
OFICINA DEL COMISIONADO DE ASUNTOS MUNICIPALES 
AREA DE ASESORAMIENTO, REGLAMENTACION E INTERVENCION FISCAL 

AREA DE ARCHIVO DIGITAL 

MUNICIPIO DE ISABELA 
AUDITORiA 2008-2009 

30 DE JUNIO DE 2009 



-

-

-

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

BASIC FINANCIAL STATEMENTS, REQUIRED 
SUPPLEMENTARY INFORMATION 

AND INDEPENDENT AUDITORS' REPORT 
(WITH ADDITIONAL REPORTS REQUIRED UNDER 

THE OMB CIRCULAR A-133) 

AS OF AND FOR THE FISCAL YEAR ENDED 
JUNE 30, 2009 

Hon. Carlos Delgadc;Altieri 
Mayor 

Mrs. Rosario M. Villanueva-Bravo 
Finance and Budget Director 



-

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

Table of Contents 

FINANCIAL SECTION 

Independent Auditors' Report 

Management Discussion and Analysis 

Basic Financial Statements: 

Govemment-wide Financial Statements: 
Statement of Net Assets 
Statement of Activities 

Governmental Funds' Financial Statements: 
Balance Sheet- Govemmental Funds 
Reconciliation of Total Governmental Fund Balances to Net Assets of 

Govemmental Activities 
Statement of Revenues, Expenditures and 

Changes in Fund Balances - Governmental Funds 
Reconciliation of Statement of Revenues, Expenditures, and Changes in 

Fund Balances of Governmental Funds to the Statement of Activities 

Notes to Financial Statements 

Required Supplementary Information: 

Budgetary Comparison Schedule - General Fund 
Notes to Required Supplementary Infonnation - Budgetary Comparison Schedule -

General Fund 

Supplementary Information: 

Financial Data Schedule 
Note to Supplementary Information - Financial Data Schedule 
Combined Balance Sheet - Special Funds in General Fund 
Combined Statement of Revenues, Expenditures and Changes in Fund Balances -

Special Funds in General Fund 

SINGLE AUDIT SECTION 

Supplemental Information: 
Schedule of Expenditures of Federal Awards 
Notes to Schedule of Expenditures of Federal Awards 

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 with Government Auditing Standards 

Independent Auditors' Report on Compliance with Requirements Applicable to 
Each Major Program and on Internal Control over Compliance in Accordance 
with OMB Circular A-133 

Schedule of Findings and Questioned Costs 
Schedule of Status of Prior Year Audit Findings and Questioned Costs 

1-2 

3-15 

16 
17 

18 

19 

20 

21 

22-52 

53 

54-55 

56-57 
58 
59 

60 

61 
62-63 

64-65 

66-67 

68-72 
73 



FINANCIAL SECTION 

-



-

-

VALDES, GARCIA, MARIN & MARTINEZ, LLP 

P.O . B OX 36483 1 

SAN JUAN , P.R. 00936·4831 

To the Honorable Mayor 

C ERTIFIED PUBLIC ACCOUNTANTS AND CON SULTANTS 

MEMBER OF THE A ICPA PRIVATE COMPANIES PRACTICE SECTION 

INDEPENDENT AUDITORS' REPORT 

and Members of the Municipal Legislature 
Municipality of Isabela 
Isabela, Puerto Rico 

TELEPHONE: (787) 725· 1600 

TEL EFAX: (787) 721 ·2795 

We have audited the accompanying financial statements oftbe governmental activities, each major fund, and 
the aggregate remaining fund information of the Municipality oflsabela (the Municipality) as of and for the year ended 
June 30, 2009, 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 generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes 
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate 
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Municipality' s internal 
control over financing reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles 
used and the significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinions. 

In our opinion, the financial statements referred to above present fairly in all material respects, the respective 
financial position of the governmental activities, each major fund, and the aggregate remaining fund information of the 
Municipality of lsabela as of June 30, 2009 and for the 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 23, 2009, 
on our consideration of the Municipality's internal control over fmancial reporting and on our tests of its compliance 
with certain provisions oflaws, regulations, contracts and grant agreements and other matters. The purpose of that report 
is to describe the scope of our testing of internal control over financial reporting and compliance and the results of that 
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report is 
an integral part of an audit performed in accordance with Government Auditing Standards and should be considered in 
assessing the results of our audit. 



-

The Management Discussion and Analysis on pages 3 through 15 and Budgetary Comparison Schedule -
General Fund on page 53 are not a required part of the basic financial statements but are supplementary information 
required by accounting principles generally accepted in the United States of America. We have applied certain limited 
procedures, which consisted principally of inquiries of management regarding the methods of measurement and 
presentation of the required supplementary information. However, we did not audit the information and express no 
opinion on it. 

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively 
comprise the Municipality' s basic financial statements. The combining financial statements of the general fund are 
presented for purposes of additional analysis and are not a required part of the basic financial statements. The 
accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis as required 
by U.S. Office of Management and Budget Circular A-133, " Audits of States, Local Governments and Non-Profit 
Organizations", and is not a required part of the basic financial statements 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 relation to the basic financial statements taken as a whole. The Financia.l Data Schedule supplementary 
information required by the Uniform Financial Reporting Standards of the Department of Housing and Urban 
Development on pages 56 through 58 has not been subjected to the auditing procedures applied in the audit of the basic 
financial statements and, accordingly, we express no opinion on it. 

San Juan, Puerto Rico 
December 23, 2009 

Stamp 2474904 was affixed 
to the original. 
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COMMONWEAL TH OF PUERTO RICO 
MUNIC IPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

The following discussion will provide an overview of the Municipality' s financial activities for the 
fiscal year ended June 30, 2009 through an analysis of the financial performance of the Municipality 
of Isabela. Please read it in conjunction with the financial statements, which follow this section. 

FINANCIAL HIGHLIGHTS 

Highlights for Government-wide Financial Statements 

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

• The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the 
close of fiscal year 2009 by $58, 162,963 (net assets). 

• Unrestricted net assets amount to $4,881 ,866 in comparison to $1 ,820,749 on year 2008. 
• Revenues decreased by 0.15% and expenses decreased 7% in comparison with year 2008. 
• Net change in net assets amounted to $6,633,421 , an increase of 30% with respect to prior 

year's net change. 

Highlights for Fund Financial Statements 

Detailed information about the Municipality' s most significant funds is presented in the funds 
financial statements, which use the current financial resources measurement focus and modified 
accrual basis of accounting: 

• At June 30, 2009, a net change of $4, 162,684 in the fund balances of the Municipality' s 
governmental funds resulted in combined ending fund balances of $31,887,271. 
Approximately 48% of the total combined fund balances is unreserved. 

• The General Fund reported an excess of revenues and other financing sources over 
expenditures and other financing uses of $2,225,098 and an unreserved fund balance of 
$15,651 ,570. Unreserved fund balance increased 19% from prior year. 

General Fina ncial Highlights 

• The investment in capital assets as of June 30, 2009 was $42,217 .913 (net of depreciation). 
• Long-term debt increased to $18,417,344. 
• On a budgetary basis, actual revenues exceeded actual expenditures by $1,727,959. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICLPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

OVERVIEW OF THE FINANCIAL STATEMENTS 

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

co~cro:-·i::vn OF rnE F!X.·\SCL.u. 
M"'mn,· 

---- - ------1( Managmk.'1tr .Di&-ussion and Analy<is ) 

:------------4C:, ____ Basi __ ·_c _Fin_= __ .cial __ s_w_imi.m ___ ~_s __ ~) 

-------------4( R.·quiTed Supp/em.?ntary Information ) 

Supplem.?nwry lnfomumon 

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-tenn information about the Municipality' s overall financial status. The fund financial 
statements focus on major aspects of the Municipality' s operations, reporting those operations in 
more detail than the government-wide statements: 

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 infonnation showing how the net assets changed during the 
year. All of the current year' s revenues and expenses are taken into account in the statement 
of activities regardless of when cash is received or paid. 
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COMMONWEALTH OF PUERTO RICO 
MUNIC IPALITY OF ISABELA 

MANAG EMENT DISC USSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

The government-wide statements report 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. lncluded in the governmental activities are the governmental funds. 

• Fund Financial 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 as by bond covenants. 

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

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

• Notes to the financial statements 

The basic financia l statements also include notes to explain infonnation 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. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

FINANCIA L ANALYSIS OF THE MUN ICIPALITY AS A WHOLE 

Net Assets 

The following table presents a summary of the Statements of Net Assets as of June 30, 2009 and 
2008: 

TABLE l 

Summary Statement of Net Assets 
As of June 30, 

Governmental Activities 
2009 2008 (as restated) 

Assets 
Current and other assets $ 39, 133,825 $ 35,332,027 
Capital assets 42,217,913 39,771 ,272 

Total assets $ 81,351 ,738 $ 75,103,299 

Liabilities 
Current and other liabilities $ 4,771 ,431 $ 5,671 , 167 
Long-term liabilities 18,417,344 17,902,590 

Total liabilities 23, 188,775 23,573,757 

Net assets 
Invested in capital assets, net ofrelated debt 37,976,666 36,619,599 
Restricted 15,304,431 13,089, 194 
Unrestricted 4,881 ,866 1,820,749 

Total net assets $ 58,162,963 $ 51,529,542 

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 13% with respect to prior year. 

The largest ponion 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 bow they may be 
used. 

Unrestricted net assets are the pan of the net assets that can be used to finance day-to-day operations 
without constrains established by debt covenants. enabling legislation or other legal requirements. As 
of June 30, 2009 the Municipality presented a $4,881 ,866 surplus due to positive net change in net 
assets results for the year then ended. 

6 



-

-

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF lSABELA 

MANAGEMENT DISCUSSION ANO ANALYSIS 

Fiscal year ended June 30, 2009 

Changes in net assets 

The following table summarizes the changes in net assets for the years ended June 30, 2009 and 2008: 

TABLE 2 

Summ11ry of Change in Net Assets 
As of June 30, 

Governmental Activities 
2009 2008 (as restated) 

Program revenues: 
Fees, fines and charges for services S 
Operating grants and contributions 
Capital grants and contributions 

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

programs 
Interest 
Other 
Gain on disposition of capital assets 

Total revenues 

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

Total expenses 

Change in net assets 
Net assets-beginning of year 
Net assets-end of year 

7 

$ 

6.142.3-'9 
2.274.805 
4,298.499 

4,823.579 
2,572.534 
2.814.933 

5.005,790 
508.637 
.i78.440 

28.919.566 

9,316.528 
3,598,173 
1,124,283 
1,215.912 
2.803.578 
2,715.396 
1.184.836 

327.439 

22.286.145 

6,633.421 
51,529.542 
58.162.963 

s 

$ 

5,750.742 
2.556.358 
4.25 1.052 

4,517,124 
2,374,984 
2,759,156 

5.169,102 
828.434 
529.470 
226,487 

28.962.909 

10.105,115 
4,736,968 
1.077,097 
1,140,508 
3,074,707 
2,149,553 
l.107.586 

455.000 

23.846.534 

5.116,375 
46,413,167 
51 ,529,542 
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MUNICIPALITY OF ISABELA 

MANAGEMENT DLSCUSSION AND ANALYSIS 
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Approximately 21 % of the Municipality's revenues came from fees and charges for services, 15% 
from capital grants, 17% from property taxes and 17% from unrestricted grants. The Municipality' s 
expenses cover a range of services. The largest expenses are general government representing 
approximately 42%, public works and sanitation with 16%, health with 13% and housing, welfare and 
community development with 12%. Program revenues of the Municipality covered 57% of total 
expenses. 

With respect to prior year, revenues reported a net decrease of approximately 0.15%. This net 
decrease is primarily the result of: ((I) a 7 % increase in fees, fines and charges for services due to an 
increase of 30% in construction pennits; (2) a 7% increase in property taxes due to a positive CRIM 
FY 07-08 final liquidation; (3) an 8% increase in municipal license tax; (4) an 11% decrease in 
operating grants due to a 48% and 97% decrease in grants from the P.R. Department of Labor (Law 
52 & Law 82) and the P.R. Department of Transportation, respectively, which were offset by a 53% 
increase in federal grants received from Homeland Security and a 29% increase in grants received 
from the P.R. Department of Family and the P.R. Office of the Elderly; (5) 39% decrease in interest 
revenue due to a significant decline in the interest rates earned on the certificates of deposit; and (6) 
finally, a 37% decrease in other revenue due to the inclusion in last year's government-wide financ ial 
statements of a gain on the disposition of capital assets in the amount of $226,487. 
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COMMONWEAL TH OF PUERTO RICO 
MUNIClPALlTY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 
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Expenses decreased 7% in comparison with 2008 year. Significant decreases were registered on 
interest on loog-tenn debt with 26%, public works with 24%, health with 9% and general government 
with 8%, which were partially offset by a 26% increase in housing, welfare and community 
development. The decreases in those functions were caused mainly by a 28% decrease in the interest 
paid on the general obligation debt; an 11 % decrease in the expenses incurred by the CIMA hospital; 
a significant decrease in the costs incurred for road maintenance; and to a positive adjustment in the 
municipal landfill obligation estimate. The 26% increase in housing, welfare and community 
development is the result of a significant increase in the expenses incurred in the home rehabilitation 
program funded by the CDBG Entitlement federal grant. 

As noted previously the minimal decrease in revenues and the significant decrease in expenses caused 
an increase of 30% in the net change in net assets with respect to prior year net change. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

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): 

TABLE 3 

Net Cost 'ff/ Municipality 's Governmental Activities 
~,, .. •.. j 

Fiscal vears.ended June '30, ' 
Total Cost of Services Net Cost of Services 

2008 (as 2008 (as 
Functions/Pro2rams 2009 restated) 2009 restated) 

General government $ 9.316,528 $ 10.105,115 $ 4,786,513 $ 5,571,612 
Public works and sanitation 3,598,173 4,736,968 663,867 1,024,711 
Public safety 1,124,283 1,077,097 918.456 942,187 
Culture and recreation 1,215,912 1,140,508 738,004 1,129,358 
Health 2,803,578 3,074,707 695,848 1, 107,697 
Housing, welfare and community 

development 2,715,396 2,149,553 1.003,131 709,011 
Education 1,184,836 1,107,586 437,234 348,806 
Other 327,439 455,000 327,439 455,000 

$ 22,286,145 $ 23,846,534 $ 9,570.492 $ 11,288,382 

FINANCIAL ANALYSIS OF THE M UNIClPALITY'S FUNDS 

Some of the cost of governmental activities was paid by those who directly benefited from the 
programs ($6, 142,349) and other governments and organizations that subsidized certain programs 
with grants and contributions ($6,573,304). The $9,570,492 net cost of services was fully covered by 
other general revenues including taxes and other grants and contributions not restricted to specific 
programs. 

