
unamortized discount of $96,378 and will be repaid with 
unrestncted funds through withholdmgs from the advances of 
property tax and amounts of municipal equalization fund send to 
the Mwiicipality by the Municipal R~v-::nue Collection Center 
(CRJM). Debt service requirements in future years are as 
follows: 

June 30 Pnncipal Interest 

2007 $ 131,557 $ 33,443 
2008 138,287 26,713 
2009 145,362 19,638 
2010 152,799 12,201 
20 11 160,617 4 ,383 

Totals $ 728,622 $ 96,378 
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COMMONWEAi.TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE B - LONG TERM DEBT - Continued 

Landfill obliitation - represent the outstanding balance of the 
estimated liability for landfill clo~uic: and post-closure care 
costs, based on an 87% usage of the landfill. The total estimate 
for these costs amounts to $4,800,000 as of June 30, 2006. 

Compensated absences - includes accrued vacations, sick leave 
benefits and other benefits with similar characteristics such as 
compensatory time, represents the Municipality's commitment 
to fund such costs from future operations. Amount is paid with 
unrestricted funds. 

Christmas Bonus - represent the accrued portion corresponding to 
fiscal year 2005-2006 of the Christmas bonus to be paid in 
December ..:!006. 

Claims and judgments - represent the final settlement legal cases 
paid subsequent to June 30, 2006. The awarded amount will be 

$ 

$ 

$ 

paid with unrestricted funds. $ 

Payable to CRIM - represents the balance owed to CRIM at June 
30, 2005 for excess of advances of property tax and other 
subsidies over final amount of property tax collections for the 
fiscal years June 30, 2005. This amount will be repaid with 
unrestricted funds through withholdings from the advances of 
propeny tax and amounts of municipal equalization fund send to 
the Municipality by the Municipal Revenue Collection Center 
(CRIM). $ 

NOTE I - LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS 

4,138,125 

l ,910,622 

355,630 

10,883 

33.613 

Commonwealth and Federal Jaws and regulations require the Municipality to place a final cover on its landfill 
when it stops accepting waste and perform certain maintenance and monitoring functions at the landfill 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 future closure and post-closure care 
costs that will be incurred near or after the date the landfill no longer accepts waste. 1 he Municipality has 
performed a study of the activities that need to he implemented at the Municipality' s landfill to comply with 
applicable laws and regulations. As a result of this study. the Municipality has recognized an estimated liability 
for future closure and post-closure care costs. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE 1- LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS - Continued 

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 bas an outstanding balance of$4, 138,125 as of June 30, 
2006, which is based on an 87% usage of •he landfill. It is estimated that an additional $661,875 will be 
recogruzcd as closure and post-closure care ·:·';?~";.,,.0" between the i-alance sret-t <late and the date the 
landfill is expected to be filled to capacity (December 2008). The estimated total current costs of the landfill 
closure and post-closure care ($4,800,000) is based on the amount that would be paid if all the equipment, 
facilities and services required to close, monitor and maintain the landfill were acquired as of June 30, 2006. 
However, the actual cost of closure and post-closure care may be higher due to inflation, changes in 
technology, or changes in landfill laws and regulalions. As of June 30, 2006, the Municipality has not made 
contributions to finance closure and post-closure care costs. 

NOTE J - PROPERTY TAXES 

The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is responsible for the 
assessment, collection and distribution of real and personal property taxes. The tax on personal property is self
assessed by the taxpayer. The assessmenl is made on a return. which must be filed with the CRIM by May I 5 
of each year and is based on the current value at the date of the assessment. Real property is assessed by the 
CRIM. The tax is general assessed on January 1 cm all taxable property located within the Municipality and is 
based on the current value existing in the year 1957. For personal property the tax is due with the return filed 
on or before May 15. Taxes on real property may be paid on two equal installments, July 1.-i and January 1 si. 

The tax rates iu force as of June 30, : 006 are 9.03% for real property (of which 8.83% is paid by the taxpayer 
and .20% is reimbursed by the Puerto Rico Treasury Department) and 7 .03% for personal property (of which 
6.83% is paid by the taxpayer and .20% is reimbursed by the Puerto Rico Treasury Department). For both tax 
rates 1.03% belongs to the Commonwealth and 8.00% and 6.00%, respectively, belongs to the Municipality. 
Of the portion belonging to the Municipality, 6.00% on real property (of which 5.80% is paid by the taxpayer 
and .20% is reimbursed by the Puerto Rico Treasury Department)and 4.00% on personal property (of which 
3.80% is paid by the taxpayer and .20% is reimbursed by the Puerto Rico Department of Treasury) represents 
the Municipality's portion which is appropriated for general purposes and accounted in the general fund. The 
remaining portion of 2.00% on both tax rates belonging to the Municipality is restricted for debt service and 
accow1ted in the debt service fund. 

Residential real property occupied by itc; owner i:; exempt by law from property taxes on the first $15,000 of 
the assessed value. For such exempted amounts, the Puerto Rico Department of Treasury assumes payment of 
the basic tax to the Municipality, except for residential units assessed at less than $3,500 on which a complete 
exemption is granted. Revenue related to exempt property is recorded in the General Fund. The Municipality 
grants a complete exemption from personal property taxes up to an assessment value of $50,000 to retailers 
with annual net sales of less than $150,000. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE J - PROPERTY TAXES - Continued 

The CRIM advances funds to the Municipality based on an estimate of special governmental subsidies and the 
property taxes to be levied and which are collected in subsequent periods. This distribution includes advances 
of pn perty tax and amounts of municipal equalization fund from the Commonweal:h government. The CRIM 
is required by law co prepare a sett1ement s1 .. :~•nent on a fiscal year basis, whereby ;i 1;1)anparison is made 
between the amounts advanced to the Municipality and amounts actually collected from taxpayers. The CRIM 
prepares a preliminary settlement not later than three months after fiscal year-end and a final settlement not 
later than six months after fiscal year-end. If actual collections exceed the advances a receivable from CRIM is 
recorded. However, if advances exceed actual collections, a payable to CRIM is recorded. A receivable from 
the CRIM of $283,571 resulting from the final settlement for the fiscal year 2005-2006 is recorded as deferred 
revenue in the fund statements since is not available as required by current standards. 

NOTE K - MUNICIPAL LICENSE TAXES 

Municipal License taxes are assessed annually by the Municipality to all organizations or entities subject to the 
tax doing business in the Municipality's location except for entities totally or partially exempt pursuant to 
certain Commonwealth's statutes. Tiris tax is based generally on volume of business or gross sales as shown in 
a tax return that should be submitted on or before April 15. During the fiscal year ended June 30, 2006 the tax 
rates were as follows: 

Financial business - 1.50% of gross revenues 
Other organizations - .50% of gross revenues 

The tax is due in two equal installments on July l and January 1 of each fiscal year. Tax revenue is recognized 
at that moment by the Municipality. A discount of 5% is allowed when full payment is made on or before 
April 15. 

Municipal license taxes collected prior to June 30 but pertaining to the next fiscal year in the amount of 
$I , 793,078 are recorded as deferred revenues. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE L - INTER GOVERNMENT AL REVENUES 

Intergovernmemal revenues in the General Fund are comprised of the following: 

A:no:.:r.: of municipal subsidies and equaliza<k.: ~;.;;;~ : :::: ~:,· CP...I!\! 
Cvmp1.r..,,utiv11 in lieu vr i <lA fiom the Puc1 lO Rico Electric Power Autho1 ity 

(PREPA) 
Commonwealth Joint Resolutions grants 
Reimbursement from Commonwealth Government of Christmas Bonus 

expenditure 
Reimbursement from Commonwealth Government of Law 52 and Law 82 

program expenditures 
Reimbursement from Commonwealth Government of Public Order Code 

program expenditures 
Citizen Participation program 
Reimbursement from Commonwealth government · other programs 

expenditures 

NOTE M - RETIREMENT PLAN 

1. Plan description 

Amount 
$ 4.416,274 

1,444.264 
429.163 

287,725 

368,583 

99.913 
157.445 

50,643 
$ 7,254,010 

Regular employees of the Municipality contribute to a cost sharing multiple employer defined benefit 
retirement plan, administered by the Employee's Retirement System of the Government of Puerto Rico an its 
lnstn1mentalities (ERS ). ERS covers all regular full time public employees working for the central 
government, the municipalities and certain public corporations not having their own retirement systems. The 
system provides retirement pensions, death and disability benefits. 