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. ln 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, 2009, the governmental funds reported combined ending fund balances of 
$31,887.271, a net increase of $4,162,684 in comparison with the prior year. This increase was 
caused primarily by a net change in the general fund of$2,225,098, $965,794 in the debt service fund 
and $1 ,200,607 in other governmental funds. Of total combined fund balances, $15,434,899 (48%) 
constitutes unreserved fund balance. The remainder of fund balance is reserved to indicate that is not 
available for new spending. 

10 



CO MMO NWEAL TH O F PUERTO RICO 
MUNICIPA LITY O F ISABELA 

MANAGEMENT DISCUSSION AND ANA LYSIS 

Fiscal year ended June 30, 2009 

The general fund is the operating fund of the Municipality. For the year ended June 30, 2009, the fund 
balance of the general fund increased by $2,225,098 when compared with the prior year. Of this net 
change, $151 ,280 pertains to special funds included as part of the general fund. The principal 
components of the net increase of$583,605 in revenues are an increase of$539,582 in property taxes; 
an increase of $192, 776 in municipal license tax; an increase of $446, 115 in fees, fines and charges 
for services; a decrease of $416,599 in intergovernmental revenue; and a $ 176,616 decrease in 
interest. The significant increase in property taxes is mainly the result of the inclusion in the 2008-
2009 financial statements of $283,990 in property tax revenue from prior years and to an 11% 
increase in the property tax collected during the fiscal year. The increase in fees, fines and charges 
for services is the result of a $283,894 increase in construction permits and a $14 7 ,021 increase in the 
revenues generated by the CIMA hospital. The $416,599 decrease in intergovernmental revenues is 
the result of a $260,563 decrease in the municipal subsidies and equalization fund sent by CRIM and 
a $243,677 decrease in the grants received from the PR Department of Labor under the Law 52 and 
Law 82 payroll reimbursement programs. The net increase in expenditures of $404,255 is due to an 
increase of $478,836 in general government; an increase of $233,846 in public works; and a decrease 
of $317,876 in capital outlays. The significant increase in general government is the result of the 
expenditure of several designated funds created for various miscellaneous projects and for the 
payment to the U.S. Department of Housing and Urban Development of $119, 160 in disallowed costs 
incurred under the CDBG Entitlement grant program. 

GENERAL FUND BUDGET ARY HIGHLIGHTS 

The general fund original budget for the fiscal period 2008-2009 presented an increase of 4% 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 $ 1,990,625 due to additional 
collections of property tax, sales and use taxes, charges for services (mainly construction permits), 
and municipal license tax. However, budget transfers-out were increased by the same amount. Actual 
revenues exceeded the revised budgeted revenues by $965,230 (net). The most significant variances 
were in sales and use taxes, $287,40 I ; intergovernmental revenue, $285,544; interest, $251 ,536 and 
other, $145,418. 

A positive variance of $762,729 between revised budget and actual expenditures was due mainly to 
net decreases in the following functions: $469,557 in general government, $85,575 in public works 
and sanitation, and $121,382 in housing, welfare and community development expenditures. The 
Municipality reported less expenditure (net) than appropriations in those functions on payments for 
salaries and fringe benefits. Actual revenues exceeded actual expenditures by $1 , 727 ,959. 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital assets 

At the end of the fiscal year, the Municipality has invested $42,2 17,913 (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 6% over the prior year. 
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COMMONWEAL TH OF PUERTO RJCO 
MUNICIPALITY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

TABLE 4 

Capital Assets, net 
As of June 30, 

Governmental Activities 
2009 2008 (as restated) 

Non-depreciable assets: 
Land $ 4,127,389 $ 4,055,589 
Construction in progress 5,589,828 5,823,626 

Depreciable assets: 
Land improvements 14, 186 14,479 
Leasehold improvements 345,627 383,519 
Buildings and buildings improvements 16, 125, 108 13,841,788 
Infrastructure 11,652,343 10,856,436 
Vehicles, machinery and equipment 4,363,432 4,795,835 
Total $ 42,2 17,913 $ 39,771 ,272 

The Municipality's major capital projects that were still in construction as of June 30, 2009 are as 
follows: 

• Renovation of City Hall - $2, 706, I 06 
• Improvements to the downtown electrical infrastructure - $1 ,429, 746 
• Construction of Youth Sport and Educational Center - $555,416 
• Construction of"Parque Lineal Zona Costera" - $704,481 

Construction in progress decreased due to the completion of the construction projects "Parque Urbano 
Pablo Perez" First Phase, road improvements Florida Community, and improvements to the Tocones' 
community center and basketball court for a total amount of $3,00I , 196. However, these retirements 
were offset by the significant costs incurred in the renovation of City Hall, ·'Parque Urbano," "Paseo 
Lineal" and Youth Center projects, which total additions for 2008-2009 amounted to $2,753,893. 

The Municipality reported approximately $1 ,068, 120 in infrastructure additions during the year, 
which are composed mainly of capital improvements. 

The Municipality acquired a total of $315,041 of equipment during the fiscal year 2008-2009, 
including vehicles and several communications, surveillance and security equipment purchased with 
Homeland Security grant funds for the use of the municipal emergency management department for a 
total amount of$239, 156. 

12 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY O F ISABELA 

MANAGE MENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

The Municipality's fiscal year 2009-2010 consolidated capital budget calls for a significant amount of 
new and continuous projects including the completion of the renovation of the City Hall, construction 
of ·'Parque Lineal Zona Costera," construction of a new Youth Sport and Educational Center, 
improvements to the downtown electrical infrastructure, commencement of the second phase of the 
·'Parque Urbano Pablo Perez" project, purchase of land in the Jobos beach for its development into a 
recreational area; and the creation of a "poblado" in the Planas Community. 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, 2009 follows: 

FlGURE3 

.lluniripu]i~· •1 J,.ib .. l,1 
Cm11p i>sj tiw1 ef C1pi rnl ..f1Mb 

..f} ef ] m1 .. JIJ,2009 

1 °"' 13 

28 

'1L Ul I 

IJ '·h. lfll .ll• u lfi ri .:11!':' • 

• F-: 11 Jl.l11 1.; 11 1.l l·•JLl.l rn:.: . . 
llllJ 'I" <:lllC: lll · 

0 d U<.k· J11.·1-..} tl11Cl ll td 

.. 1nw111cit1 

More detailed information about the Municipality's capital assets is presented in Note G to the 
financial statements. 
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Long-term debt 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY O F ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

At year-end, the Municipality had $8,779,024 in general and special bonds and notes, an increase of 
14% with respect to prior year. The following is a summary of the Municipality's outstanding debt as 
of June 30, 2009 and 2008: 

TABLES 

Outstanding Long-term Debt 
As of June 30. 

Governmental Activities 
2009 2008 

General and special obligation bonds and notes s 8,779,024 $ 7,680,024 
Note payable to CRIM - LlMS 159,564 217,123 
Note Payable to CRlM - prior years delinquent 

accounts 66,248 69,128 
Note payable to Puerto Rico Department of Labor - 59,619 
Note payable to Puerto Rico Solid Waste Authority 98,545 134,905 
Note payable to Puerto Rico Treasury Department 313,416 458,778 
Note payable to PR Employee Retirement System 

Administration 59,1 10 114,554 
Note payable-Section 108 Loan Guarantee 1,200,000 1,200,000 
Landfill obligation 4,3 19,525 4,649,489 
Compensated absences 2,692,772 2,545,681 
Christmas Bonus 401 ,898 361,016 
Claims and judgments 3,000 150,000 
Payable to CRlM - property tax advances 49,056 50,514 
Payable to PREPA 275, 186 211,759 
Total $ 18,417,344 $ 17.902,590 

The increase in the general and special obligation bonds and notes is due to the issuance of a 
$1 ,325,000 bond for the purchase of heavy equipment and municipal vehicles. In addition, the 
increase in the notes payable with Puerto Rico Electric Power Authority (PREPA) is the result of an 
excess of the annual energy charges incurred by the Municipality over the contribution in lieu of taxes 
("CELI") for the fiscal year 2007-2008, which was recorded both a Jong-term debt and an account 
receivable from the agency. More detailed information about the Municipality's long-tenn liabilities 
is presented in Note I to the financial statements. 
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COMMONWEAL TH OF PUERTO RlCO 
MUNICIPAUTY OF ISABELA 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2009 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The Municipality's selected and appointed officials considered many factors when setting the fiscal 
year 2009-20 I 0 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 16.5%, which compares reasonably with the 
Commonwealth rate of 15.2%. 

The Municipality applied a conservative approach in the development of budget estimates. Amounts 
available for appropriations in the General Fund for the fiscal year 2009-20 I 0 are $14,858, 154, a 
decrease of approximately 2% with respect to prior year estimates. Budgeted expenditures are 
expected to be reduced accordingly to the decrease of budgeted revenues. In addition to the estimated 
budget for the general fund, the Municipality has submitted Federal and Commonwealth funds 
proposals for welfare and community development as well as for capital improvements and public 
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. 
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COM"IONWEAL T H OF PUERTO RICO 
MUNlCTPALlTY OF lSABELA 

STATEMENT OF NET ASSETS 
JUNE 30, 2009 

Cash and investments 
Receivables, net: 

Municipal License Taxes 
Sales and use taxes (note M) 
Other (note 0) 

Due from: 

ASSETS 

Commonwealth Government (note E) 

Federal Government (note E) 

Restricted assets: 
Cash and investments 
Cash with fiscal agent 
Jn,·estment held with fiscal agent (note C) 

Deferred charges 
Inventories and Supplies 
Other assets 
Capital Assets (note G): 

Land and construction in progress 
Other capital assets. net 

Total assets 

LIABILITIES 
Accounts payable and accrued liabilities 
Interest payable 
Due to: 

Commonwealth Government (note E) 

Federal Government 
Deferred revenues: 

Municipal license taxes 
Federal grdllts 

Other 
Long-tenn liabilities (note I): 

Due within one year 
Due in more than one year 

Total liabilities 

~'ET ASSETS 
Invested in capital assets, net of related debt 
Restricted for: 

Capital projects 
Debt service 
Other specified purposes 

Unrestricted 
Total net assets 

The accompanying notes are an integral part of this statement. 
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s 

$ 

$ 

s 

Governmental 
Activities 

l7.84-t416 

4,774 
296,7 13 
286,921 

1,948,747 
1,190.678 

9.55-l,785 
6.879.417 

756,822 
46.131 

203,557 

120,864 

9,717,217 
32.500.696 
42.217.913 

81.351.738 

2,311,361 
104.977 

127.039 
119, 160 

2,005,528 
1,495 

101.871 

1,676,287 

16.74 1,057 
23, 188,775 

37,976,666 

7.952.447 
3.879.601 

3.472.383 
4.881.866 

58.162.963 
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Funclions 
Governmental Activities: 

General government $ 
Public works and sanitation 
Public sall:ty 
Culture and n:acat ion 
I lealth 
I lousing, welfare and community development 
Education 
Interest on long-tcm1 debt 

Total $ 

The accompanying notes are an intcgrnl part of this statement. 
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COMMONWEALTH OF PllEltTO IUCO 

MUN ICIPALITY OF ISAllELA 

STATEMENT OF ACn vrrrns 
F ISCAL YEAR ENOEO ,JUNE 30, 2009 

Ex~enses 

9,316,52R 
3,598, 173 
1, 124,283 
1,2 15,9 12 
2 ,803,578 
2,7 15,396 
1,184,836 

327,439 
22.286, 14~ 

Fees, Fines and 
Charges for 

serYires 

$ 4,000,363 
3 1,456 

-
2,800 

2, 107,730 

-
-

$ o, 142,349_ 

General rcvl~nucs: 
Taxes: 

Property taJCcs 
Municipal license taxes 
Sales and use taxes 

Prngrnm l{cvcnues 
Opernting 

Grants and 
Contrihutions 

$ 260,751 
34,078 

205,827 
25, 108 

1,001,439 
747,602 

-
-~ -··--V?HQL 

$ 

$ 

Grants and contributions not restricted to specific programs 
Interest 
Other 

Total gl~nl·n1l rcvl·nues 

Change in net assels 
Net assets-beginning, as reseated (note ll) 
Net assets-ending 

17 

(' ( 

C11pihll 
Grants and 

Contributions 

268,90 1 $ 
2,868.772 

-
450,000 

-
710,826 

-
4,298,4<)<) 

$ 

(' 

Net (E•pl' llses) 
Rl'vcnucs and 

Change in Net Asse1S 

(4,786,5 13) 
(663,867) 
(9 18,456) 
(738Jl04) 
(695,848) 

( 1.003, I J I) 
(437,234) 
(327,439) 

(9.570.492) 

4,823,579 
2,572,534 
2,8 14,933 
5,005,790 

508,637 
478,440 

16,203,913 

6,633.42 1 
5 1,529,542 
58,162,963 
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Cash and in\-nlln1 .. "flts 

Rcc:c1vablcs., Ml 

Mumdpal lJc,.,-.~ 'faxes 
Sales and use 1i11xcs 

Other 
f"luc front 

CommonW\:al1h Gownuncnl 
FOOe-ml Gow11uncnt 
Olhc1 runds (noto I-') 

400.1 

Adv1mccs 10 01hc1 fuud.s (note F) 
lovcnh>ri..::i mul S111>ph1.:s 
Rt.!Sl m'.·lcd USSCl.S 

( 'ush 1md invcshncnl:s 
Cash wllh liscal agt:nt 
lnvestmt:m hdd with fisc::d ag\.'fll 

Toral u~u 

( 

U1bilj1if1 and f und Ralagm 

Wlli1iliUi 
Accounl.S p1yi.blc.: 1nd accruixl 1a .. ht1111cs 
Matured bond" and mtt.: 1~1 fiJ)'lblc 
Ouc to: 
( 'omn.011,~1l1h Gowmnlcnt 
l"cdcml C.o..,cmmcnt 
Other f\mds 

Advances from othi:r funds 

01Jforrcd 1·uw11uus (notes It. I. tmd M): 
Mm1ic1pal l1c:ensi: uixcs 
Saks ond use Im< 
Commonwealth (°ti!Jv-'mmtnc 
Federal wanlS 
Other 
Touel liabililif'~ 

fund b•lanu1 (dt n r il): 

Rc>CMd for: 
Inventories 
Eocun1brnnee" 
IM>I service 
c~1pirn l !i•OJ\-"CIS 
Other spccifie 1H111>0scs 
Advunccs 

Unrcscrvod: 
Ot:signatt..:d fur ~\11ur..: y\lar:; ~XJJ~nditun.:s 
Undes1w,~1ed 

Total fund bitbnrH {dttic-it) 

To11d li1bUi1iu and fund balancts 

The 1ccom1>111)111JI no~ are an integral pll1 of this statement 

(" 

Gtnt·tal 

17.844.416 

4.774 
n7.472 
255.2 14 

941 ,757 

1,89.1,821 

203.557 

IS7, 106 

2 1.528,117 

784.021 

127,039 
11 9. 160 

9.068 

1,307.497 

2,0 10.302 
24.374 

800,742 

173.280 

r.lli.ill" 

203.557 
182,444 

l.J S.%3 

J ,688,99 1 

11 ,962.579 

16.172.634 

s 21<28117 

( 

s 

s 

( 

C'OMM0:-1\YE.A l,Tll OF PUERTO RICO 
MllN ICIPAl, ITY OF ISA llELA 

llAl.ANCE Sll EET 
(;QVERNMENTAI, FllNOS 

JllN E 30, 2009 

Co11111h11thy 
Denlo1)tntHI 
Dlork ( ;ra111 

526.2 11> 

1,49, 

~27.71 1 

468.181 

~7.81'1 

218.160 

744.Jll 

(216,671) 

(216.671 ) 

s 

$ 

Major Fmuls 

Head 
Start 

149,070 

1,626 

ISO,b% 

21,184 

12'1.5 12 

15-0.696 

s <17 711 s 150.696 
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( 

s 

s 

Debi 
S.-nire 

69,241 

228,763 

s,OM,271 

~.JOJ.275 

444,JS8 

16,408 

460.760 

4,842.109 

4,842,509 

$ <.J!lJ.27S 

s 

s 

( 

Co1nmu11~·ralth 

Ujisl~1·ure 

Rtsolulio1u 

6.7'19 

2•ll,H2 

H,545 
1,107,4'17 

2.829,·16~> 

- ---
4,4b8,642 

J2S,748 

142.264 

IJ47 

469.359 

2,567,760 

I 24,02b 
1,307,497 

J,999.283 

S §d6UH 

s 

$ 

f 

Olh('r 
Govt1·11men1al 

•·und.!I 

H,910 

486,891 
SIS,392 

9,068 

6.~t.$ ,OIN 

1,874,146 
7S6,822 

10.232..122 

712,027 

1,7,I0,021 

410,827 
279,028 

'lOJ 

3, 142,806 

5,M/1,744 
1,422,772 

7,C)~<).51 6 

1 l!W2,J22 

$ 

( 

Tomi 
Gonrnmtntal 

fo"'unds 

17,844.416 

4 ,774 

296.713 
286.'JZJ 

l .'148,747 

l. l'l0.678 
I ,9.l<>,414 
1,307,4'17 

203,557 

9.554,785 
6.87'>.41 7 

756,822 

42.110.76J 

2.3 11 ,363 
444,358 

127,0W 
I l ' l,1(>0 

1,936,4)4 

l,.ltl7,4<J7 

2.Cl 10J02 
40.n2 

l.H3.3Jl 
497,1')4 

17UIO 
IO.HJ.492 

203,557 
182,444 

4,842,50'> 
8.234,504 
1,68 1.861 

1.307.497 

),(>88,CJCJI 

11 ,745,'>08 

J 1,887.271 

s i2 !10.763 

( 



-

COMMOSWEALTH OF PUERTO RICO 
)lUNICIPALITY OF ISABELA 

RECOSCILIATION Of TOTAL GOVERNMENTAL f LNO BAL\NCES 
TO SET ASSETS Of GOVER.'iMENTAL ACTIVITIES 

Jl:S E 30. 2009 

Total governmental fund balances: 

Amounts reponed for governmental activities in the statement of 
net assets are different because: 

Capi1al assets used in govemmenlal activities are not financial 
resources and therefore are not reponed in the funds: 

Other assets used in governmental activaies are not financial 
resources and therefore are not rcponcd in the funds: 

Deferred charges: 
Other assets 

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

Receivables: 
Intergovernmental subsid~ prior years - General Fund 
Municipal license tax 
Construction permits 
Charges for services 
Interest 
Sales and use ta.x - Municipal Development Fund 
Sales and use mx - Debt Service Fund Fund 

Due from Commonwealth Go•emment· 
P.R. Department of Labor (Law , o. 52 and 82) 
P.R. Depanment of Education 
P.R. Electric Power Authority (PREPA) 
P.R. lnfrastructure Financing Authority 
P.R. Depanment of Correction and Rehabil itation 
Christmas Bonus Reimbursement 
Grant from P.R. Solid Waste Authority 
Grant from P.R. Department ofTransponarion 
Grant !Tom Rural Development Corporation 
Grant from P.R. Depanment of Family - Pres 

Due rrom Federal Government' 
Federal Grant- Homeland Security 
Federal Grant-State and Community Highway Safety 
Federal Grant-Child Care 
Federal Grant-COBO 

Interest liabiliues are not due and payable in the current period 
and therefore. are not reponed in the funds: 

Long term liabilities, including bonds payable, are not due 
and payable in the current period and therefore are not 
reponcd in the funds: 

General obligation bonds and notes 
Note payable to CRIM-LIMS 
Note payable to CRJ.i'\4'-financing of del inquent accounts 
Note payable to P.R. Solid Waste Authority 
Note payable to P.R Treasury Department 
Note payable to Employees Remement System 
Note payable to HlJD-Section I 08 Loan Guarantee 
Payable to PREPA 
Compensated absences 
Judgments and legal claims 
Christmas Bonus 
Estimated sohd waste landfill closure and post-closure costs 
Pa} able to CRh\<1-excess ofpropert)' tax advances 

r\et assets or governmental acthitje:s: 

The accompanying notes arc an integral pan of this statement. 

$ 
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46,131 
120.864 

73,219 
-1,774 

38,194 
47.535 

2,250 
24,374 
16.408 

21.752 
175,000 
275,186 
1-12.264 
27,760 

186.669 
6,005 

224.778 
123.747 
83.133 

32,210 
20,540 

226,278 
216.671 

8.424,024 
159.564 
66,248 
98,545 

313,416 
59,110 

1,200,000 
275,186 

2.692,772 
3,000 

-101,898 
-1.319,525 

49.056 

s 31 ,887.271 

-12.217,913 

166,995 

1,968,7-17 

(15.619) 

(18,062.34-1) 

s 58.162,963 
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CO~ll\IONWEALTll OF PUERTO RICO 

M UN IC IPALITY OF !SABEL.A 

STA n : MENT OF REVENUES, EXPENDITURES AND CHANGES IN FllNO BALANCES-
(;()VERNMENTAL FUNDS 

FISCAi. YEAR ENOEO JlJNE 30, 200'> 

Major Funds 
Community CommonW4.'llll lh Olher Tol•I 
Dcvelo11ment Head Debi Lei;islahore Go\•ernmenh1I Guvtrnntentul 

General Block Grant S1arl Service Jtesolutions Funds Funds 

lte\•enues: 
Taxes 

Propeny taxt'S (note Kl s 3,577,9-10 s s s 1,308,047 s s s 4.885,987 
Municipal license taxes (note L) 2,567,760 2.567.760 
Sales and use taxes (note M) 2,479,233 33 1,098 - 2.l! I0,33 1 

Intergovernmental: 
Commonwealth government (no1c N) 7,2 12,488 733,68 1 1,496,102 ') .442,271 
Federal govcrnmenl 1,993,532 747,602 1. 15 1,624 3.8'>2,758 

Fees, fines and charges for se rvices 4,092.408 4,092,408 
Interest 176,652 37,748 67,772 232,332 5 14,504 
0 1her 366,66 1 42 956 12,275 42 1 892 

Total revenues 20,473, 142 1,993,.532 747,602 1,676,893 84~ .409 2,892,333 28,627,9 11 

Ex11enditures: 
Current: 

General government 9,137,935 268,901 - 46.877 9,4.53,713 
Public works and sanitntton 3,090,994 103,604 2 1.362 .53,117 3,269,077 
Public safety 967, 128 57,271 1.024,399 
Culture and recreation 557,394 10,680 568,074 
llcalth 2,776,245 - - 2,776,245 
I lousing, welfare and community dcvclop111cnt 1,356,887 710,326 592,706 2.659,9 19 
Education 746,713 30 1,.596 1,048,309 

Ca pital outlays 382,345 899,607 8119 1,043,564 1,878,6 17 4.205.022 
Debt service: 

Principal - - 39 1,000 391,000 
ln1cres1 283,078 . 283,078 
Bond issuance costs 5,512 .5,5 12 

Total e•Jlenditures 18,268,928 1,982,-138 7-17,602 6R078 1,()6.l 926 2,946,376 25.684,348 
Excess (deficiency) of re,•enues over ex1>enditures 2,204.214 11 ,094 1,002.815 (220.5 17) (.54,043) 2,943,563 

Other financing sources (uses): 
Proceeds from gcncrnl obligation bonds - 1,325,000 1,325,000 
Payment of PREP/\ debt ( 105,879) - ( 105,879) 
Transfers in 126,763 126,763 
Transfers oul (37,02 1) (19,392! (70,350) ( 126 763) 

Tota l other financing sources (uses) 20,884 (37.02 1) ( 19,392) 1.254.650 ___ IJ_l9, 12 1 

Net change in fund balances ' . 2,225.098 11,094 965,794 (239,909) 1,200,607 4, 162.684 
Fund balances (deficit) RI beginning of yea r, as restated (note If) 13,947..536 !227,765) - 3,876,7 15 4.239,192 5,888.909 27,724.587 

Fund balances (deficit) at end of year 16 172 634 $ (216,671) s $ 4 842 509 s 3 999 283 _$ __ 7,089,5 16 _j __ } 1,887 ,271 

The accompanying narcs arc Rn inrcgrul f);;tr1 of1h1s statemenl . 

¢\\! 
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COM \IONWEAL TH OF PUERTO RICO 
) !1JNICIP.\UTY OF ISA BU.A 

RECONCILl~ TIO!\" OF STA TE~fE'T OF REVEN'tES. EXPENDITI:l\£5 Al\D CllA:'>CES L'I 
Ft:ND BAl.A..'iCES O F COVEIL'l~ID'TAL f'liNDS TO TK [ ST A TE\l ENT OF ACTIVITIES 

n SCAL YEAR EN'DED .n::.c JO. ?009 

."1nounu ttpOncd (or govern.men.la! acti\itics in the sweme:n.1 or acihities are 
ditl'<rent !><awe: 

Governmental funds repons c;opital asseis outl2)> as cxpcndirures. How ... er. 
in tit• Stattment of Acthities. tlte COSI of those a= isallOCllled 0\-u 

their estimated useful li•"<S and r<poned asdepreciatlon expense: 
Expenditures ror copital asseis 

Len cumnt year depreciation 

Governmental funds only repon 1he proceeds received in lhe disposal of 
assets. ln the Statement of Atthities, a gain or loss is rcponed for each 
dispQ>al. Thus. lhc change in net assets differs from the change in fund 
balance by tlte cost of1he disposed asset: 

Revenues in the Statement of ~cti"ities that do not provide current financial 
6nanc1af resources arc not repo11ed as revenues in chc funds: 

Intergovernmental subsidy prior years - General Fund 
Municipal lkense tax 

PR Depanmcnt of Labor (law r>o 52 and 82) 
P.R. Oepanment of Education 
P.R Department ofTransponation 
PR. Electric Power Allthoriiy (PREP.~) (current y=l 
P.R. Infrastructure Financing Authoril)• 
PR Department of Correction and Rehabilitation 
Rural 0.velopmenl Corporation 
Grant from P R Department ofFamily . Pres 
ChriStmas Bonus Reimbursemen1 (current year) 
Sales and use tax· Municipal {)e\·clopmem Fund 
Sales and use tax- Debt Service Fund 
Fcdcal Grant· Homeland Security 
Fed<ral Gfll>t-Swc and Community Highway Sat'e<y 
federal Grant.Child Care 
Federal Grant.CDB<j 
Charges forseniccs 
Construction pennits 
Interest 
Oolwed capital ....,.,.. 

Re'\enues reported 1n funds v.illcb are noc reported as te\'enues in th~ 
Sutcmcnt of Ac::chities: 

Property ta.~•s-Cen<ral Fund (current year) 
Propcny taxes-G<neral Fund (prior ~eor) 
Sales ond use ta.<- Municipal Ocvclopmcnt Fund (prior year) 
PR Oepanment of Education (prior year) 
P.R. O.panment ofUbor (Law 'io 52 and 82) 
Rural Ocvelopmen1 C0q>0r.ition 
Grant from P.R. O.panment ofTransponation 
P.R. Electric Power Authorily (PREP ... ) (prior year) 
Charges for services 
lntcn:st (prior year) 
fedtral Granr-HOME 
Federal Grllflt-CDBG 
Federal Grant-State and Community Highway Safety 
Federal Grant- Homeland Security 
OCAM · Public Order Code {prior year) 
Christmas Bonus Reimbursement (prior year) 

Proceeds from general obligation bonds are o!her financing sources in the 
go"cmmentaf funds, but an increase ofloog-term liabilities in the Statement 
of:olct Assets. 

Expenditures reported in funds -.'bich are not reponed as expenses in lhc 
S1.11cmcnt of Acthiries· 

~larured bonds pnnapal payments-Debt Sen-ice Fund (net change) 

RCJ'l)ment oflong-1errn debt is an <Xpenditurc in the g<)\'Cmlllental funds, 
but reduces lcng-1cnn liabilities in tlte Swement ot"'Net .\ssets 

General obligation bonds and notes 
Other long-tenn liabilities 

Gov<mm<ntal funds report lhe dfcct ofbond issuance CostS as e."Jl'f'ditutt 
"'hen debt 1s firR tssued. wtu:n:as these amounts are deferred a.f'Jd amons7.td 
m the Scatemcni o( Activities. This amount is the net effect oithese 
ditl'crenccs. 

Bond issuance CostS 

Amortization of bond issuance costs 

Some expcnSC$ reported in the Statement of Acti,itie:s do not require the use 
of current financial resources at1d 1he:reforc an: not reported as expefldirure:s 
in tlte govemmenw funds 

Compensated absences 
Municipal solid waste landfill (net change) 
Judgmtnt and legal claims (net change) 
Christmas bonus 
PR Electric Power Authority (PREPA) 
Accrued interesl (net change) 

The accomp&1)ing notes are an integral pan of1his statcmcm. 

l l 

4..ZOS.o:_: 
(t,6S90l1l 

73.219 
4,774 

10,420 
175.000 
68,6SO 

169,306 
142.264 
27,76-0 
S2.732 
83.133 

186,669 
24,374 
16,408 
J:?.110 
20540 
84,371 

162.882 
IS.483 
38,194 

2..2SO 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

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 consists of fourteen (14) members of the 
Municipal Legislature. The Municipality engages in a comprehensive range of services to the 
community such 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 MunicipaHty 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-sening 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. 