Retirement benefits depend upon age at retirement and number of years of credited service. Disability 
retirement benefits are available to men1bers of" occupational and no occupational disabilities. Benefits vest 
after ten year1t of plan participation. The system was created under Act 447, approved on May 15. 1951. as 
amended. and be~ame c:-ffective on January I, 1952. Retirement benefits are determined by the application of 
stipulated benefit ratios to the member's averog:.: compensation. Average compensation is computed based on 
the highest 36 months of compensation recognized by ERS. The annuity, for which a plan member is eligible, 
is limited to a minimum of $200 per month and a maximum of 75% of the average compensation. ERS i!-suel. a 
rublidy financial report that includes financial statements and required supplementary information of the Plan. 
which may be obtained from the ERS. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE M - RETIREMENT PLAN - Continued 

Law No. 305 of September 24, 1999 amended the Act No. 447 of 1951 and was enacted with the purpose of 
establishing a new pension program (System 2000). The new pension program became effective on January 1, 
2001). Employees participating in the current system as of December 31, 1999 m:-y elect either to stay in the 
defired beneflt plan or trar.!:fer to the new prol!fam. Persons joining the govemn!cilt on or after January I, 
2000 will only be allowed to become members of the new program. 

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. There will be a pool of 
pension assets, which will be invested by the System, together with those of the current defined benefit plan. 
Benefits at retirement age will not be guaranteed by the State government and will be subjected to the total 
accumulated balance of the savings account The annuity will be based on a formula, which assumes that each 
year the employee's contribution (with a minimum of 8.275% of the employee's salary up to a maximwn of 
10%) will be invested in an account which will ei.ther: (1) earn a fixed rate based on the two-year Constant 
Maturity Treasury Note or, (2) earn a rate equal to 75% of the return of the System's investment portfolio (net 
of management fees), or (3) earn a combination of both alternatives. If savings accounts balance is $10,000 or 
less at time of retirement, the balance will be distributed by the System to the participant as a Jump sum. 
Participants receive periodic account statements similar to those of defined contribution plans showing their 
accrued balances. Disability pensions are not been granted under the new program. The employer 
contributions (9.275% of the employee's salary) will be used to fund the current plan. Under System 2000 the 
retirement age is reduced from 65 years to 60 for those employees who joined the current plan on or after April 
! , 1990. 

2. Funding policy 

The Act 447, as amended, is the authority under which obligations to contribute to the Plan by the Plan 
members, employers and other contributing entities are established or may be amended. Plan members are 
required to contribute 5.775% of gross salary up to $6,600 plus 8.275% of gross salary in excess of $6,600 
except for the Mayor or employee under a supplementation plan, which contributes 8.275% of gross salary. 
The Municipality is required to contribute 9.275% of gross salary. 

Tne Municipality's actual contribution for the current and the previous three fiscal years, which is equal to the 
required contribution, follows: 

Fiscal year ended: Law No. 447 System 2000 

2006 $ 236,085 $ 90,305 
2005 $ 243,239 $ 77,808 

2004 $ 236,643 $ 55,344 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE N - POSTEMPLOYMENT BENEFITS 

Pursuant to Law No. 157 of June 27, 2003, the Municipality is required to cover annually the 3% increase in 
the retirement plan of its retired employees. For the fiscal year ended the post employment benefits paid to 
retired employees under this requirement amounted to $9,926. 

NOTE 0 - COMMITMENTS 

1. Operating leases 

The Municipality leases office space and office equipment under operating lease agreements, which generally 
have tenns of one year or less and are automatically renewed for the same tenns. Rental expenses amounted 
approximately $170,050. Management believes that the summary of the future minimum rental commitments 
under noncancelable equipment leases with tenns exceeding one year is not significant. 

2. Constructio11 

The Municipality has commitments at June 30, 2006 of approximately $ 2,247,078 for construction, 
improvementS or renovation of certain municipal facilities. 

NOTE P - CONTINGENCIES 

1. Federal and State grants 

Projects financed by Federal and State Grants are subject to audits by grantors and other governmental 
agencies in order to determine its expenditures to comply with the conditions of such grants. It is the 
Mw1icipality's opinion that no additional material unrecorded liabilities will arise from audits previously 
performed or to perfonn. 

2. Litigations 

The Municipality is, at present, a detendant in a number of legal matters that arise in the ordinary course of the 
Munic.ipality' s activities. There are cases whereby the Municipality is a defendant or codefendant that will be 
covered by insurance, certain cases whereby the legal counsel has not determined an outcome and other cases 
that will not be covered by insurance. As a result of one case settled subsequent to June 30, 2006 and not to be 
covered by insurance, the Municipality accrued $10,883 in the government-wide statements. However, it is the 
opinion of the Municipality and the legal counsels that based on their experience. such actions and the 
potential liabilities will not impair the Municipality financial position. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTEQ-NETCHANGEINFUNDBALANCE-GENERALFUND 

The Statement of revenues, expenditures and changes in fund balance reported a net change in fund balance for 
the general fund in the amount of($101,604), which is composed of the following: 

"let change in fund balance, OJ General Fund 
Net change in fund balance, other special funds included as part of the general 

fund 

$ 

$ 

Amount 
480.283 

(581,88Z2._ 
(101,6Q7) 

The composition of the net change in fund bclance of the other governmental funds included in the general 
fund is disclosed as supplementary information following the notes to the financial statements. 

NOTE R - FUND BALANCE AND NET ASSETS RESTATEMENTS 

1. Fund balances 

The beginning fund balance of the general fund, the Community Development Block Grant fund, the deb1 
serv!c.;t.· fund and certain other governmental funds has been restated to recognize corrections of accounting 
c1Tors. The following schedule reconciles the fund balance at July 1, 2005 as previously reported to ihe 
1.,eginning fund balance, as restated: 

P.rior period a~-~u_s_tm_e_n_cs ______ _ 

Fund 
Gener.ii fund 
Cc1r.muni1y D•~•dopmcnt Block 

Omni 

Other gov,,,..unental funds 

Totai 

2. Net asset!i 

Balance at bcgiru1i"g or 
\ f'.ar, as previous!> 

___ rcpo..,.. ncd 
$ l:?.175,475 

9'1·",091 
• .• _'.l9<~.702 . 

Ccm.•.::1on 

··-·· __ , __ -2f.E!!~~·-' --- 
~ 880,019 

(69,126) 
ii !5,8l3) 

7.s.63~ 

$ ::.:~0.b55 
-===== -~~ 

Bnlance nt beginning ;;r? 
year. as 
Restated 

s 

.) 

13,055,494 

(69,136) 
831,228 

I 072,337 

14,88<1,921 

'Net assets at beginrung of year ha Ye been c:djwted to reflect the foliowing rest<1lemcnts: 

Net assets at beginning ot year as previously n .. "J>ortcd: 
Restatements: 

Ovcrsta1ement of accounts payable - genc;;ll far.cl 
Understatement of revenm.'S - Commonwealih Legisiatun:: Resolutions tunt.I 
Owrstatement of accounts payable - CJM A fund 
Understatement of cash - general fund 
Net o"erstatcment of Christmas Bonu:: payable and receivable 
Overstatement of capital assets auditions 

Net assets at beginning of year as restated: 
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Amount 
$ 36.184.678° 

345,971 
702,986 
89,547 
(885) 

140,149 
(21,887) 

$ 37,440,559 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE S - FUND BALANCE DEFICITS 

Community Development Grant Program fund and certain special funds included as part of the general fund 
and other governmental funds in the fund statements disclosed fund balance deficits as follows: 

Description 

CDBG fund 
State Fund'> 
Law No. 52 and 82 fund 
WIA Fund 
Pre--Disa'lter Mitigation fund 
Child Care fund 
Food Program fund-Head Start 
Home Investment Partnership 
Program fund 

Comn:c::!~· 
Development 

Block Grant Fund 

$ 377,007 $ 

General fund 

209,443 
198,783 

$ 

Other 
Governmental 

Funds 

9,788 
29,250 
37,440 
7,058 

38,853 

The deficits results from the accrual of expenditures without accruing intergovernmental revenues for 
reimbursement of expenditures. As required by current standards, the Municipality recorded intergovernmental 
revenues for reimbursement-based (expenditure-driven) grants on fund statements when all applicable 
digibility requirements have been met and the resources are available. 