I . 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 the 
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 following: 

a. Fiscal dependency of the potential component unit on the primary government, or 
b. The primary government appoints a voting majority 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 exists 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, 2009 

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 economic resources received or held by the separate organization are entirely or almost 
entirely for the direct 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 government 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 statements. 

2. Basis of presentation, measurement focus and basis of accounting 

The financial report of the Municipality consists of the Management Discussion and Analysis 
(MD&A), the 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 refers to when 
transactions are recorded regardless of the measurement focus: 

Management Discussion and Analvsis 

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

Basic financial statements 

The 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 ISABELA 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2009 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Government-wide statements 

The government-wide statements consist of a Statement of Net Assets and a Statement of 
Activities. These statements are prepared using the economic 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 aU capital (long lived) assets and receivables as well as 
long term debt and obligations. The Statement of Activities reports revenues and expenses in a 
format 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 revenues, 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 operating-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 taxes. Property taxes (imposed nonexchange transactions) are recognized as 
revenues in the year for which they are levied and municipal license taxes and sales and use taxes 
(derived tax 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 incurred. 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 unrestricted assets are available. 

The Municipality reports deferred revenues in the government-wide statements. Deferred 
revenues 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 Municipality bas a legal claim to the resources, the liability for deferred 
revenues is removed and the revenue is recognized. 

Private-sector standards of accounting and financial reporting issued prior to December 1, 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 Governmental Accounting Standards 
Board. The Municipality has elected not to follow subsequent statements and interpretations 
issued by the FASB after November 30, 1989. 
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NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2009 

NOTE A - SUMMARY OF SIGNIFICAL'll'T ACCOUNTING POLICIES - Continued 

Fund Statements 

The financial transactions of the Municipality are recorded in individual funds, each of which are 
considered an independent fiscal entity. Each fund is accounted for by providing a separate 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 or based on the Municipality's official's criteria if the fund is particularly 
important to financial statement users (for Community Development Block Grant and Head Start 
Program Funds). 

The Municipality reports 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 providing 
decent housing, a suitable living environment and expanding economic opportunities, 
principally for persons of low and moderate income. 

Head Start Program Fund: Head Start fund 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 through the provisions of comprehensive health, 
educational, nutritional, social and other services. 

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

Commonwealth Legislature Resolutions Fund: The Commonwealth Legislative 
Resolutions Fund is used to account for grants from the Commonwealth's Legislature. 

Governmental funds, reported in the fund statements, are accounted for using the 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 liabilities 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. 
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NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Revenues susceptible to accrual include property taxes, recognized as revenues in the year for 
which they are levied; municipal license taxes and sales and use 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 in the governmental funds statements deferred revenues which arise 
when potential revenue does not meet both measurable 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 when due, except for principal and interest 
due on July 1 (in this case amounts are recorded as liabilities and expenditures on June 30 since 
amounts have been accumulated or transferred to the debt service fund before July 1 payments 
are made) and (2) vested compensated absences, claims and judgments and special termination 
benefits which are recorded as 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, a 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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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLIC IES - Continued 

Notes to Financial Statements 

The notes to financial statements provide information that is essential to a user's understanding of 
the basic financial statements. 

Required Supplementarv Information: 

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

3. Caslt and investments and restricted caslt witlt f1Sca/ agents 

Cash consist of cash on hand, demand deposits and short term investments with original maturities of 
three months or less from the date of acquisition. Investments consist of nonnegotiable certificates of 
deposits with original maturity of more than three months. 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 pooled cash balance beyond immediate needs is 
invested in certificates of deposits. Cash and investments related to Commonwealth and Federal 
grants are restricted since their use is limited by applicable agreements or required by law. 

Restricted cash with fiscal agent in the debt service fund consists of the undisbursed balance of 
property and sales tax collections retained by the Commonwealth of Puerto Rico which are restricted 
for the repayment of the Municipality's general and special obligation bonds and notes as established 
by law. Restricted cash with fiscal agent of the other governmental funds represent the undisbursed 
proceeds of certain bonds, loans or grants which are maintained in a cash custodian account by the 
GOB or a federal 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 amounts owed to the Municipality for the 
reimbursement of expendirures incurred pursuant to federally funded programs. Amounts reported in 
the debt service fund represent property and sales tax revenues of current fiscal year collected by the 
CRIM (property tax) and the Puerto Rico Department of Treasury (sales tax) on the subsequent fiscal 
year. 

5. lnterfund receivables and payables 

Activities among funds that are representative of lending/borrowing arrangements outstanding at the 
end of the fiscal year are referred to as either "due from/to other funds" (i.e., the current portion of 
interfund loans) or "advances to/ from other funds" (i.e., the non-current portion of interfund loans). 
All other outstanding balances among the funds are reported as "due from/to other funds". 
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NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE A - SUMMARY OF SIGNIFICANT ACCO UNT ING POLICIES - Continued 

6. Inventories 

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The 
cost of those purchases is recorded as expenditure when incurred in the appropriate fund but the year­
end inventory is not recorded in the Statement of Net Assets, as management believes is not 
significant. Only inventory of medicines and medical supplies of the Municipality's Advanced 
Medical Center ("CIMA") in the amount of $203,557 are included in the financial statements. 

7. Capital assets 

Capital assets of the primary government, which include property, 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 and construction in progress, 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 

50 
50 

Lease term 
10-50 
5-10 

In accordance with current accounting standards capital assets are reviewed for impainnent. 
Impairment occurs when there is a significant decline in asset service utility due to the occurrence of 
a prominent event or change in circumstances affecting the asset Current standards provide guidance 
for accounting and reporting for impairment and for insurance recoveries. 

8. Long-term obligations 

Long-term debt and other long-term obligations, which are reported as liabilities in the governmental 
activities column in the Statement of Net Assets, consist of general and special obligation bonds, 
liabilities for compensated absences, claims and judgments, and long-term liabilities to other 
governmental entities. 
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NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2009 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

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. 

10. Compensated absences 

The Municipality's employees accumulate vacation, sick leave and compensatory time based on 
continuous service. Compensated absences are recorded as a liability if(l)are earned on the basis of 
services already perfonned by employees, (2) it is probable that will be paid (in the form 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 2 \tS days per month of vacation and 1 Yi 
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. 

Pursuant to Law No. 152 of August 20, 1996 effective July I, 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 made on or before March 31 of the following year. 

11. Fund balances and Net Assets 

a. Fund balances: 

In the fund financial statements, governmental funds report reserved and unreserved fund balances. 
Reservations of fund balances represent portions that are legally segregated for a specific future use 
or are not appropriated for expenditure. The Municipality has the following reservations of fund 
balances: 
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLJCTES - Continued 

Encumbrances: 

Inventories 

Debt Service: 

Capital Projects: 

Other specified purposes: 

Advances: 

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. 

Represent 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. 

Represent amounts to be used for future expenditures of Federal and 
Commonwealth's grants as well as funds reserved through enabling 
legislation passed by the government itself, to be used to finance activities 
other than construction or capital improvement commitments. 

Represent the non-current portion of interfund loans. 

Fund balance unreserved-designated represents amounts that Management has identified for future 
spending and not legally segregated. 

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: 

Consist 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 issue costs. 

Represent net assets (restricted assets net of related debt) that are subject to 
restrictions beyond the Municipality's control. These include restrictions 
that are externally imposed (by creditors, granters, contributors, or laws 
and regulations of other governments) or restrictions imposed 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. 
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

12. Interfund transactions 

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

13. Risk financing 

The Puerto Rico Treasury Department (PRDT) acts as an agent, obtaining and determining the 
coverage for the municipalities of Puerto Rico. The coverage for the Municipality of Isabela consists 
of professional, public responsibility, property and theft, auto and fidelity bond coverage. Insurance 
policies costs are allocated 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 equalization fund send to the Municipality by the Municipal Revenue Collection Center 
(CRIM). Workers compensation insurance is also deducted from 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 liabilities and disclosure 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: 

51 

53 

54 

Statement 

Accounting and Financial Reporting for Intangible Assets 

Accounting and Financial Reporting for Derivative 
Instruments 

Fund Balance Reporting and Governmental Fund Type 
Definition 

To be Adopted in 
Fiscal year ended, 

June 30, 2010 

June 30, 2010 

June 30, 201 l 

The impact of these statements in the Municipality's basic financial statements has not yet been 
determined. 
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MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE 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 Pueno Rico. 

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 Secretary of Treasury of Puerto Rico in the 
Municipality's name. At year-end the Municipality's bank balance in commercial banks amounts to 
$24,064,209. 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 $6,879 ,4 17. 

NOTE C - INVESTMENT HELD WITH FISCAL AGENT 

The investment held with fiscal agent consists of a non-participating investment contract (non-rated 
guaranteed investment contract, "GIC"). This represents the investment of the undisbursed proceeds 
of the $3,010,000 general obligation bond under custody of GOB, the Municipality's fiscal agent, 
pursuant to the bond purchase agreement. The GIC, with an outstanding balance of $756,822 as of 
June 30, 2009 earns interest at a variable rate (LIBOR minus .1 25%, l.42440% as of June 30, 2009) 
and matures on November 2, 2009. GIC outstanding balance is valued at cost. 

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its 
obligations. In compliance with the laws and regulations of the Commonwealth, the Municipality has 
adopted, as its custodial and credit risk policy, the Statement of Investment Guidelines for the 
Government of the Commonwealth of Puerto Rico. Accordingly, the Municipality invests only in 
obligations of the Commonwealth, obligations of the United States of America, certificates of 
deposits, commercial paper, bankers' acceptances, or in pools of obligations of the municipalities of 
Pueno Rico, which are managed by GDB. According to the aforementioned investment guidelines, 
the Municipality does not invest in marketable securities or any types of investments for which credit 
risk exposure may be significant. Therefore, the Municipality's management has concluded that the 
risk related to any possible loss related to defaults on the Municipality's investments are considered 
low at June 30, 2009. 

NOTE D - RECEIVABLES 

Accounts receivable - other as of June 30, 2009 follows: 

Construction permits 
Healthcare providers billings 
Interest 

$ 

$ 

Amount 
140,064 
89,557 
57,300 

286,921 

Cenain amounts receivable are recorded as deferred revenue in the governmental funds statements 
since they are not available as required by current standards. See related note H. 
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NOTE E- DUE FROM (TO) GOVERNMENTAL ENTITIES 

l. Amounts due from governmental entities as of June 30, 2009 follows: 

Municipal Revenue Collection Center (CRIM) -
intergovernmental subsidy (general fund) - prior 
years 

P.R. Electric Power Authority (PREPA) 
P.R. Department of Treasury - Christmas bonus 

reimbursement 
P.R. Department of Education 
Municipal Revenue Collection Center (CRIM) -

property taxes (debt service fund) 
P.R. Department of Health 
P.R. Department of Labor-Law No. 52 
P.R. Department of Labor-Law No. 82 
P.R. Department ofTransportation 
Rural Development Corporation 
Office of Commissioner of Municipal Affairs -

Commonwealth Legislature Resolutions 
P.R. Department ofFamily - Pres 
Office of Commissioner of Municipal Affairs 

CDBG 
U.S. Department of Housing and Urban Development 

- CDBG 
U.S. Department of Health and Human Services -

Head Start 
P.R. Department of Family - Child Care 
P.R. Traffic Safety Commission 
Others 

s 

$ 

Commonwealth 
Government 

73,219 
275,186 

186,669 
210,000 

228,763 
100,240 

12,279 
15,727 

293,428 
131, 165 

291,332 
83,133 

47,606 
1,948,747 

$ 

$ 

Federal 
Government 

70,806 

455,410 

149,070 
462,466 
20,540 
32,386 

1,190,678 

See note H for detail of amounts due from governmental entities recorded as deferred revenue. 

2. Amounts due to governmental entities as of June 30, 2009 follows: 

P.R. Employees Retirement System (current debt) 
P.R. Department of Labor - unemployment 
P.R. Aqueduct and Sewer Authority (PRASA) 
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$ 92,742 
21,862 
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NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE F - INTERFUND TRANSACTIONS 

1. Due from/to other funds: 

Amounts due from/to other funds represent advances to other funds for payroll and payroll taxes 
expenditures, as follows: 

Receivable Fund Pavable Fund Amount 

General Fund Major funds: 
CDBG $ 57,833 
Head Start 129,512 

Other governmental funds: 
Public Order Code 303,298 
Child Care 465,973 
TANF 175,712 
Traffic Safety Commission 179,584 
Section 8 HCV 98,180 
Rural Development Corporation 131,537 
Office of Public Safety Affairs 40,745 
P.R. Dept. of Transportation 192,1I7 
P.R. Dept. of Family - Pres 83,133 
Others 36,197 

$ 1,893,821 

Commonwealth 
Legislative Resolutions: Other governmental funds: 

"BGF Parque Lineal Pasivo" $ 33,545 

Other governmental funds: Major funds: 
WIA General Fund $ 9,068 

2. Advances to(from) other funds: 

Advances to (from) other funds in the amount of $1,307,497 represent long-term advances by the 
Commonwealth Legislature Resolutions Fund to the General Fund in previous years to cover 
operational expenditures. 