NOTE T- SUBSEQUENT EVENTS 

1. Sales Tax Implementation 

Effective on July l, 2006 the Municipality imposed a sales tax of 1 % to be applicable over all direct sales to 
consumers, including certain services as approved by the Municipal Legislature. Subsequently on November 
15, 2006 this tax was raised to 1.50% as amended by the Municipal Legislature to be in conformity with 
Commonwealth Government Sales Tax Law (Act No. 117 of July 4, 2006) 

Section 6189 of the Puerto Rico Internal Revenue Code of 1994, as amended, authorizes the Municipalities in 
Puerto Rico to impose a sales and use tax to co~umers. This tax must be imposed in conformity with the base, 
exemptions and limitations contained in Subtitle BB of the Code. The Municipal Sales Tax is specifically 
imposed over all sales transactions of taxable items and combined transactions (as defined by the municipal 
internal regulation) taken place within municipal limits. The Municipal Sales Tax is also specifically imposed 
over the purchase price for the use, storage or consumption of taxable transactions (as defined by the municipal 
internal regulation) taken place within Municipal limits. 
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COMMONWEA.l,TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE T- SUBSEQUENT EVENTS - Continued 

2. Issuance of general obligation bonds 

0:. October 27, 2006 the Governmental Development Bank of Puerto Rico (GDB) approved the issuance of 
$600,000 gene:al obhgation bonds to the- Mu~cipality to refund the principal balance oflhe $i,160,000 and 
$505,000 special obligation notes as of July l, 2006. Bonds are due in annual installments ranging from 
$25,000 to $60,000 through July l, 2021, bearing interest at a variable rate (LIBOR + 1.25%). On November 
3, 2006, the GOB approved the issuance of $3,010,000 general obligation bonds for the reconstruction of the 
Municipality's City Hall. Bonds are due in annual installments ranging from $40,000 to $260,000 through July 
l, 2031, bearing interest at a variable rate (LIBOR + 0.32%). These bonds were acquired in a private sale by 
Banco Santander of Puerto Rico through a bond purchase agreement. Principal and interest payments will be 
financed through the Municipality's debt service fund. 

3. Additional funds for capital projects 

Sub~equent to June 30, 2006 the Municipality received from the Governmental Development Bank of Puerto 
Rico $2,000,000 of the $675,000,000 in 2006 Series A Public Improvement Bonds issued by Commonwealth 
Govenunent. The funds received will be used for the construction of the "Paseo de! Parque" project. 
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COMMOI\ WEALTH OF PUERTO RICO 

MUNICIPALITY OF JSABELA 

-
BUDGETARY COMPARISON SCHEDULE· GENERAL FUND 

FISCAL YEAR ENDED JUNE 30, 2006 

Budgeted amounts 
Original Final 

Revenues 
Property taxes $ 4,081,717 $ 4,081,717 

Municipal license taxes 2,000.724 2,210,187 

Intergovernmental 4,961,365 4,771 ,589 

Fees, fines and charges for services 847,460 1,510,047 
Interest 70,000 282,405 
Other 156,455 

Total revenues 11,961,266 13,012.400 
Expenditures 

General government 5,886,251 6,067,525 
Public works and sanitation 2,458,605 2,318,702 
Public safety 1,172,282 943,167 
Culture and recreation 585,758 472,980 

Health 758,299 572,626 
Housing, welfare:: and community <lcvc::loprm:nt 1,044,821 975,718 

Total expenditures 11 ,906,016 11,350,718 
Excess of revenues over expenditures 55,250 1,661,682 

Other financing sources (uses) 
Transfers out 155,250) 11,661,682! 

Total other financing sources (uses) (55,250) (1,661,682) 

Excess of revenues and other financing sources 
over expenditures and other financing uses s s 

. 52. 

The accompanying notes to required supplemental infonnation are nn integral part of this schedule. 

- - - - -

Actual Amounts 
(Budgetary Variance with 

Basis) Final Budget 

1see Note A~ Positive (N!:aatlve! 

$ 4,216,095 $ 134,378 

2,236,623 26,436 

4,892,639 12 1,050 

1,612,375 102,328 
206,609 (75,796) 

157,661 I ,20{i 

13,322,002 309,602 

6,129,811 (62,286) 

2,300,857 17,845 

937,981 5,186 

465,203 7,777 

572,030 596 
966,267 9,45 1 

11,372,149 (21,431) 
I ,949,853 288,171 

11 .661,102! 1580) 
p,661,!02) 580 

s 288.751 s 288,751 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPARJSON SCHEDULE -GENERAL FUND 

June 30, 2006 

NOTE B - BUDGET TO GAAP RECONCILIATION - Continued 

Excess of revenues and other financing sourc~s •·"~ .. J·v=•enaitures and other finam:ing 
uses (budgetary basis): $ 

Budget to GAAP differences: 

Entity differences: 

Non budgeted funds recorded as revenues for financial reporting purposes: 

Non budgeted funds recorded as expenditures for financial reporting: 

Non budgeted transfers in: 

Non budgettd tnmsfcrs out: 

Basis of accounting differences: 

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

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

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

Revenues recorded in budgeta1y basis but not for financial reporting pUiposes. 

Timing differences: 

Current year encumbrances recorded as expenditures for budgetary reporting 
purposes: 

Prior year encumbrances recorded as expenditures for financial reporting 
purposes: 

Net change in fund balance (GA.AP baroois): 
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$ 

288,751 

3,445,043 

(5,484,037) 

2,062,491 

(605,384) 

128,186 

196,696 

(157,9541 

(167,900) 

249,553 

(57,048) 

(101,603) 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -
BUDGETARY COMPARISON SCHEDULE- GENERAL FUND 

June 30, 2006 

NOTE A- BUDGET PROCESS AND BUDGET ARY BASIS OF ACCOUNTING 

The Municipal budget is prepared for the General Fund following the requirements of the Autonomous 
~.-1.unicipal Law of 1981, as amended. It is developed utilizing elements of performance-based program 
budgPting and ?ere-based bucig .. ting and includes estimates of revenues and other sources for ensuing fiscal 
year under laws existing at the time the budget is prepared. 

Budget amendments are approved by the Municipal Legislature. Certain budget transfers within the 
limitations and restrictions of the Municipal Law can be approved by the Mayor or by the Municipal 
Legislature. The budget comparison schedule provides infonnation about the original budget, the amended 
budget and the actual results, under the budgetary basis of accounting. 

The budgetary basis of accounting is different from GAAP. Revenues are generally recorded when cash is 
received and expenditures are generally recorded when the related expenditure is incurred or encumbered. The 
encumbrances (that is, purchase orders, contracts) are considered expenditures when a commitment is made. 
On a GAAP basis, encumbrances outstanding at year end are reported in the governmental funds statements as 
a reservation of fund balance since they do not constitute expenditures or liabilities while on a budgetary basis 
encumbrances are recorded as expenditures of current year. Encumbrance appropriations lapse one year after 
the end of the fiscal year. Unencumbered appropriations are lapsed at year end. The legal level of budgetary 
control (the level at which expenditures may not legally exceed appropriations) is at the function level. 

The presentation of the budgetary data excludes other appropriations such as capital projects, debt service and 
special revenue funds because projects are funded on a multi-year natur..;, generally requiring several years to 
complete or effective budgetary control is alternatively achieved through general obligation bond indentures 
and legal and contractual grant agreement provisions. 

NOTE B - BUDGET TO GAAP RECONCILIATION 

The accompanying budgetary comparison sche.dule presents comparisons of the original and final legally 
adopted budget with actual data on a budgetary basis. Since accounting principles applied for the purposes of 
developing data on a budgetary basis differ significantly from those used to present accounting principles 
generally accepted in the United States, the following budget to GAAP reconciliation is presented: 
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I COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

I SUPLEMENTARY INFORMATION - FINANCIAL DATA SCHEDULE 
BALANCE SHEET INl•ORMATION 

JUNE 30. 2006 

I 
I 

Sectio1 8 Hoaslng 
Choice Vouchers 

14.871 
Line lcem Number ASSETS 

I 
C urrent Assets 
Cash: 

111 Cash · unrestricced s 248,593 
113 Cash - other restricced 8 017 
100 Total cash 256,610 

I Accounts and notes receivables: 
121 Accounts receivable - PHA projects 
122 Accounts receivable - HUD other projects 1,856 

I 125 Accounts receivable - miscellaneous 
120 Total receivables, net of allowance for doubtful a('.counts 1,856 

150 Total Current Assets 258,466 

I Noocurreot Assets 
Fixed assets 

164 Furniture, equipment & machinery - administration 20,848 
166 Atcumulated depretiation {4.867} 

I 160 Total fixed assets. net of accumulated depreciation 15 981 
180 Total Noocurrmt Asstb 15.9SI 

190 TOT AL ASSETS i 274,447 

I LIABILITIES AND EQUITY 
LIABILITIES 
Current Liabilities 

I 
'12 Accounts payable < 90 days 3,142 
345 Other current liabilities 11,120 
347 Inter-program - due to 118 328 
310 Total C urrent Liabilities 132 590 

I 
300 TOTAL LIABILITIES 132,590 

EQUITY 

I 
501 Investment in general fixed assets 

Contributed Capital 
508.1 Invested in Capital Assets, Net of Related Debt 15,981 
S 11.1 Restricred Net Assets 
512 I Unrestricted Net Assets 125 876 
5 13 TOTAL EQUITY/NET ASSETS 141 ,857 

600 TOTAL LIABILITIES and EQUITY/NET ASSETS s p41441 

l he accompanying notes arc an mtegr.il pan of this schedule. 
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Line Item "'umbtt 

7()1. 
7i) 

700 

911 
912 
91S 
916 

96. 
9(,(, 

969 

970 

973 
97~ 

90t 

1000 

MfMO anoual lnforrullu11 
1103 
11 o.t 
1113 
11 IS 
1116 
11:?0 
1121 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALln · Of !SABEL.A 

SUPPLEMENTARY INFORMATION· FINANCIAL DATA SCHEDULE 
STATEMENT OF REVENUES ASD £XPE.NSES I NFORMA TIOS 

flSCAL YEAR £."'DED JUNE JO, lll06 

REVENUES: 
HI 10 PH.A orntinj! j"30I$ 

Vll1c1 A:YCllUC 

TOTAL REVENUES 

EXl"ENSES: 
Admlnlttratlv~ 
Adminisuativc salancs 
Auditing fees 
Employee benefil contribulions- :idmmistr~live 
Otheropcrating- admiais1n1ive 

Subtoial 
Cencral npcmcs 
01hcr General Expenses 
Bad debt · other 
Subtocal 

TOTALOPERATl"IC EXPENSES 

EXCESSS OPERA TING REVENUE OVER O PERA TING t.:XPENSES 

Housing assiscancc payments 
Ocprcc1alion expeme 

TOT AL EXPENSES 

EXCESS (DEFICIENCY) OF TOTAL REVENUE OVER (UNDER) TOl.AL EXPENSES 

lk1ttMI01leQUi!y 
Prior pcnod ad1us1mcncs. e11uil)' iransren and cum:cnon of elT'OfS 
Miu1mum annual comribulions commitmcm (per ACC) 
Cont•nllency n:servc. ACC prosvam rcSCfV(' 
Total annual contributions available 
Unit monlhs available 
N111T1ber of unu rnoutho. leased 

Ilic accomp;iny1n11 notes arc an inte1(1'111 pan of this schedule. 
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Stdlon 8 Houslnt 
Choke Vou~hrs 

14.871 

s 174.111~ 

8.591 

s 

382.973 

JS,820 
s.ooo 
9,182 
2.486 

S2.488 

28S 
3.09'J 
3.384 

SS,872 

327.10 1 

286352 
1.251 

343.475 

39A98 

177.974 
(75,615) 
374382 

18.727 
393.109 

1,032 
1.032 

Suuc 152. PO Box 70250. San Juan, P.R. 00936-7250 • Phone (7S7) 756-8524. F3x (787) 274-0562 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO SUPPLEMENT ARY INFORMATION - FINANCIAL DATA SCHEDULE 

June 30, 2006 

NOTE A- BASIS OF PRESENTATION 

The accompanying financial data schedule (FDS) is a trial balance of the Section 8 Housing Choice Voucher 
Program, administered by the Munic~pality. The FDS was created in order to standardize the financial 
information reported by Public Housing Autl1v1~~i .. ., \r::.;.) to the Real E:.tate k.sessment Center (REAC), as 
required by the Uniform Financial Reporting Standards (UFRS). REAC is the US Department of Housing and 
Urban Development (HUD) national management center created to assess the condition of HUD owned and 
assisted properties. The UFRS are rules to implement requirements of 24 CFR, Part 5, Subpart H, for the 
electronic filing of financial information to HUD. 

In accordance with the guidelines for reporting and attestation requirements of UFRS, the accompanying FDS 
is included as information supplementary to the financial statements. It was prepared using the accrual basis of 
accounting, as required by REAC regulations. 
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
FISCAL YEAR ENDED JUNE 30, 2006 

Federal Grantor/Pass·Through 
Grantor/Program Tille 

U.S. Department of Agriculture 
Passed through the P.R. Department of Education: 

Child and Adult Care Food Program 

V.S. Dewtmwt of Hoyslec and Urb!n Development 

Comm•J~ity l'levelopment Bloc!c Grant - Entitlement Grants 

Passed throui:h the Office of Commissioner of Municipal Affairs: 
Community l'levelopment Block Grant - State's Program 

Passed through tht P.R. Department of Housing: 
Home lm·estment Pannership Program 

Scctivn 8 Housing Choice Vouchers 
Subtotal U.S. Department of Housing and Urbon Development 

!;.S. Depar1mcnt of Labor 
Passed through the Nonhwestem Consortium: 

WIA You1h Activities 

U.S. 0..partm•nt ofTreMeortation - National Highway 

Traffic Safely Admlnlstratlon 
Passed thmui;h the l'.R. Department ofTranspona1ion -
(Traffic S3fetyComm1ssion) 

Stale and Communit)' Highway Safety 

11,..'i. Ocoartment of Health and Hg!l!All.SW!Jm 
Passed 1hrough tlle P.R. Oepa!'tmem nffamily- Social Economic 

Development Admimstrauon: 
Temporary Assistance for Needy Families 

Passed through the P.R.. Department or Family - F3milies and 

Childr<'n Admims1ratton: 
Child Care and [)evelC1p111ent Biock Grant 

HCild S1a11 Program 
Subto1al t .•.$ Deportment or Health and Human Services 

l'.S. Dep11rtment of HomelgndSecurlty-federal Emergencv 
i\tanaaement Agency <FEMAl 

Pasied through the Pueno Rico Gov(mo(~ Office - 1 Govcmofs 
Aulhon1cd Representative-GAR): 

Disaster Grunts - Public Assistnnct' 

Passed through the P.R. Sm1e Erncr~ency Management Agency: 
Pre-Disaster Miltgation 
Sutitotal U.~. !Xpartmcnt of Homeland Secunty 

T<>tal Expenditures of Federal Awards 

The ac.vmpan)ing notes are an mtq;ral pan of this schedule. 
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Federal 
CFDA 

Number 
(Dote B) 

10.558 

14.2 1~ 

14.228 

14.239 

14.871 

17.259 

20.600 

93.558 

'13.575 

93.600 

97.036 

97.047 

Pas~ Through 
Entity Identifying 

Number 
(aotc C) 

CCC-205 

N!I\ 

F0-32. AB-32 
FC-32. AF-32 

NtAV 

NIA 

NIA\l 

NIAV 

N/AV 

N/AV 

NIA 

FEMA-1552-DR·PR 

N/AV 

0 RTIZ, RODRIGUEZ, RIVERA & CO. 
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Expenditures 
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88.350 

1.273.304 

568,105 

655,083 

342,224 
2.83S.716 

9.788 

S4,389 

159 •. 133 

123.911 

827.::!29 
1.110.473 

8.637 

39,000 
47,637 

4,149,353 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 

June 30, 2006 

NOTE A - BASIS OF PRESENTATION 

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the 
Municipality and is presented on the modified accrual basis of accounting. Expenditures are recognized when 
the related liability is iL.curred. The mfonnation in this schedule is pres\. .. :.:.:! ;..;:. ~::.'.>rdance with the 
requirements of OMB Circular A-133, "Audits of States, Local Governments and Nonprofit Organizations". 
Therefore, some amounts presented in this schedule may differ from the amounts presented in, or used in the 
preparation of, the basic financial statements. 