3. Transfers in (out): 

Transfers among individual funds were made for operational purposes. Transfers include (l) interest 
earned on restricted cash with fiscal agent in the debt service fund and operating and capital 
improvement loans in other governmental funds which are transferred to the general fund, (2) interest 
in Commonwealth Legislature Resolutions funds which is transferred to the general fund and, (3) 
principal and interest payments of long-term debt transferred from the general fund to the debt service 
fund. 
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MUNICIPALITY OF ISA BELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE G - CAPITAL ASSETS 

Capital assets and depreciation activity as of and for the year ended June 30, 2009 is as follows: 

Balance 
July 1, 2008 
as restated lncreases Decreases 

Governm~ntal activities: 

Capital assets, not being depreciated: 
Land $ 4,055,589 $ 71,800 $ 
Construction in progress 5,823,626 3,049,186 3,282,984 

Total capital assets not being 
depreciated: 9,879,215 3,120,986 3,282,984 

Capital assets, being depreciated: 
Land improvements 14,650 
Buildings and building 

improvements 16,394,854 2,949,640 
Leasehold improvements 505,233 
Infrastructure 12,673,899 1,068,120 149,895 
Vehicles, machinery and equipment 8,291,573 315,041 55,855 

Total capital assets being depreciated 37,880,209 4,332,801 205,750 

Less accumulated depreciation for: 
Land improvements 171 293 
Buildings and building 

improvements 2,553,066 666,320 
Leasehold improvements 121,714 37,892 
Infrastructure 1,817,463 238,326 116,008 
Vehicles, machinery and equipment 3,495,738 716 181 24,592 

Total accumulated depreciation 7,988,152 1,659,012 140,600 

Total capital assets being depreciated, 
net 29,892,057 2,673,789 65,150 

Governmental activities capital 
assets, net $ 39,771,272 $ 5,794,775 $ 3,348,134 

Depreciation expense was charged to functions/programs of the Municipality as follows: 

Governmental activities: 

General government 
Public works and sanitation 
Public safety 
Culture and recreation 
Health 
Welfare and community development 
Education 

Total depreciation expense, governmental activities 
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$ 

$ 

37,381 
654,571 

99,884 
647,839 
27,333 
55,477 

136,527 

1,659,012 

Balance 
J une 30, 2009 

$ 4,127,389 
5,589,828 

9,717,217 

14,650 

19,344,494 
505,233 

13,592,124 
8,550,759 

42,007,260 

464 

3,219,386 
159,606 

1,939,781 
4,1 87,327 

9,506,564 

32,500,696 

$ 42,217,913 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE H- DEFERRED REVENUES - GOVERNMENTAL FUNDS 

Deferred revenues - Commonwealth Government and Other represent revenues not available as 
required by current standards and for Federal Grants represent resources received before allowable 
expenditures are incurred or not available as required by current standards. A detail of these balances 
follows: 

Major fund - general fund : 
Municipal Revenue Co!Jection 

Center (CRIM) 
intergovernmental subsidy 
prior years (general fund) 

P.R. Department of Treasury -
Christmas bonus 
reimbursement 

P.R. Department of Education 
P.R. Depanmem of Health 
P.R. Department of Labor -

Law No. 52 
P.R. Department of Labor -

Law No. 82 
P.R. Electric Power Authority 

(PREP A) 
Others 
Construction permits 
Healthcare providers billings 

Major fund Communitv 
Development Block Grant 
fund: 

Office of Commissioner of 
Municipal Affairs -CDBG 

U.S Depanment of Housing 
and Urban Development -
CDBG 

Major fund - Commonwealth 
Legislature resolutions fund: 

Commonwealth Legislative 
Resolutions 

Other governmental funds: 
P.R. Department of 

Transponation 
Rural Development Corporation 
P.R. Department of Family -

Pres 
P.R. Department of Family -

Child Care 
Office of Publ ic Safety Affairs 
P.R. Traffic Safety Commission 
Others 

$ 

$ 

Commonwealth 
Government 

73,219 

186,669 
175,000 

14,320 

11,332 

10,420 

275,186 
54,596 

142,264 

272,597 
55,097 

83, 133 

1,353,833 
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$ 

$ 

Federal 
Grants 

32,557 

185,609 

226,278 
32,210 
20,540 

497,194 

$ 

$ 

Other 

140,064 
33,216 

1,347 

903 

175,530 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE I - LONG-TERM DEBT 

1. Summary of long- term debt activity 

The following summarizes activity in long-term debt for the fiscal year ended June 30, 2009: 

Balance at Balance at Due within 
Julv 1, 2008 Increases Decreases June 30, 2009 one year 

General, Special 
Obligations Bonds 
and ·otes s 7,680,024 s 1,325,000 s 226,000 $ 8,779,024 s 392,000 

Note payable to CRIM-
LIMS 217,123 57,559 159,564 61,034 

~ote payable to CRN 
-Financing of 
delinquent accounts 69,128 2,880 66,248 2,880 

Note payable to PR 
Department of Labor 59,619 59,619 

Note payable to P.R. 
Solid Waste 
Authority 134,905 36,360 98,545 37,419 

Note Payable to P.R. 
Treasury Depanmem 458.778 145,362 313,416 152,799 - Note payable to ERS 114,554 55,444 59,110 59,110 

ote payable - Section 
I 08 Loan Guarantee 1,200,000 1.200,000 269,000 

Landfill Obligation 4,649,489 261,789 591,753 4,319,525 

Compensated absences 2,545,681 366,123 219,032 2,692,772 194,267 

Christmas bonus 361,016 40 1.898 361,016 401,898 401898 

Claims and judgments 150,000 3,000 150,000 3,000 

Payable to CRIM-
excess of property 
tax advances over 
actual collections 50,51.J 49,056 50,514 49,056 

Payable to PREP A 211 ,759 169,306 105,879 275,186 105,880 

s 17.902.590 s 2,5761172 s 2,061 ,418 $ 18.417,344 $ 1,676.287 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2009 

NOTE I - LONG-TERM DEBT - Continued 

2. General and special obligation bonds and notes 

The Municipality's outstanding general and special obligation bonds and notes at June 30, 2009 
amount to $8, 779,024. All these bonds are serviced by the Governmental Development Bank of 
Puerto Rico (GDB) maturing at various dates. As required by law, the Commonwealth Government is 
obligated to collect property taxes for payment of principal and interest on bonds and notes. In 
addition, .2% of the .5% municipal sales and use tax collected by the P.R. Department of Treasury is 
deposited in a "Municipal Redemption Fund" to finance Joans to Municipalities subject to restrictions 
imposed by law. Debt service funds has been established for the bonds and notes at GDB with the 
proceeds of those property and sales and use taxes, whereby sufficient funds must be set aside in 
order to cover the projected debt service requirement, before any new bonds are issued. 

A detail of the general and special obligation bonds and notes as of June 30, 2009 follows: 

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

1999 general obligation bonds of $410,000 due in annual 
installments ranging from $11 ,000 to $29,000 through January 
1, 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 July 1, 
2010; bearing interest at rates ranging from 2.70% to 7.81% 
( 4.10% at June 30, 2009) 

2001 general obligation bonds of $3,455,000 due in annual 
installments ranging from $45,000 to $290,000 through July 1, 
2026; bearing interest rates ranging from 5.00% to 7.50% 
(5.15% at June 30, 2009) 

2006 general obligation bonds of $255,000 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 % 
(4.38% at June 30, 2009) 

2006 general obligation bonds of $600,000 due in annual 
installments ranging from $25,000 to $60,000 through July 1, 
2021; bearing interest rates ranging from 6.60% to 7 .25% 
(5.40% at June 30, 2009) 

38 

$ 

Outstanding 
Amount 

339,000 

320,024 

80,000 

3,005,000 

235,000 

550,000 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2008 

NOTE I - LONG-TERM DEBT - Continued 

2006 general obligation bonds of $3,010,000 due in annual 
installments ranging from $40,000 to $260,000 through July 1, 
203 1; bearing interest rates ranging from 5.69% to 6. 75% 
(4.47% at June 30, 2009) 

2008 general obligation note of $ 1,325,000 due in annual 
installments ranging from $150,000 to $240,000 through July 1, 
2015; bearing interest rates ranging from 1.53% to 7.50% 
(5.40% at June 30, 2009) 

$ 

Outstanding 
Amount 

2,925,000 

1,325,000 

8,779,024 

The annual requirement to amortize general and special obligation bonds and notes as of 
June 30, 2009 follows: 

June30, Principal Interest 

2010 $ 392,000 $ 544,657 
2011 419,000 550,263 
2012 406,000 521 ,498 
2013 438,000 490,449 
2014 474,000 457,017 

2015-2019 2, 109,000 1,826,489 
2020-2024 2,041 ,024 1,142,984 
2025-2029 1,755,000 426,81 0 
2030-2032 745,000 47,204 

Totals $ 8,779,024 $ 6,007,37 1 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE I - LONG-TERM DEBT - Continued 

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 (LIMS) 
acquired by the CRIM for the management of taxpayer's 
properties located in Pueno 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 repaid with 
unrestricted funds through withholdings from the advances of 
property tax and amounts of municipal equalization fund sent to 
the Municipality by the Municipal Revenue Collect ion Center 
(CRIM). Debt service requirements in future years are as 
follows: 

June 30, Principal Interest 

2010 s 61,034 $ 8,599 
2011 64,719 4,914 
2012 33 811 1,006 

Totals $ 159,564 $ 14,519 

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 $4 71,041, to finance 
delinquent property tax accounts sold to private investors, under 
the provision of Law No. 146 of October 11, 2001. The 
agreement is in the form of a non-revolving line of credit bearing 
interest of 6.5% for the first five years and variable for the next 
25 years at 125 points over London interbank Offered Rate 
(LIBOR) and is due on December l , 2032. As described in 
Law No. 146, interest payments for the first five years were 
financed through .48% of the net increase of subsidy provided 
by the Commonwealth of Pueno Rico's general fund. Also, 
during the first five years any collection from those delinquent 
accounts was credited to the loan principal. After the five-year 
period the loan outstanding balance was restructured for a 25-
year period. Amount is repaid with unrestricted funds through 
withholdings from the advances of property tax and amounts of 
municipal equalization fund sent to the Municipality by the 
Municipal Revenue Collection Center (CRIM). Debt service 
requirements in future years are as follows: 
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Outstanding 
Amount 

$ 159,564 

$ 66,248 
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MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2009 

NOTE 1- LONG-TERM DEBT - Cont inued 

June30, Principal Interest 

2010 $ 2,880 s 4,075 
201 1 2,880 3,897 
2012 2,880 3,717 
2013 2,880 3,538 
2014 2,880 3,359 

2015-2019 14,402 14,108 
2020-2024 14,402 9,630 
2025-2029 14,402 5,151 
2030-2032 8,642 941 

Totals $ 66,248 $ 48,416 

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 operating lease charges related to 
equipment used in the Municipality's landfill. The agreement is 
in the form of a non-interest bearing note (imputed interest of 
6%) payable in semiannual installments of $20,000, and a final 
payment of $22,944 on January 1, 2012. The note balance as of 
June 30, 2009 is net of an unamortized discount of S4,399 and is 
being paid from unrestricted funds. Debt service requirements in 
future years are as follows: 

June 30, Principal Interest 

2010 s 37,419 $ 2,581 
20 1 l 38,509 l,491 
2012 22,617 327 
Totals $ 98,545 $ 4,399 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISA BELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE I-LONG-TERM DEBT-Continued 

Note Payable-Puerto Rico Treasury Department- On February 
16, 2007 the Municipality senled a legal case for S825,000 and 
refinanced this debt on a long-term basis through a $728,622 
non-interest bearing note (imputed interest rate is 5.00%), from 
the Puerto Rico Department of the Treasury. The note is payable 
in monthly installments of $13,750 (including interest) through 
June 30, 2011. The note balance as of June 30, 2009 is net of an 
unamortized discount of $16,584 and 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). Debt service requirements in future years are as 
follows: 

June30, 

2010 
2011 
Totals 

$ 

$ 

Principal 

152,799 
160,617 
313,416 

s 

$ 

Interest 

12,201 
4 383 

16,584 

Note payable to Employee's Retirement System of the 
Government of Puerto Rico and its Instrumentalities (ERS). 
- On June 29, 2007 the Board of Trustees of the Employee's 
Retirement System of the Government of Puerto Rico an its 
Instrumentalities (ERS) approved Resolution No. 2007-02 
authorizing the ERS to establish payment plans with employers 
related to the application of certain "Special Laws" issued by the 
Commonwealth Government. Those Special Laws granted 
increases in pensions to retired employees of the Municipality. 
This obligation was recognized by the Municipality prior to June 
30, 2007. On November 30, 2007 the Municipality refmanced 
this debt on a long term basis through a $201,060 non-interest 
bearing note with the ERS. The note has an imputed interest rate 
is 6.48% and was recorded at its present value of $195, 732 net 
of an unamortized discount of $14,328. The note is payable in 
annual installments of $63 ,018 (including interest, is due on 
February 26, 2010 and will be repaid with unrestricted funds. 
Debt service requirements in future years are as follows: 

42 

$ 313,416 

$ 59,110 
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June 30, 2009 

NOTE I - LONG-TERM DEBT - Continued 

June 30, Principal Interest 

2010 $ 59,110 $ 3,908 

Note payable Section 108 Loan Guarantee - The Municipality 
entered into a financing agreement with the US Department of 
Housing and Urban Development (HUD) through a contract for 
Loan Guarantee Assistance under Section l 08 of the Housing 
and Community Act of 1974, as amended. The agreement, for a 
maximum commitment of $4,850,000 will finance the 
construction of a Youth Sports and Education Center. On 
October 1, 2007 the Municipality received $1 ,200,000 on 
advance funds under a $1,345,000 variable/fixed rate note dated 
July 12, 2007, bearing interest at LIBOR + .20% and due on 
August l , 2013 . The VRF Note is designed to conven to a fixed 
rate note on its Conversion Date. The following Commitment 
Schedule to the Note represents the agreed-upon repayment 
schedule referred to in the Section 108 commitment against 
which the Municipality requests advances when funds are 
needed. The schedule of principal and interest to the fixed rate 
Note will be filed out as of the Conversion Date based on the 
cumulative amount of advances per principal due date that the 
Municipality has received on or before such date. The Note will 
be repaid from appropriation of funds from the Community 
Development Block Grant Program (Entitlement). Interest 
payments on fiscal year 2008-2009 amounts to $31,244. Debt 
service requirements in future years are as follows: 

June 30, 

2010 
2011 
2012 
2013 
2014 

Totals 

s 

$ 

Principal 

269,000 
269,000 
269,000 
269,000 
124,000 

1,200,000 

Subsequent to June 30 (August 20, 2009) the Municipality received 
53,650,000 representing the remaining advance funds under a 
$4,850,000 variable/fixed rate note dated June 29, 2009 bearing 
interest at LIBOR + .20% and due on August 1, 2026. The 
$4,850,000 represents the maximum commitment amount under 
contract. The VRF Note is designed to convert to a fixed rate note 
on its Conversion Date. 
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MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE I - LONG-TERM DEBT - Continued 

Landfill obligation - represents the outstanding balance of the 
estimated liability for landfill closure and post-closure care costs, 
based on a 90% usage of the landfill. The total estimate for these 
costs amounts to $4,800,000 as of June 30, 2009. 

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 repaid with 
unrestricted funds. 

Christmas Bonus - represents the accrued portion corresponding to 
fiscal year 2008-2009 of the Christmas bonus to be paid in 
December 2009. 

Claims and judgments - represents amounts accrued arising from a 
final settlement of one case to be paid subsequently with 
unrestricted funds by the Municipality. 