NOTE B - FEDERAL CFDA NUMBER 

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number. The first 
two digits identify the federal department or agency that administers the program and the last three numbers 
are assigned by numt":rical sequence. 

NOTE C- PASS-THROUGH ENTITY IDENTIFYING NUMBER 

State or local g1_1vemment redistributions of federal awards to the Municipality, known as "pass-through 
awards", should be treated by the Municipality as though 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 the 
identifying number a~igned by the pass-through entity for the federal awards received as a subrecipient. 
Numbers identified as N/ A are not applicable and numbers identified as N/ AV are not available. 

NOTE D - RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF 
EXPENDITURES OF FEDERAL AW ARDS TO THE EXPENDITURES PRESENTED IN THE BASIC 
FINANCIAL STATEMENTS 

Community Other 
Devehipment Block Head Start Governmental 

Descri~tlon Grant Fund Pr~ram Fund Funds 

10.558 $ $ $ 88,350 
14.218 l,273,304 
14.228 568,105 
14.239 655,083 
14.871 342,224 
17.259 9,788 
20.600 54,389 
93.558 159,333 
93.575 123,911 
93.600 827,229 
97.036 8,637 
97.047 39,000 

Total federal awards expenditures 1,841,409 827,229 1.480,715 
Total nonfederal awards expenditures 788,012 

Total expenditures, fund statements $ 1,841,409 $ 827,229 $ 2,268,727 
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Services Division 

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN 
ACCORDANCE WIT.i GOVERNMENT AUDITING STANDARDS 

To the Honorable Mayor 
and Municipal Legislature 

Municipality of lsabela 
lsabela, Puerto Rico 

We have audited the financial statements of the governmental activities, each major 
fund and the aggregate remaining fund information of the Municipality of lsabela as of 
and for the year ended June 30, 2006, which collectively comprise the Municipality of 
lsabela's basic financial statements, and have issued our report thereon dated 
December 11 , 2006. 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 m 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 of lsabela's 
internal control over financial reporting in order to determine our auditing procedures for 
the purpose of expressing our opinion on the financial statements and not to provide an 
opinion on the internal control over financial reporting. Our consideration of the internal 
control o<:Jer financial reporting would not necessarily disclose all matters in the internal 
control over financial reporting that might be material weaknesses. 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 3mounts 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 performing their assigned functions. We 
noted no matters involving the internal control over financial reporting and its operation 
that we consider to be material weaknesses. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Municipality of lsabela's 
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 of 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 test disclosed no instances of 
noncompliance or other matters that are required to be reported under Government 
AuJiting Standards. 

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 the 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. ;r -1- 11 J! . .. t G 

~ ;mdu/'?, ~--
San Juan, Puerto Rico 
December 11 . 2006 

The stamp 2190968 was a 
to the original of this rep 
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CPA Marco Antonio R1rern Ztiiitga 
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Memhtrs: 

Ameril"Jn lns1i1u1e or Certified 
Public Accoonian1s (AICPA) 

Pucno Rico Board of Ccnilicd 
Public Accoun1an1s 
Management Consulting 
Service. Division 

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS 
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL 

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 

To the Honorable Mayor 
and Municipal Legislature 

Municipality of lsabela 
lsabela, Puerto Rico 

Compliance 

We have audited the compliance of Municipality of lsabela with the types of compliance 
requirements described in the U. S. Office of Management and Budget (OMB) Circular 
A-133 Compliance Supplement that are applicable to each of its major federal 
programs for the year ended June 30, 2006. Municipality of lsabela's major federal 
programs are identified in the summary of auditors· results section of the accompanying 
schedule of findings and questioned costs. Compliance with the requirements of laws, 
regulations. contracts and grants applicable to each of its major federal programs is the 
responsibility of Municipality of lsabela's management. Our responsibility is to express 
and opinion on Municipality of lsabela's compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally 
accepted in the United States of America; the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the 
United States; and OMB Circular A-133, Audits of States, Local Governments, and 
Non-Profit Organizations. Those standards and OMB Circular A-133 require that we 
plan and perform the audit to obtain reasonable assurance about whether 
noncompliance with the types of compliance requirements referred to above that could 
have a direct and material effect on a major federal program occurred. An audit 
includes examining, on a test basis, evidence about Municipality of lsabela'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 determination on 
Municipality of lsabela' compliance with those requirements. 
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As described in items 06-1 thru 06-3 in the accompanying schedule of findings and 
questioned costs, the Municipality of lsabela did not comply with requirements 
regarding cash management, and reporting that is applicable to its Community 
Development Block Grant program and eligibility that is applicable to its Section 8 
Housing Choice Voucher program. Compliance with such requirements is necessary, in 
our opinion, for the Municipality of lsabela to comply with requirements applicable to 
that programs. 

In our opinion, except for the noncompliance described in the preceding paragraph, 
Municipality of lsabela complied, in all material respects, with the requirements referred 
to above that are applicable to each of its major federal programs for the year 
ended June 30, 2006. 

Internal Control over Compliance 

The management of Municipality of lsabela is responsible for establishing and 
maintaining effective internal control over compliance with the requirements of laws, 
regulations, contracts and grants applicable to federal programs. In planning and 
performing our audit, we considered Municipality of lsabela'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 internal control over 
compliance in accordance with OMB Circular A-133. 

We noted certain matters involving in 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 Municipality's ability to administer a major federal program in accordance with the 
applicable requirements of laws, regulations, contracts and grants. Reportable 
condition is described in the accompanying schedule of findings and questioned costs 
as item 06-3. 

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 the applicable requirements of laws, regu:&tions, contracts and 
grants caused by error of 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 weaknesses. 
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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 the 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. 

San Juan, Puerto Rico 
December 11, 2006 
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1. 

2. 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

SUMMARY OF AUDIT RESULTS 

a. The auditors' report expresses an unquaiifred opinion on the basic financial 
statements of the Municipality of lsab~la. 

b. There were no reportable conditions -on ~r:temal controls over financial 
reporting. 

c. No instances of noncompliance material to the financial statements of 
Municipality of lsabela were disclosed during the audit. 

d. There were reportable conditions on internal controls over major programs. 

e. The auditor's report on compliance with requirements applicable to federal 
award programs for Municipality of lsabela express a qualified opinion. 

f. There were audit findings relative to the major federal award programs for 
the Municipality of lsabela are ,·eported in number 3 of this schedule. 

g. The programs tested as major programs included: 

• Section 8 Housing Choice Vouchers Program - CFDA No. 14.871. 
• Community Development Block Grants - CFDA No. 14.218 
• State Block Grant Program - CFDA No. 14.228 
• Home Investment Partnership Program - CFDA No. 14.239 

h. The threshold for distinguishing types A and B programs was $300,000. 

i. Municipality of lsabela was deterrr.;ned to be a high-risk auditee. 

FINDINGS - FINANCIAL STATEMENTS AUDIT 

None. 
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3. 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

FINDINGS AND QUESTIONED COSTS • MAJOR FEDERAL AWARD 
PROGRAM AUDIT 

a. CDBG CFDA No. 14.218 

• Condition 06-1 

The program did not comply with the procedures for minimizing the 
time elapsing between the transfer of funds received from the Agency 
and disbursement by grantee. 

Cause 

The program does not have adequate control procedures for the cash 
management of the federal funds. 

The Federal Program did not comply with the requirement of Cash 
Management. · 

Criteria 

The CFR 24 Part 85.20 (7) establish the procedures for minimizing the 
time elapsing between the transfer of funds from the U.S. Treasury 
and disbursement by grantees must be followed whenever advance 
payment procedures are used. 

Recommendation 

The disbursements of funds should be made in sufficient time to 
enable them to prepare complete and accurate cash transactions 
reports to the awarding agency. 

-69-
0RTIZ, RODRIGUEZ, RIVERA & CO. 

CERTIFIED PUBLIC ACCOUNTANTS •VALUE ADDED SERVICES 

Sune 152. PO Box 70250. San Juan. P.R. 00936-7250 •Phone (787) 756-8524. Fax (787) 274-0562 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 

COMMONWEAL TH C>F PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

Management's Response 

The Finance and Budget Office started and implemented during the 
month of October 2006, new str~ ~t procedures in order to insure that all 
advance payment funds requi.:::::~:-:s from tt:e U.~ Treasury are 
approved in writing by the Finance Department Director, the Federal 
Funds Program Office Director and the program accountant prior to 
the transfer of all funds. Program accountants for each department will 
ascertain that funds are disbursed in accordance with the requested 
purpose in less than 5 days period and if such process is not executed 
as planned it should documented in writing. 

Questjpned Costs 

$ -0-

• Condition 06·2 

The Municipality did not show evidence of the date submitted of 
the Federal Cash Transacl:on Reports for the periods ended 
September 30 and December 31, 2005. In addition, the reports for the 
periods ended March 30 and June 30, 2006 were submitted after the 
required 15 labor days. 

Cause 

The Federal Program is not aware about the time required to submit 
the reports. 

Effect 

The Federal Program is not in compliance with the requirements of 
reporting. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY' OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

Criteria 

Based on 24 CFR Part 85.41(c) (4) grantees must submit the report no 
la!er than 15 working days following the end of each quarter. 

Recommendation 

The Federal Program Office should be aware with the time required by 
Agency to submit the reports: 

Management's Response 

The Federal Funds Program Director confirmed that the 
aforementioned Federal Transaction Reports were submitted and 
received on time by the HUD Caribbean office. The Municipality was 
unable to provide evidence of the date the reports were submitted due 
in part to the fact that the Federal Office personnel were in the process 
of relocating their office at the time of the audit. l.i addition, 
management met with the program personnel to inform them of the 
reporting requirements in the 24 CFR Part 85.41(c) (4). 

Questioned· Costs 

$ -0-

b. Section 8 Housing Choice Voucher • CFDA No. 14.871 

• Condition 06-3 

Some tenant files have deficiencies in relation to lack of 
documentation such as birth certificate (1 ), electronic submission of 
50058 form (2), and 9887 Form without signatures (1 ). 

Cause 

All of the above matters occur because the Municipality's system of 
internal control relating to the compliance requirements is not 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

effectively identifying and correcting these matters through the proper 
review of participant files for completeness of documents, signatures 
and information, as well as for their accuracy. The current procedures 
do not effectively reduce the ;isk of ineligible participants receiving 
program benefits. 

Effect 

The continued failure to establish internal control over compliance with 
the above requirements exposes the Municipality to unauthorized user 
or disposition of the program's resources. 

Criteria 

24 CFR Sections 882-113, 882-209, 882-214, 882-412, 882-514, 882-
515, 882-518, 883-711, 883-704, 889-103, 982.4, 982.54 (d) (15), 
982.158 (f) (7), 982.158 ( d), 982.405 (b ), and 982.404 establish that 
the PHA is required tc accept applications for admission to the 
projects, determine whether the applicants are initially eligible, and on 
a yearly basis, reexamine tamily income, composition, and contribution 
to rent, utilities reasonable rent and housing quality standards' 
inspections. In addition, the Municipality should verify that the 
information submitted by participants is reliable. 

Recommendation 

The Municipality should design and adopt a checklist that includes all 
the related documents that must be completed for each participant file. 
The checklist should be completed during the initial processing and 
revised for changes during the annual review. Once completed, the 
participant files should then be reviewed for completeness by another 
official or supervisor prior to the final approval. These procedures will 
help to improve controls and documentation concerning the eligibility 
of participants and will reduce the possibility of cost disallowances. 
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COMMONWEAf:i:H·<.:>F PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED) 
FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

Management's Response 

The Federal Funds Program Office personnel continue in an effort to 
e.:iminate the aforementioned deficiencies. As part of the 2005 
corrective action plan ci\.!v..,~a~ by the Municipality, the Federal Funds 
Program Office will be restructured to insure that personnel receive 
direct supervision from the Finance Department Director and other 
staff members associated with the Municipality's administrative office. 
Moreover, a checklist will be adopted accordance with the external 
auditor's recommendation. 

Questioned Costs 

$ -0-
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF STATUS OF PRIOR YEAR 
AUDIT FINDINGS AND QUESTIONED COSTS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

During the current examination, follow-up was given to the findings informed to 

the Municipality in prior years. It was noted that corrective action has been taken, 

except for certain conditions that still exist and require further action. These are 

included in the accompanying Schedule of Prior Year Audits Findings and Questioned 

Costs. 

-74-
0RTIZ, RODRIGUEZ, RIVERA & CO. 

CERTIFIED PUBLIC ACCOUNTANTS• VALUE ADDED SERVICES 

Suite 152. PO Box 70250. San Juan. P.R. 00936-7250 •Phone (787) 756-8524. Fax (787) 274-0562 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF STATUS OF PRIOR YEAR 
AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

Program Finding/Noncompliance 

Head Start Condition 05-1 
CFDA No. 93.600 

Section 8 t-l\luslng 
Choice Voucher 
Program 
CFDA No. 14.871 

State Block Grant 
Program 
CFDA No. 14.228 

The Municipality does not have effective internal 
controls over compliance with the requirement to 
ensure that all laborers and mechanics 
employed by contractors or subcontractors to 
work on construction contracts in excess of 
$2,000 financed by Federal assistance funds are 
paid wages not less than those established for 
the locality of the project (prevailing wage rates) 
by the Department of Labor (DOL) ( 40 USC 
276a to 276a-7). For the construction projects 
selected for testing, we noted that the contracts 
do not have the prevailing wage rate clause 
updated. In addition, some of the contracts 
selected do not have the certified payrolls. 

Condition 05-2 

The Municipality's system of internal control over 
compliance with the documentation of 
participant files is not working effectively. During 
our audit of the participant files in the Section 8 
programs, we noted that the Municipality was 
not maintaining the required documents and 
information in each file to support participant's 
eligibility as required by Section 8 Program 
regulations. 

Condition 04-111-02 

It was noted that the Municipality's internal 
control over disbursement process that 
supporting documents related to thirteen ( 13) 
issued checks were not stamped as paid. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF STATUS OF PRIOR YEAR 
AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

Program 

Head Start 
Cf DA No. 93.600 

Section 8 Housing 
Choice Voucher 
Program 
CFDA No. 14.871 

Section 8 Housing 
Choice Voucher 
Program 
CFDA No. 14.871 

State Block Grant 
Program 
CFDA No. 14.228 

Section 8 Housing 
Choice Voucher 
Program 
CFDA No. 14.871 

Finding/Noncompliance 

Condition 04-111-03 

The Municipality did not perform interviews to 
ensure that contractors paid prevailing wages 
according to Department of Labor. 

Condition 04-111..()4 

Two participant files did not have evidence of 
the HUD-approved release and consent forms 
submitted by the family as required by federal 
regulation. 

Condition 04-111-05 

The Municipality did riot assure that participants 
submit a third parties verifications regarding the 
family income and tt . .::: family composition. 

Condition 04-111-07 

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

Condition ()4..111-09 

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. 
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Status 

Condition was not 
observed. 

Condition still 
prevails. 

Condition was 
corrected. 

Condition was 
corrected. 

Condition was 
corrected. 

Sune 152. PO Box 70250. San Juan. P.R. 00936-7250 •Phone (787) 756-8524, Fax (787) 274-0562 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF STATUS OF PRIOR YEAR 
AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED) 

FOR THE FISCAL YEAR ENDED JUNE 30, 2006 

Program Finding/Noncompliance Status 

Section 8 Housir.g Condition 04-111·10 
Choice Voucher 
Program Two (2) participants' files do not have evidence Condition 
CFDA No. 14.871 of an initial unit inspection and eleven (11) do corrected. 

not have evidence of a periodic unit inspection. 

Section 8 Housing Condition 04-111·11 
Choice Voucher 
Program There is no evidence of unit inspection report or Condition 
CFDA No. 14.871 other verification report documenting that any corrected. 

PHA required repairs were completed. 
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was 

was 



ISABEL~ 

March 14, 2007 

Ledo. Angel M. Castillo 
PO Box 70167 
San Juan, Puerto Rico 
00926-9167 

Dear Gentlemen: 

. '·1 11 : Li I 

Secretaria de Administraci6n 
O ficina de Finanzas y Presupuesto 

Enclosed you will find the 2006 fiscal year Corrective Action Plan for the Single 
Audit Report of the Municipality of lsabela. The Municipality of lsabela in process 
of the implementation the related internal controls recommended by our internal 
and external auditors. 