Payable to CRIM - represents the balance owed to CRIM at June 30, 
2009 for excess of advances of property tax and other subsidies over 
preliminary amount of property tax collections for the fiscal year 
ended 2009. This amount will be repaid with unrestricted funds 
through withholdings from the advances of property tax and 
amounts of municipal equalization fund sent to the Municipality by 
the Municipal Revenue Collection Center (CRlM). 

Payable to PREP A - As required by Act No. 83 of May 2, 1941 the 
Puerto Rico Electric Power Authority ("PREPA") should annually 
pay to the Municipalities of Puerto Rico a contribution in lieu of tax 
("CELI") based on certain requirements as specified by the 
mentioned Act. The amount of CELI obligation is used by the 
Municipalities to finance the annual electric utility expense payment 
to PREPA. For fiscal year 2006-2007 the Municipality's annual 
energy charges amounts to Sl,480,096 but the CELI obligation 
determined by PREPA amounted to $1,162,458. As communicated 
by PREP A the excess amount of $317 ,638 was recorded as a 
payable to the Municipality and will be amortized over a three-year 
period against the corresponding receivable for the same amount. 
As of June 30, 2009 the outstanding amount of $ 105,880 is 
recognized by the .Municipality as a receivable and a liability to 
PREPA. For fiscal year 2007-2008 the Municipality's annual 
energy charges amounts to $1,788,230 but the CELI obligation 
amounted to Sl,618,924. The excess amount of $169,306 was also 
recorded as a payable and a receivable for the same amount . . o 
amortization period was established by PREP A. Debt service 
requirements in future years are as follows: 
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June 30, 2009 

NOTE I - LONG-TERM DEBT - Continued 

June30 

2010 
2011-2015 

Totals 

$ 

$ 

Principal 

105,880 
169,306 
275, 186 

NOTE J - LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS 

Commonwealth and Federal laws 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. The Municipality has performed a study of the activities that need to be 
implemented at the Municipality' s landfill to comply with applicable laws and regulations. As a result 
of this study, the Municipality bas recognized an estimated liability for future closure and post­
closure care costs. 

The recognition of this liability is based on the amount of the landfill used during the year. The 
estimated liability for landfill closure and post-closure care costs has an outstanding balance of 
$4,319,525 as of June 30, 2009, which is based on a 90% usage of the landfill. It is estimated that an 
additional $480,475 will be recognized as closure and post-closure care expenditures between the 
balance sheet date and the date the landfill is expected to be filled to capacity (April 2011). 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, 2009. 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 
regulations. As of June 30, 2009, the Municipality has not made conmbutions to finance closure and 
post-closure care costs. 

NOTE K- 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 assessment is made on a return, which 
muse be filed with the CRIM by May 15 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 on 
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 l st and January 1 si. Total tax rates in force 
as of June 30, 2009 are 7.03% for personal property and 9.03% for real property. The distribution of 
these rates follows: 
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NOTES TO FlNANCIAL ST A TEMENTS 

J une 30, 2009 

NOTE K-PROPERTY TAXES- Continued 

Description 
Basic property tax rate, which is appropriated for general 

purposes and accounted in the Municipality's general 
fund: 

Percent that belongs to the Commonwealth's debt service 
fund: 

Percent that belongs to the Municipality's debt service 
fund: 

Total tax rate: 
Discount granted by law to the taxpayers but reimbursed to 

the Municipality by the P.R. Treasury Department: 
Total percent to be paid by taxpayers: 

Personal 
Property 

4.00% 

l.03% 

2.00% 
7.03% 

(.20%} 
6.83% 

Real 
Property 

6.00% 

1.03% 

2.00% 
9.03% 

(.20%2 
8.83% 

Residential real property occupied by its owner is exempt by law from property taxes on the first 
S 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. 

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 property tax and amounts of municipal equalization fund from the 
Commonwealth government. The CRIM is required by law to prepare a settlement statement on a 
fiscal year basis, whereby a comparison 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. For the fiscal year 2008-2009 the 
CRIM performed the preliminary settlement and determined that that Municipality has a net debt of 
$49,056 which is recorded as a long-term debt in the government-wide statement since it will not be 
paid with expendable available resources as required by current standards. 

NOTE L - 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. This 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, 2009 the tax rates were as follows: 
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NOTE L - MUNICIPAL LICENSE TAXES - Continued 

Financial business - 1.50% of gross revenues 
Other organizations - .50% of gross revenues, except organizations in "Special Development Urban 
Area" which apply: 

Up to $100,000 - .30% of gross revenues 
Up to $200,000 - .40% of gross revenues 
Up to $200,000 - .50% of gross revenues 

The tax is due in two equal installments on July 1 and January 1 of each fiscal year. Tax revenue is 
recognized at that moment by the Municipality. A discount of 5% is alJowed 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$2,010,302 are recorded as deferred revenues. 

NOTE M - SALES AND USE TAXES 

On July 4, 2006 the Commonwealth Legislature approved Act No. 117 ("Act 117") which amends the 
Puerto Rico Internal Revenue Code of 1994 to provide, among other things, for a sales and use tax of 
5.5% to be imposed by the Commonwealth Government. Act 117 also authorizes each municipal 
government to impose a municipal sales and use tax of 1.5%. This municipal sales and use tax has in 
general the same tax base and limitations (except for unprocessed foods) as those provided by the 
Commonwealth's sales and use tax. 

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 consumers. This tax must be imposed 
in confonnity with the base, exemptions and limitations contained in Subtitle BB of the Code. The 
municipal sales and use 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 and use 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. The Municipal Legislature approved the imposition of the 
municipal sales and use tax, effective on November 15, 2006. 

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 ("Act 80") which amends Act 
No. 117 of July 4, 2006 to impose to all the Municipalities of Puerto Rico a uniform municipal sales 
and use tax of 1.5%. Effective August l, 2007 1 % of the 1.5% is collected by the Municipalities and 
the remaining .5% of the 1.5% is collected by the Puerto Rico Department of Treasury (PRDT). Act 
80 also provides for restrictions on the use of the sales tax, which is required be invested in solid 
waste and recycling programs, capital improvements and health and public safety costs. 

The amount collected by the PRDT (the remaining .5% of the 1.5%) is deposited in accounts or 
special funds in the Governmental Development Bank of Puerto Rico ("GDB"), subject to restrictions 
imposed and distributed as follows: 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2009 

NOTE M - SALES AND USE TAXES - Continued 

a . . 2% of the .5% will be deposited in a "Municipal Development Fund" to finance costs as 
restricted by the Act, 

b . .2% of the .5% will be deposited in a "Municipal Redemption Fund" to finance loans to 
Municipalities subject to restrictions imposed by the Act and, 

c . . 1 % of the .5% will be deposited in a "Municipal Improvement Fund" to finance capital 
improvement projects; these funds will be distributed based on legislation from the 
Commonwealth's Legislature 

The Municipal Legislature approved the Municipal Ordinance No. 15 Series 2007-2008 to conform to 
dispositions of Act 80. 

Individuals, organizations and entities subject to collect the municipal sales and use tax must file a tax 
return to the Municipality. Tax is due each 20th day of each month based on tax collected in the 
preceding month. A total $170,383 sales and use tax receivable represents the tax collected on June 
by individuals, organizations and entities but reported and paid to the Municipality on or before. July 
20, net of uncollectible accounts; $57,089 and $69,241 represents amounts of "Municipal 
Development Fund" and "Municipal Redemption Fund'', respectively collected on June by 
individuals, organizations and entities but paid by the PRDT subsequent to June 30. The amount of 
$24,374 related to Municipal Development Fund and $16,408 related to Municipal Redemption Fund 
are recorded as deferred revenue since are not available as required by current standards. 

NOTE N - INTER GOVERNMENT AL REVENUES 

Intergovernmental revenues in the General Fund are comprised of the foUowing: 

Amount of municipal subsidies and equalization fund sent by CRIM 
Compensation in lieu of tax from the Puerto Rico Electric Power Authority 

(PREPA) 
Reimbursement from Commonwealth Government of Law 52 and Law 82 

program expenditures 
Reimbursement from Commonwealth Government of Christmas Bonus 

expenditures 
Reimbursement from Commonwealth government - other programs 

expenditures 
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Amount 
4,613,004 

l,937,440 

259,120 

287,453 

115,471 
7,212,488 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE 0 - RETIREMENT PLAN 

1. Plan description 

Regular employees of the Municipality contribute to a cost-sharing multiple employer def!Iled benefit 
retirement plan, administered by the Employee's Retirement System of the Government of Puerto 
Rico an its Instrumentalities (ERS). ERS covers all regular full ti.me 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 members of occupational and no occupational 
disabilities. Benefits vest after ten years of plan participation. The system was created under Act 
447, approved on May 15, 195 1, as amended, and became effective on January 1, 1952. Retirement 
benefits are determined by the application of stipulated benefit ratios to the member's average 
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 mini.mum of 
$200 per month and a maxi.mum of75% of the average compensation. ERS issues a publicly f!Ilancial 
report that includes financial statements and required supplementary information of the Plan, which 
may be obtained from the ERS. 

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, 2000. Employees participating in the current system as of December 31, 1999 
may elect either to stay in the defined benefit plan or transfer to the new program. Persons joining the 
government on or after January 1, 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 
def!Iled 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 maximum of 10%) will be invested in an account which will either: 
(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 the 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 lump 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 I, 1990. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2009 

NOTE 0 - RETIREMENT PLAN - Continued 

2. Funding p olicy 

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. 

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

Fiscal vear ended: 

2009 

2008 

2007 

NOTE P - POSTEMPLOYMENT BENEFITS 

s 
s 
$ 

Law No. 447 System 2000 

245,219 s 210,758 

241 ,665 s 148,108 

225,455 s 108,140 

In addition to the pension benefits described in Note 0 , the Municipality is required to cover annually 
the 3% increase in the retirement plan of its retired employees, as required by Commonwealth's laws. 
Also, the Municipality is required to finance costs related to the application of certain "Special Laws" 
issued by the Commonwealth Government. Those Special Laws granted increases in pensions and 
other benefits to retired employees of the Municipality such as medicines bonus, Christmas bonus and 
death benefits. For the fiscal year ended, costs related to these post employment benefits amounted to 
$107,964. 

NOTE Q - COMMITMENTS 

l. Operating leases 

The Municipality leases office space and office equipment under operating lease agreements, which 
generally have terms of one year or less and are automatically renewed for the same terms. Rental 
expenses amounted approximately $360,244. Management believes that the summary of the future 
minimum rental commitments under noncancelable equipment leases with terms exceeding one year 
is not significant. 

2. Construction 

The Municipality has commitments at June 30, 2009 of approximately $5,576,370 for construction, 
improvements or renovation of certain capital assets. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2009 

NOTE R - CONTINGENCIES 

1. Federal and Com1tUJnwea/1ll grants 

Projects financed by Federal and Commonwealth' s 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 Municipality's opinion that no additional material unrecorded liabilities will arise 
from audits previously performed or to perform. 

2. Litigations 

The Municipality is, at present, a defendant in a number of legaI matters that arise in the ordinary 
course of the Municipality's activities. There are cases whereby the Municipality is a defendant or 
codefendant that will be covered by insurance and certain cases whereby the legal counsel has not 
determined an outcome. Of those not to be covered by insurance, the legal counsel has determined 
that it would be reasonably possible that in one case there may be an unfavorable outcome with an 
estimated loss ranging from $30,000 to $70,000. In addition, an estimated loss of $3,000 is accrued in 
the government wide statements arising from a final settlement of one case to be paid subsequently by the 
Municipality. 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. 

NOTE S - PROPERTY LIEN 

The Municipality entered into a financing agreement with the US Department of Housing and Urban 
Development (HUD) through a contract for Loan Guarantee Assistance under Section 108 of the 
Housing and Community Act of 1974, as amended. The agreement, for a maximum commitment of 
$4,850,000 will finance the construction of a Youth Sports and Education Center. The repayment of 
funds is guaranteed through appropriation of funds from the Community Development Block Grant 
Program (Entitlement). As part of the contract agreement between HUD and the Municipality, 
additional guarantees are required. The Municipality should agree to declare and furnish to HUD, a 
property lien, satisfactory to HUD in form and substance ofHUD's ownership interest in the property 
to be constructed (including land), specifying an estimate of fair market value of not less than 
$6,062,500. 

On June 29, 2009 the Municipality signed a deed of a voluntary first mortgage in the amount of 
$6,062,500 in favor of HUD of all of its estate, right, title and interest in and to the Mortgaged 
Property, which includes the parcel of land on which the project is located and the property to be 
constructed. During the 20-year Section 108 note repayment term, it will not be permitted or suffered 
the use of any of the property for any purpose other than the use for which the same was intended at 
the time the Mortgage be executed. Upon default under the Contract for Loan Guarantee Assistance 
under Section 108, HUD, at its options, may declare the whole indebtedness secured to be due and 
payable, in which event HUD shall have the right immediately to foreclose the Mortgage. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIP ALrTY OF ISABELA 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2009 

NOTE T - FUND BALANCE DEFICITS 

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

Amount 
Major Fund: 

CDBG $ 216,671 

Other Governmental Funds: 
P.R. Traffic Safety Commission $ 20.540 

Child Care (SENDEC and Summer Camp Funds) $ 225,852 

DTOP $ 272,597 

Office of Public Safety Affairs $ 32,200 

P.R. Department offamily- Pres $ 83,133 

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

NOTE U - FUND BALANCE AND NET ASSETS RESTATEMENT 

The following table disclosed the change in fund balance and net assets balance at beginning of year 
as previously reported in the financial statements. The change resulted from the correction of an error 
in application of GASB 33 requirements to CDBG Fund and to recognize the net book value of a 
capital asset (machinery and equipment) not recorded in previous years. The beginning balance has 
been restated as follows: 

CDBG Fund Net assets, government 
Descrij!tion Balance wide statements 

Balance at beginning of year, as 
previously reported $ (280,780) $ 53,057,975 

Correction of errors, GASS 33 53,0 15 ( 1,852,935) 
Book value, capital asset 324,502 
Balance at end of year, as restated $ (227,765) $ 51,529,542 
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flcve nues: 
Taices: 

Property 1a.xes 
Municipal license taxes 
Sales and use laxes 

Intergovernmental 
l'ccs, lines and chargt:s lhr services 
Interest 
0 1her 

Total revenues 

Expenditures: 
Current: 

General government 
l'uhlic works and sanitation 
Public sali:ty 
Culture and recrcaiion 
I lcalth 
I lousing, welfare and community development 