Should you need further information you can call Mrs. Carmen Rivera, Internal 
Auditor of the municipality or me at 787-872-2100 ext 2232. 

Truly yours; 

CPA Marisol osa Acevedo 
Finance Director 

Tel. (787) 872-2100 Ext. 2261 ·Fax (787) 872-6300 · E-mail: finanzas@isabela.com.pr 
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INTERNET REPORT ID: 228163 1212612006 OMS No. 0348-0057 

FORM SF-SAC U.S. DEPT. OF COMM.- Econ. and Stat Aanln.- U.S. CENSUS BUREAU 
(5-2004) ACTING AS COLLECTING AGENT FOR 

OFFICE OF MANAGEMENT ANO BUDGET 

Data Collection Form for ReportinJ on 
AUDITS OF STATES, LOCAL GOVERNMENTS, AND NON· ROFIT ORGANIZATIONS 

for Fiscal Year Ending Dates i n 2004, 2005, or 2006 

~ Complete this form, as required by OMB Circular A-133, ''Audits 
of States, Local Governments, and Non-Profit Organizations." · 1201 E. 1 Oth Street 

, . , "'a.. 1 :i , 1 ) Federal Audit Clearinghouse 

'LID J effersonvllle, IN 47132 

:!.".1·1~lnil] I GENERAL INFORMATION (To be completed by auditee, except for Items 4 and 7} 

1. Fiscal period ending date for this submission 2. Type of Circular A-133 audit 
Month Day Year I 

2 D Program-specific audit 06 I 30 
I 2006 Fiscal Period End Dates Must 1 00 Single audit 

Be In 2004, 2005, or 2006 

3. Audit period covered 

30 Other- D 

4. FEDERAL Date received b~ 
COVERNMENT Federal clearing ouse 

100 Annual 20 Biennial Months USE ONLY 

5. Auditee Identification Num~rs 

a. Primary Employer Identification Numoer lc•NJ b. Are mump1e EINs covered in this report? 1 D ves 2L6JNO 
I 

~-I 0 1413 131 719 16 1 
c. If Part I, Item Sb= 'Yes," complete Part I, Item 5c 

on the continuation sheet on Page 4. 

d. Data Universal Numbering System (DUNS) Number e. Are multiple DUNS covered in this report? 1 D Yes 200 No 

rn-ITD-1 I I I I f. If Part I, Item Se= "Yes," complete Part I, Item Sf 
on the continuation sheet on Page 4. 

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

a . Auditee name a • Auditor name 
MUNICIPALITY OF ISABELA ORTIZ.RODRIGUEZ RIVERA & CO 
b . Auditee address (Number and street) b . Auditor address (Number and street) 

POBOX 507 SUITE 152 PO BOX 70250 
City City 

ISABELA SAN JUAN 
State 

ZIP+
4

CodeJ o lo ls ls l2l-J o lsl o l1 
State 

ZIP+ 
4 

Code lo Io Is I J J 6 l-J1 I 2 Is I o PR PR 
c • Audltee contact c. Auditor contact 

Name Name 

CPA JASON LEON ARROYO CPA LUIS RIVERA ZUNIGA 
Title Title 

FINANCE DIRECTOR PARTNER 
d. Auditee contact telephone d. Auditor contact telephone 

( 787 ) 872 - 21 00 ( 787 ) 756 - 8524 
e . Auditee contact FAX e. Auditor contact FAX 

( 787) 830 - 8045 ( 787 ) 274 - 0562 
f . Auditee contact E-mail f. Auditor contact E-mail 

g. AUDITEE CERTIFICATION STATEMENT - This is to g , AUDITOR STATEMENT - The data elements and 
certify that, to the best of my knowledge and belief, the auditee infonnation inckJded in this form are limited to those prescribed 
has; (1) engaged an auditor to perform an audit in accordance by OMB Circular A-133. The information included in Parts II and 
with the provisions of OMB Circular A-133 for the period Ill of the form, except for Part Ill, Items 7, 8, and 9a-9f, was 
described in Part I, Items 1 and 3; (2) the auditor has oompleted transferred from the auditor's report(s) for the period described 
such aucfrt and presented a signed audit report which states that in Part I, Items 1 and 3, and is not a substitute for such 
the audit was conducted in accordance with the provisions of the reports. The auditor has not performed any auditln~ procedures 
Circular; and, (3) the information included in Parts I, II, and Ill since the date of the aucfrtor's rer:;:rt(s). A copy oft e reporting 
of this data collection form is accurate and complete. I declare package required by OMB Circu ar A· 133. which includes the 
that the foregoing is true and correct. complete auditor's report(s), is available in its entirety from the 

SiO. of certi · offi~ Date auditee at the address ~rovided In Part I of this form. As 

~ '"; _ 

Month Day Year required by OMB Circu ar A-133, the infonnation in Parts II 
O\ I 6"3. I~'>"'?- and Ill of this form was entered In this form by the aud~or 

Prifft~f certifying official 
based on infonnation included in the reporting package. The 
auditor has not perfonned any additional auditing procedures in 

~cu~ ~ D. 
connection with the completion of this form. 

n. -- ·~ 
Printed Title of certifying official Signature of auditor Date 

9'~ .tM1~ .~ }G 
Month Day Year 

~ 11\.0..ti-.Le_ 0~( ~""-4M-y Q,{ a c\.c--("" 12 I t,""t- I ore 
- -



INTERNET REPORT ID: 228163 12/26/2006 

/ d:.1·1 ;t11' I 
-Item 5 Continuation Sheet .... _ 
-c. List the multiple Employer Identification Numbers (EINs) covered In this report. f. List the multlp1e- DUNS covered In the report. -1 N I- A 21 - 41 - 1 N ~ A - 21 - -

2 - 22 - 42 - 2 - - 22 - -
3 23 

43 3 23 - - - - - - -
4 - 24 - 44 - 4 - - 24 - -
5 - 25 - 45 - 5 - - 25 - -
6 - 26 - 46 - 6 - - 26 - -
7 - 27 - 47 - 7 - - 27 - -
8 - 28 - 48 8 - - 28 - -
9 - 29 - 49 - 9 - - 29 - -
10 - 30 - so - 10 - - 30 - -
11 - 31 

51 11 - 31 - -- - -
12 32 

52 12 32 - -- - - - -

13 - 33 - 53 - 13 - - 33 - -

14 - 34 - 54 14 - - 34 - --

15 - 35 - 55 - 15 - - 35 - -
16 - 36 - 56 - 16 - - 36 - -
17 - 37 - 57 - 17 - - 37 - -
18 - 38 - 58 - 18 - - 38 - -
19 - 39 - 59 - 19 - - 39 - -
20 - 40 - 60 - 20 - - 40 - -

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



' INTERNET REPORT ID: 228163 1212612006 

/' ll;:JI .:F'i: ~ ilT1 I FINANCIAL STATEMENTS (To be completed by auditor} 

1 • Type of audit report 

Marl< either: 1 00 Unqualified opinion OR 

any combination of: 2 D Qualified opinion 3 D Adverse opinion 4 D Disclaimer of opinion 

2. Is a "going concern• explanatory paragraph included in the audit report? 10Yes 2 Iii No 

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

4. Is any reportable condition reported as a material weal<ness? 10Yes 20No 

5. Is a material noncompliance disclosed? 10Yes 200No 

_..,. ._"·'!:~~ 
. I FE!>ERAL PROGRAMS (To be completed by audlforl 

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

10Yes 200No audits which 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 auditee qualify as a low-risk auditee? (§_ .530) 10Yes 200No 

4. Is a reportable condition disclosed for any major program?(§_ .510(a)(1)) 1 00Yes 2 D No -SKIP to Item 6 

5. Is any reportable condition reported as a material weakness? (§ _ .510(a)(1)) 10Yes 200No 

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

7. Were Prior Audit Findings related to direct funding shown in the Summary Schedule of 
Prior Audit Findings? (§_ .315(b)) 1 00 Yes 20No 

8. Indicate which Federa l agency(ies) have current year audit findings related to direct funding or prior audit findings shown 
In the Summary Schedule of Prior Audit Findings related to direc t funding. (Mark (X) all that apply or None) 

98 0 U.S. Agency for Inter-
national Development 

83 0 Federal Eme~ency 
Management gency 

43 0 National Aeronautics and 96 0 Social Security 
Space Administration Administration 

10 D Agriculture 39 0 General Services Administration 89 0 National Archives and 190 U.S. Department 

23 0 Appalachian Regional 93 00 Health and Human Services Records Administration of State 
Commission 97 0 Homeland Security os 0 National Endowment for 20 D Transportation 

11 0 Commerce 14 00 Housing and Urban 
theAr1s 21 0 Treasury 

94 D Corporation for National Development oe 0 National Endowment for 82 D United States 
and Community Service 03 0 lnst~ute of Museum and 

lhe Humanities Information Agency 

12 0 Defense Library Services 47 0 National Science 64 D Veterans Affairs 

84 0 Education 15 D Interior Foundation ooD None 
01 0 Office of National Drug 

a1 0 Energy 1sD Justice Control Policy D Other - Specify: 

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

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

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

• the Federal Audit Clearinghouse archives ......... .. ............ ... ........... IX! 
•and, if not marked above, the Federal cognizant agency ..... . . .. .. .. .............. 0 

Count total number of boxes marked above and submit this number of reporting packages .... 13 I 

Page2 FORM SF·SAC (5·2004) 
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INTERNET REPORT ID: 228163 1212612006 (Page 3 • #1 of 2) 

r ~DJJ I FEDERAL PROGRAMS - Continued 

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

CFDA Number Research Major program 
Type(s) of Audit f inding 

Federal : and Name of Federal Amount Direct lfyes, type 
Extension 2 develop- program expended award Major of audit 

compliance reference 
Agency requirement(s)4 number(s)S 
Prefixf 1 ment program report 3 

(a) I (b) (c) (d) (e) (f) (g) (h) (a) (b) 

I 
1 OYes 1 OYes 1 OYes I I 

1 I 0 : ,558 2 IXJ No CHILD AND CARE FOOD PROGRAM $ 88,350 .00 2 IXJ No 200 No 0 N/A 

I I 1 OYes COMMUNITY DEVELOPMENT BLOCK GRANT·ENTinEMEN 1 IXl Yes 1 00 Yes 
1 I 

I 
2 00 No 20N0 20No Q CL 06-1,06·2 4 I .218 QR ANTS $ 1,273,304 . 00 

I I 
1 OYes 1 OYes 1 OOYes 

1 I 
I COMMUNITY DEVELOPMENT BLOCK GRANT·STA TES 

I 4 I ,228 2 00 No PROGRAM $ 568,105 .00 200 N0 20 No u 0 N/A 

I I 1 OYes 1 OYes 1 00 Yes 
1 I 4 ~ ,239 200 No HOME INVESTMENT PARTNERSHIP PROGRAM $ 655,083 .00 200 No 20 No u 0 N/A 

I 
I 1 DYes 1 OOYes 1 00 Yes I I 

1 I 4 I ,871 200No SECTION 8 HOUSING CHOICE VOUCHERS $ 342,224 .00 20 N0 20No Q E 06-3 

I I 
10Yes 1 OYes 1 OYes I 

1 I 7 I , 259 2!XIN0 WIA YOUlli ACTIVmES $ 9,788 .00 200 No 200 No 0 N/A 

I I 10Yes 1 OYes 1 OYes 
2 I 0 : ,600 2 IXJ No STATE AND COMMUNITY HIGHWAY SAFETY $ 54,389 .00 2 IXJ No 2 IXJ No 0 N/A 

I I 1 OYes 1 OYes 1 OYes 
9 I I 

3 I ,558 2!XI N0 TEMPORARY ASSISTANCE FOR NEEDY FAMILIES $ 159,333 .00 2 00 No 200 No 0 N/A 
I 

I 
I 
I 10Yes 1 DYes 1 OYes 

9 I 3 I ,575 2 IXJ No CHILO CARE AND DEVELOPMENT BLOCK GRANT $ 123,911 .00 2 IXJ No 21ID No 0 NIA 
I 

10Yes 1 OOYes 1 OYes I I 
9 I 3 ~ .600 200 No HEAD START PROGRAM $ 827,229 .00 20 No 200 No 0 N/A 

TOTAL FEDERAL AWARDS EXPENDED ~ 
IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY - $ 
THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM, 

4,149,353 .00 AND SEE INSTRUCTIONS 
1 See Appendix 1 of Instructions forvalld Federal Agency two-digit prefixes. 
2 Or other identifying number when the Catalog of Federal Domes1ic Assistance (CFDA) number is not avallable. (See Instructions) 
3 If major program Is marked "Yes; enter only one letter (U = Unqualified opinion, Q =Qualified opinion, A = Adverse opinion, D = Disclalmsr of opinion) corresponding to the 

type of audit report in the adjacent box. II major program is marked "No," leave the type of audit report bol< blank. 
4 Enter the lener(s) of all type(s) of compliance requlrement(s) that:f~Y to audit findings (I.e., noncompliance, reportable conditions (including material weaknesses), questioned 

costs, fraud, and other Items reported under§_ .510(a)) report r each Federal program. 

A. Activities allowed or unallowed E. Eligibility I. Procurement and suspension L. Reporting 
B. Allowable costs/cost principles F. Equipment and real property management and debarment M. Subrecipient monitoring 
C. Cash management G. Matching, level of effort, earmarking J . Program Income N. Special tests and provisions 
D. Davis- Bacon Act H. Period of availability of Federal funds K. Real property acquisition and 0. None 

5 NIA for NONE relocation assistance P. Other 
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L;171: !!cm .. I FEDERAL PROGRAMS - Continued 

9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR 1 O. AUDIT FINDINGS 

CFDA Number Research Major program 
Type~s) of Audit finding 

Federal ; and Name of Federal Amount Direct If yes, type 
Extension 2 develop· program expended award Major of audit 

compiance reference
5 Agency program requirement(s)4 number(s) 

Prefixf 1 ment report 3 
(a) I (b) (c) (d) (e) (f) (g) (h) (a) (b) 
I 1 OYes 1 OYes 1 OYes I I 

9 I 7 : 0 036 2 00 No DISASTER GRANTS·PUBU C ASSISTANCE $ 8,637 .00 2 00 No 2!&1 No 0 N/A 

I I 10Yes 1 OYes 10Yes 
91 

I 
200 No 200No 21X! No 0 N/A 7 I 0 047 PRE·DISASTER MmGATION $ 39,000 .00 

I I 
1 OYes 10Yes 1 OYes I I 

I I • 20 No $ .00 20No 20 No 

I 
I 

I 1 OYes 1 OYes 1 OYes 
I I 20 No $ .00 20No 20 No I • 
I 

I 1 OYes 1 OYes 1 OYes I I 
20 No $ .00 20 No 20 No I I • 

I I 
1 OYes 1 OYes 10Yes I 

I I • 20 No $ .00 20 No 20 No 
I 

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

I I 1 OYes 10Yes 1 OYes 
I I 

I I• 20 No $ .00 20 No 20No 
I 

1 OYes 10Yes 1 OYes I I 

I I • 20 No $ .00 20 No 20 No 
I 

I 1 OYes 1 OYes 10Yes 
I I 20No $ .00 20No 2DN0 I I • 

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

$ 4,149,353 .00 
THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM, 

AND SEE INSTRUCTIONS 
1 See Appendix 1 of instructions for valid Federal Agency two-digit prefixes. . 
2 Or other identifying number when the Catalog of Federal Domestic Assistance (CFDA) number is not available. (See Instructions) 

3 If major program Is marked "Yes," enter only one letter (U = Unqualified opinion, Q = Quallfied opinion, A = Adverse opinion, D = Disclaimer of opinion) corresponding to the 
type of audit report in the adjacent box. If major program Is marked "No,• leave the type of audit report box blank. . 

4 Enter the letter(s) of all type(s) of compliance requirement(s) that:fply to audit findings (i.e., noncompliance, reportable conditions Qncluding material weaknesses), questioned 
costs, fraud, and other items reported under §_ .51 O(a)) report for each Federal program. 

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

B. Allowable costs/cost principles F. Equipment and real property management and debarment M. Subrecipient monitoring 

C. Cash management G. Matching, level of effort, earmarking J. Program Income N. Special tests and provisions 

D. Davis - Bacon Act H. Period of availability of Federal funds K. Real property acquisition and 0. None 
5 NIA for NONE relocation assistance P. Other 