Total expenditures 
l~X<'ess of revenues over expenditures 

Other fi nancing sourn·s (uses): 
Transfors out 

Total other financing sources (uses) 

( ( 

COMMONWEALTH OF PUERTO RICO 

M UNICIPALITY OF ISA llELA 

( 

lll lDGl::TAR\' COMPAIUSON scm~t>l l LE - GENERAL FlJNI) 
FISCAL n:AR ENDED JUN•~ 30, 2009 

Budgeted umounls 
Orii:inal Final 

$ 4,796,236 $ 5,080,226 
2,226,561 2.561,696 
2,060,000 2,206.332 
5. 166,510 5,165,668 

723,658 1,853,949 
100,000 100,000 
50,000 145,7 19 

15.122.965 17,113,590 

8,384,58() 8,246, 165 
2,653,886 2,756,234 

970,642 995,050 
592,969 596,456 
628,315 628.315 

1,367,573 1,375,745 
14,597,965 14,597,965 

525,000 2,5 15,625 

(525,000) (2,5 15,625) 
(525,000) (2,515,625) 

Excess of rcvenut·s nnd other fin ancing sources 
over expcnditun'.s and other financing uses $ - s -

The accompanying notes to required supplement~! information are an integral pun of this schedule. 
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Actual Amounts 
(Budgetary Variance with 

Das is) Final Hudgcl 
(See Note A) Positive (Ncgaliw) 

$ 5,080,226 $ 

2.567,760 6,064 
2,493.733 287,401 
5,45 1,2 12 285,544 
1,843,2 16 ( 10,733) 

35 1,536 25 1,536 
291,137 145,418 

18,078,820 965.230 

7,776,608 469,557 
2,670,659 85,575 

965,1 19 29,931 
560,059 36,397 
608,428 19,887 

1,254,363 121,382 
13,835,236 762,729 
4,243,584 1,727,959 

(2,5 15,625) 
(2,515,62~) 

$ 1,717.259 . _L _ 1,727,959 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

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

June 30, 2009 

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 Municipal Law of 1981, as amended. It is developed utilizing elements ofperformance­
based program budgeting and zero-based budgeting 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 information about the original budget, the 
amended budget and the acrual 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 expendirures 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 nature, generally 
requiring several years to complete or effective budgetary control is alternatively achieved through 
general obligation bond indentures and legal and contracrual grant agreement provisions. 

NOTE B - BUDGET TO GAAP RECONCILIATION 

The accompanying budgetary comparison schedule presents comparisons of the original and final 
legally adopted budget with acrual 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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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO REQUIRED SUPPLEMENT ARY JNFORMA TION -
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND 

June 30, 2009 

NOTE B - BUDGET TO GAAP RECONClLlA TION - Continued 

Excess of revenues and other financing sources over expenditures and other financing 
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 proceeds from issuance of general obligation bonds: 

Non-budgeted transfers in: 

Non-budgeted transfers 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 budgetary basis but not for financial reporting purposes: 

Timing differences: 

Current year encumbrances recorded as expendirnres for budgetary reporting 
purposes: 

Prior year encumbrances recorded as expenditures for financial reporting 
purposes: 

Net change in fund balance {GAAP basis): 
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1,727,959 

2,616,014 

(4,298,613) 

1,897,447 

(63,568) 

450,094 

503,395 

(143,561) 

(528,277) 

182,444 

(118,236) 

2,225,098 
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Line Item o. 

111 
113 
100 

12 1 
122 
125 

126.2 
120 

150 

164 
166 
160 

180 

190 

312 
322 
345 
347 
310 

300 

508. 1 
5 l l.l 
512. 1 
513 

600 

70600-010 
70600--020 
70600--070 

70600 

71500 
700 

91100 
91200 
91500 
91600 
91800 
91000 

96200 
96210 
96600 
96000 

96900 

97000 

COMMONWEALTH OF PUERTO RIC O 
MUi'iI C IPALITY OF ISA BELA 

SUPPU:ME~IARY INFOR.\lATl01'i - FI~ANCIAL DATA SCHEDULE 
BALANCE SHEET A~l> STA TEME~T OF REVE:-il:ES A.'ID EXPENSES INFOR.\1ATIO~ 

.n.:xr 30, 2009 

14.871 

IX'Scription Housing Choice Vouchers 

Balance Sheet 
Cash - unrestricted $ 186.968 
Cash - orher restricted s 69.5% 
Total cash s 256.564 

Accounts receivable - PHA oroiects $ 1,284 
Accounts receivable - llUD other projects $ 176 
Accounts receivable - miscellaneous $ 484 
Al lowance for doubtful accounts - other $ (1.768) 
Total receivables. net of allowance for doubtful accounts s 176 

!Total Current Assets Is 256,140 I 

Furniture. ui ment and machmerv - administration $ 26.002 
Accumulated de rec1ation $ 9.405 
Total ca ital assets. net of accumulated de reciation $ 16.597 

!Total Non-current Assets Is 16.597 I 

!Total Assets Is 213J31 I 

Accounts oavable <= 90 davs $ 2.579 
Accrued comoensated absences - current oonion s 2.964 
Other current liabilities s 8.932 
lnter-orogram - due to $ 98. 180 
Total Current Liabilities s 112 655 

!Total Liabil ities Is 112.655 I 

Invested in Caoital Assets. Net of Related Debt s 16.597 
Restricted Net Assets $ 67.586 
Unrestricted Net Assets $ 76 499 
Total Eauitv/Net Assets s 160.682 

!Total Liabilities and Eguitv/Net Assets Is 213,331 I 

Income Statement 
Housing assistance oa,ments $ 267.588 
Ongoine admimstrauve fees earned $ 52.839 
Admin fee calculation description 

fll,1> PHA ooeratinl! orants s 320.427 

Other revenue $ l0.131 
Total Revenue s 330.558 

Administrative salaries $ 31.315 
Auditing fees s 5.000 
Emolovee benefit contributions- administrative s 3.882 
Office exoenses s 3Jl08 
Travel $ 3.167 
Total Ooeratinl! - Ad ministrative s 46,372 

Other general exoenses $ 504 
Comoensated absences $ 1.548 
Bad debt - other $ 1.768 
Total Other Gener.ii Exoenses s 3.820 

!Total Operating Expenses Is so.1n I 

I Excess Re"enue Over Operating Expenses Is 280,366 I 

The accompanying notes are an integral part of this schedule. 
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COMMONWEALTH OF PUERTO RJCO 
~IUNICJPALITY OF ISABELA 

Sl'.PPLE:\JENTARY l'iFOR~lA TIO'i - Fl'iASCL.\l DA TA SCHEDULE 
BALANCE SllEET ASD STATE:\ I ENT OF RE\'ENCES AND EXPENSES INFOR.\l.\ TION 

JlNE 30, 2009 

14.871 

Line Item 'io. OtS<riprion Housing Choice Vouchers 

Balance Sheet 
97300-050 All Other s 293.394 

97300 Housine assistanc.e pa,•menrs s 293,39-' 
97350 HAP Portabilitv-in s 8.912 
97-100 Depreciation expense s 1.906 
97500 Fraud losses s -
900 Total Exoen~ s 35"'.-'0-I 

10000 l Excess (Deficiencv) of Revenue Over (l: nder) Expt:nses Is (23,8-'6l l 

II 030 I Bclrinninl! eguiry I s 1S4.s2s I 

11040-010 Prior riod ad' ustments and correction of errors - Editable s 
11040 Prior riod ad'ustments, uitv tr.ansfers. and correction of errors s 

11770-001 Administrative Fee Eouitv - BclrinnioQ Balance s 91.136 
11170-010 Administrative Fee Revenue $ 52.839 
11170-020 Hard to House Fee Revenue $ -
11 170-02 1 FSS Coordinator Grant s -
11170-030 Audit Cosis s -
11170-040 Investment Income s -
11170-045 Fraud Recoverv Revenue s -
11170-050 Other Re,-enue s 10.131 

This amount c-0rresponds to tl1c 
administrative fees earned on the 
portability-in vouchers 
administered by the Municipality 
(S 1,219) plus the reimb=emem 

received from the initial PHAs of 
the HAP rent pa)ments made on 
behalf of the portability-in units 

11 170-05 1 Comment For Other Revenue during 08-09 ($8,912) 

11170-060 Total Admin Fee Revenues s 62.970 
11170-080 Total Ooerating £,-qienses s 50.192 
11170-090 Depreciation s 1.906 
11170-095 Housin2 Assistance Ponab~itv In s 8.912 
11170-100 Other Expenses s -
11 170-101 Comment For Other Expense 
11 170-110 Total Expenses $ 6 1.010 
11170-002 Net Administrative Fee s 1.960 
11170-003 Administrative Fee Eauirv - Ending Balance s 93.096 

11170 Administr.ative Fee Eauirv s 93,096 

11 180-001 HousinJ? Assistance Pavments Eauitv - Becinninu Balance $ 93.392 
11180-010 Housinu Assistance Payments Revenues $ 267.588 
111 80-015 Fraud Recoverv Revenue $ -
111 80-020 Other Revenue $ -
11180-021 Commem For Other Re,·enue 
11180-025 ln\'CSDnCDI IDC-Ome $ -
11180-030 Total HAP Revenues s 267.588 
11180-080 Housing Assistance Pavments s 293.394 
11180-090 Other Expenses $ -
11180-091 Comment For Other Expense 
11 180-100 Total HousinJ? Assistance Pavmems Ex.,,.,,ses s 293.394 
11180-002 Net Housin2 AssiStance Pa' ments s 125.806) 
11180-003 Housin2 Assistance Pam1en1s Eouitv - Ending Balan~ s 67.586 

11180 Housine Assistance Pavments Eouitv s 67,586 

11190-210 Total ACC HCV Units 1.032 
11190-220 Unfunded Units -
11190-230 Other Adiusanems -

11 190 t:oit ~lontbs Available 1,032 
11210 t:nit ~lon1bs leased 946 

The accompan}ing notes are an inregral part of this schedule. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTE TO SUPPLEMENT ARY INFORMA TJON - FINANCIAL DAT A SCHEDULE 

June 30, 2009 

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 Municipality. The FDS was created in order to standardize the 
financial information reponed by Public Housing Authorities (PHA) to the Real Estate Assessment 
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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Gtntral 

aw.:11 fuudjOI! 

C'ash 1\11d ioves101enls s 10,083,632 $ 

l~cceivahlcs. oe1 
Municipal l.1ccns.e ·raxcs 4,774 

Salts and use ta)(t-S 227,472 

Other I 55,509 

Due from 
( ·ommonwcallh Governmeni 764.920 
0 1 llcr t\1nds 3,986.1 57 

Inventories imd Supplies 
R~stncted assets 
C'nsh 

TotHlasu ts s 15,222A64 $ 

Lll!Wlllll'l !ll!d Fund llnla!IW 

.l.iJll!i.1l1il 
Accoun1s payable and accrued liab1li11es s 471,885 s 
Oue10 
C'ommonweahh Governmcnl 127,039 

Fedcro1 OovernmerH 
01hc1· funds 

Ad vnnces from 01hcr fumls 1,307,498 

DefCl'led revenucti: 
Municipal hcen.se taxes 2,010,JOO 

Sales and use lax 24,374 

('omrnonwealth Governnicn1 716,079 

Other 140,064 
1'otal liabilities 4,797,241 

Fund b11hrnre: 
Kt:scrvc:d for: 

lnvtnlones 
t:ocumbrances 182,444 

Other specific purposes 
Unreserved: 

ll1.1SiK1rnted for future ycMS cxpc11di1ures 
Undesignated 10.242.779 

Total fund b111lances 10.425.223 

Tohel liHbilWe-s and fund bfthHlrts $ 15,222,464 ~ 
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C'OMMONW EAL'l'll OF PUERTO IUCO 
MUNICIPALl'l'V OF ISA 0£LA 

COMBINED BALANCt'. SllEET­
Sl't:CIAL FUNDS IN GENERAL FUNI> 

J IJN t: JO, 2009 

(' 

S 1)ecial Funds Spe<ial Funds Sptdal Funds 
l lnrestn•ed~G ,.~ Designn•ed·G f" ltestrvtd 

3,52•1,4(12 $ 4.2:111,322 $ 

99,705 

149.()77 27,760 
400,000 

203,557 

157,106 

3 ,976,801 s 4,664,082 s 157,106 

9J,68J $ 205,476 s 12,•115 

119,160 
1,869,642 622,MS 9,06K 

56,903 27,76-0 

JJ,21<> 
2,053 444 975,0<>1 :?:?,04l 

201,557 

IJS,063 

3,6KK.'l') I 
1,7 19,800 

1.923 357 3,688,WI 135,063 

3,976,801 ~ 4,664,081 ~ 1~z.106 
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Tol•I 
General 

Suhfotal EliminHlions Fund 

17,844,4 16 $ s $ 17,K,14,411> 

4,7 74 4 ,774 
227,472 227,472 
255,214 255,214 

1141,757 94 1,757 
4.) K6 ,157 ::!,492,316 1.893,82 1 

203,557 203,557 

157.106 157,106 

24,020,453 $ $ 2,492,.136 $ 21,528,117 

784,019 s s I s 784,020 

127.039 127,0W 
11 9,160 119,160 

2,501,405 2,492,337 9,06K 
1)07,498 1)07.49K 

2,010.302 2,010,300 
24.174 24.)74 

800,742 800,742 
171.280 173,280 

7,847,819 2 492,337 I 5,35S,48J 

203,557 W3,5S7 
182,444 182,444 
135,063 135,01>3 

3,688,991 3,688,99 1 
11 ,962,57'1 11 ,962,57') 

16 172.634 16,172,634 

14,020,453 ~ 2,492,J37 i 2,492,337 _L__. 21 .528,11 7 
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Revenues: 
Taxes: 

l'rnpcrty laxes 
Municipal license rnxcs 
Sales and use rnxcs 

Jn1eri;ovcn11ncn1al : 
Commonwealth govcnnnent 

Fees. fines and charges for services 
h11ercsl 
0 1hcr 

Tolal revenues 

l-:x11cndilures: 
C urrent: 

General government 
Public works and sanitation 
Public safety 
Culture and recreation 
I Jcalth 
I lousing, welfare nnd community dcvclopmenl 

Capital 0111 lays 
Total ex1wnditures 
Excess (delkicnry) of rntnue" over expendllurt"S 

Other fi 1umcing sourcl's (uses): 
Payment ofl' IU' l'.J\. debt 
Trnnsfcrs in 
Transfers out 

Total ocher financing soul't'es (uses) 

Nee change in fund halanccs 
Fund balances at bcitinning of year 

Fund balances al end of yea r 

( ( ( 

COMMONW•~ALTll OF Pll t:lffO IUCO 
M UNI CIPALITY OF ISAllP.LA 

(' ( 

COMBINED STATEMENT OF REVENUP.S, EXPENDITURES AND CllANGES IN l'LJND llAl.ANCES­
Sl'EC IAL FllNUS IN GEN•~ltA I. FUND 

FISCAL YEAH ENDED JllNt: J fl, 1009 

Gcncrnl Spcdnl Funds Special Funds Spcdn l Funds 
t'und (01) llnreserved-GF Designated-Gt' lttserved Sublolal 

s 3.577,940 $ $ s $ \577 ,940 

2,567,760 . 2,567 ,760 

2,479,2JJ 2,,179,23J 

6,837,897 268,267 106,324 7,212,488 

1,892,057 2,200,351 4,092,408 
149,7(>() 26,892 . 17(>,652 

352.481 14,180 366,66 1 

17,857, 128 2.495,5 )() 14,18() 106,324 20,,173, 142 

7.943,257 3 18, 157 876,52 I 9, I 37 ,935 

2,6J7,125 63,0<>2 390,807 3.090,994 

967,128 967,128 

557,394 557,394 

608,428 2,154,842 . 12,975 2,776,245 

1,254,363 59,340 43 ,184 I ,356,887 

2 (>20 225,488 141,657 10,580 382 345 

13.970 3 15 2,761,549 1,470,125 66,739 18,268,928 
3,886,813 (266,039) (1.456,145) 39,585 2,20~.214 

(I 05,87')) ( 105,879) 

143,509 410,423 1,487,024 2,0,IO.•J5o 

(1,850.625) (16,746) (46,822! (J,914.193) 

( 1,812,995) _____12'.l ,6 77 l 440,202 20.884 

2,073 ,1\18 127,638 (1 5,943) 39.585 2,225,098 

8,31!~ l,7?5.719 3.704,934 95.478 13,947 536 

L _ JQA2Ull_ s I 923 357 $ 3 688 991 s 135 063 s 16172<134 

60 

( ( ( 

'1'01111 

General 
Eliminations Fund 

$ $ s 3,577,940 
2,567,760 
2,<179,213 

7,212.488 
4,0?2,408 

. 176,652 
366 661 

20,473,142 

9,J37,'JJ5 
3,090,994 

967,128 
557,394 

2,776,2•15 
1)56,887 

382.345 
18,268,928 
2,204,2 , ,I 

(105,879) 
J,914, 193 126,763 

!1,914, 193) 
1,914, 193 (1,914,193) 20,884 

1,9 14,193 ( l,'>14, I '>.1) 2,225,098 
_ _ 1_:1}47,536 

s I 914 193 s (1,914,193) ~U>34 
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CO-'l~IO'.\'WEAL TH OF Pt:ERTO RICO 
ML~lClPALITY OF ISABELA 

SCllED LE OF EXPEl'iDITURES OF FEDERAL A WARDS 
FISCAL YEAR E:\l>ED J U .E 30, 2009 

federal Grantor/Pass-Through 
Grantor/Program Title 

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

Child and Adult Care Food Program 

U.S. Department of Housing and Urban Development 
Community Development Block Grant - Entitlement Grants 

Passed through the Office of Commissioner of '.\itunicipal Affain>: 
Community Development Block Grant - State's Program 

Passed through the P.R. Department of Housing: 
Home Investment Parmership Program 

Community Development Block Grant_ Section 108 Loan Guarantees 

Section 8 Housing Choice Vouchers 
Subtotal U.S. Department of Housing and Urban Development 

l:.S. Department of Transportation - l'ational Highwav 
Traffic Safetv Administr.ition 

Passed through the P.R. Department of Transportation -
(Traffic Safety Commission) 

State and Community Highway Safety 

L.S. Department of Health and Human Sen •ices 
Passed through the P.R. Department ofFamily - Families and 

Children Administration: 
Child Care and Development Block Grant 

Head Start Program 
Subtotal U.S. Department of Health and Human Services 

l'.S. Department of Homeland Securitv 
Passed through the Puerto Rico <Jovemor Office - (Office of 

Public Safety Affairs): 
Citizen Corps 
State Homeland Security Program (SHSP) 
Law Enforcement Terrorism Prevention Program (LETPP) 

Subtotal U.S. Department of Homeland Security 

Total Expenditures of Federal Awards 

1be accompanying notes are an integral part of this schedule. 
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f ederal 
CFDA 
~umber 

(note 8) 

10.558 

14.218 

14.228 

14.239 

14.248 

1.U7l 

20.600 

93.575 

93.600 

97.053 
97.073 
97.074 

Pass-Th rough 
Entity Identifying 

~umber 

(note C) 

CCC-205 

IA 

FD-32, AB-32 
FC-32. AF-32 

NIAV 

NIA 

IA 

NIAV 

NIAV 

NIA 

2004-GE-T4-0008 
2007-GE-T7--0043 
2007-GE-T7-0043 

s 

Federal 
Expenditures 

(note.\) 

77,511 

1,518,071 

464,367 

87,851 

230,416 

320.427 
2,621, 132 

51.388 

301.596 

747,602 
1.049, 198 

121 ,323 
20,850 
I l.360 

153,533 

3,952.762 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 

June 30, 2009 

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 incurred. The information in this schedule is presented in 
accordance 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 numerical sequence. 

NOTE C - PASS-THROUGH ENTITY IDENTIFYING NUMBER 

State or local government 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 assigned by the pass-through entity for the federal awards 
received as a subrecipient. Numbers identified as NIA are not applicable and numbers identified as 
NI 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 
Development Block Head Start Governmental 

Descri~tion Grant fund Program Fund Funds 

10.558 $ $ $ 77,51 1 
14.218 1,518,071 
14.228 464,367 
14.239 87,851 
14.248 230,416 
14.871 320,427 
20.600 51,388 
93.575 301 ,596 
93.600 747,602 
97.053 121 ,323 
97.073 20,850 
97.074 11,360 

Total federal awards expenditures 1,982,438 747,602 1,222,722 
Adjustment for Section 8 HCV 31,016 
Total nonfederal awards expenditures 1,692,638 

Total expenditures, fund statements s 1,982,438 $ 747,602 $ 2,946,376 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 

June 30, 2009 

NOTE E- OTHER: LOAN GUARANTE E LOAN O UTSTANDING 

The Municipality received on October I, 2007 $1,200,000 on advance funds under a $1,345,000 
variable/fixed rate note dated July 12, 2007 to finance the construction of a Youth Sports and 
Education Center. The Municipality expended $230,416 from these proceeds during fiscal year 2008-
2009. The following represents the loan outstanding balance as of June 30, 2009: 

CFDANo. 

14.248 

Program Name 

Community Development Block Grants_ Section 108 
Loan Guarantees 
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Loan outstanding 
balance 

$ 1,200,000 
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VALDES, GARCIA, MARIN & MART INEZ, LLP 

P.O. Box 364 831 

SAN JUAN, P.R. 00936·483 1 

CERT IF IED P UBLIC A CCOUNTANTS AND CONSULTANTS 

ME MBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION 

TELEPHONE: (787) 725·1600 

TELEFAX: (787) 721-2795 

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 WITH GOVERNMENT AUDITING STANDARDS 

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

We have audited the financial statements of the governmental activities, each major fund and the aggregate 
remaining fund information of the Municipality oflsabela (the Municipality) as of and for the year ended June 30, 2009, 
w.bich collectively comprise the Municipality' s basic financial statements, and have issued our report thereon dated 
December 23 , 2009. We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing Standards, issued 
by the Comptroller General of the United States. 

Internal Control over Financial Reporting 

In planning and perfonning our audit, we considered the Municipality' s internal control over financial reporting 
as a basis for designing our auditing procedures for the purpose of expressing our opinions on the financial statements, 
but not for the purpose of expressing an opinion on the effectiveness of the Municipality's internal control over financial 
reporting. Accordingly, we do not express an opinion on the effectiveness of the Municipality's internal control over 
financial reporting. 

A control deficiency exists when the design or operation of a control does not allow management or employees, 
in the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A 
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity's 
ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally accepted 
accounting principles such that there is more than a remote likelihood that a misstatement of the entity' s financial 
statements that is more than inconsequential will not be prevented or detected by the entity's internal control. 

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more 
than a remote likelihood that a material misstatement of the fmancial statements will not be prevented or detected by the 
entity' s internal control. 
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Our consideration of internal control over financial reporting was for the limited purpose described in the first 
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be significant 
deficiencies or material weaknesses. We did not identify any deficiencies in internal control over financial reporting that 
we consider to be material weaknesses, as defined above. 

Compliance and other matters 

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

We noted certain matters that we reported to the management of the Municipality in a separate letter dated 
December 23, 2009. 

This report is intended solely for the information and use of the Municipality's management, the Honorable 
Mayor and Members of the Municipal Legislature, the Commonwealth of Puerto Rico and Federal awarding agencies, 
and pass-through entities and is not intended to be and should not be used by anyone other than these specified parties. 

San Juan, Puerto Rico 
December 23, 2009 

Stamp 2474905 was 
affixed to the original. 
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VALDES, GARCIA, MARIN & MARTINEZ, LLP 

P.O . BOX 364831 

SAN J UAN, P.R. 00936-4831 

CERTIF IED P UBLIC ACCOUNTANT S A ND C ONS ULT ANTS 

M EMBER OF T HE AICPA P RIVATE COMPANIES PRACTICE SECTION 

TELEPHONE: (787) 725- 1600 

T ELEFAX: (787) 721 -2795 

INDEPENDENT AUDITORS' 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 
Members of the Municipal Legislature 
Municipality of Isabela 
Isabela, Puerto Rico 

Compliance 

We have audited the compliance of Municipality of Isabela (the Municipality) with the types of compliance 
requirements described in the U.S. Office ofManagement and Budget (OMB) Circular A-133 Compliance Supplement 
that are applicable to each of its major federal programs for the year ended June 30, 2009. The Municipality ' s major 
federal programs are identified in the summary of auditors' results section of the accompanying schedule of findings and 
questioned costs. Compliance with the requirements of laws, regulations, contracts and grant agreements and other 
matters applicable to each of its major federal programs is the responsibility of the Municipality' s management. Our 
responsibility is to express an opinion on the Municipality' s compliance based on our audit. 

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

In our opinion, the MunicipaEty oflsabela 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, 2009. However, the results 
of our auditing procedures disclosed instances of noncompliance with those requirements, which are required to be 
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of findings 
and questioned costs as items 2009-1 and2009-2. 
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Internal Control Over Compliance 

The management of the Municipality is responsible for establishing and maintaining effective internal control 
over compliance with the requirements oflaws, regulations, contracts and grant agreements and other matters applicable 
to federal programs. In planning and performing our audit, we considered the Municipality' s internal control over 
compliance with the 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, but not for the purpose of 
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an 
opinion on the effectiveness of the Municipality's internal control over compliance. 

A control deficiency in an entity' s internal control over compliance exists when the design or operation of a 
control does not allow management or employees, in the normal course of performing their assigned functions, to prevent 
or detect noncompliance with a type of compliance requirement of a federal program on a timely basis. A significant 
deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity's ability to 
administer a federal program such that there is more than a remote likelihood that non-compliance with a type of 
compliance requirement of a federal program that is more than inconsequential will not be prevented or detected by the 
entity's internal control. 

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more 
than a remote likelihood that material non-compliance with a type of compliance requirement of a federal program will 
not be prevented or detected by the entity' s internal control. 

Our consideration of internal control over compliance was for the limited purpose described in the first 
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be significant 
deficiencies or material weaknesses. We did not identify any deficiencies in internal control over compliance that we 
consider to be material weaknesses, as defined above. 

The Municipality' s response to the findings identified in our audit is described in the accompanying schedule 
of findings and questioned costs. We did not audit the Municipality's response and, accordingly, we express no opinion 
on it. 

This report is intended solely for the information and use of the Municipality's management, the Honorable 
Mayor and Members of the Municipal Legislature, the Commonwealth of Puerto Rico and Federal awarding agencies, 
and pass-through entities and is not intended to be and should not be used by anyone other than these specified parties. 

San Juan, Puerto Rico 
December 23, 2009 

Stamp 2474906 was affixed 
to the original. 
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COMMMO:\-WEALTH OF P CERTO RICO 
~!Ll\"ICIPALITY OF ISA.BELA 

SCRED CLE OF FL'<l>C\GS A. '<I> QCESTIOXED COSTS 

Section I - Summary of Auditors' Results 

flSCAL YEAR El'il>ED JL1'iE 30, 2009 

I. Summary of auditors' results: 

Part 1 - Financial Statements 

l. Type of auditors' report issued: 

Internal control over financial reporting: 

2. Significant deficiencies identified? 

3. Significant deficiencies reported as 
material weaknesses? 

4. Financial statements material 
noncompliance noted? 

Part II - Federal Awards 

Internal control over major programs: 

l. Significant deficiencies identified? 

2. Significant deficiencies reported as 
material weaknesses? 

3. Type of auditors' report issued on 

compliance of major programs: 

4. Any audit findings required to be reported 
under Section 5 lO(a) ofOMB 
Circular A-133? 

5. Identification of major programs (Section 
520 (h) (i) ofOMB Circular A-133): 

6. DoUar threshold used to distinguish 
between Type A and Type B programs: 

7. Auditee qualified as low-risk auditee? 

~ Unqualified opinion 
D Adverse opinion 

0 Yes 

0Yes 

O ves 
D Yes 

~Unqualified opinion 

D Adverse opinion 

~ Yes 

CFDA Number(s) 
14.218 

14.871 

93.600 

93.575 

~ $300,000 

0Yes 
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D Qualified opinion 
D Disclaimer of opinion 

~ No 

~None reported 

~ None reported 

O Qualified opinion 

D Disclaimer of opinion 

Name offederal Program 
or Cluster 

Commmity Oc-'Clopmcnt Block Grants -

Entitlement Grants 

Section 8 Housing Choice Vouchers 

Head Start Program 
Child Care and Dc--elopmcnt Grant 
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Finding 

COMMONWEALTH Of PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

Section II - financial Statements Findings 

FISCAL YEAR ENDED JUNE 30, 2009 

No matters reported. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

Section III Federal Awards Findings and Questioned Costs 

FISCAL YEAR ENDED JUNE 30, 2009 

Reference Number: 2009-1 

Agency: U.S. Department of Housing and Urban Development 

Award: Community Development Block Grant/Entitlement Grants 

CFDA Number: 14.218 

Compliance Requirement: Procurement 

Condition 

We found that the Municipality did not include in the construction conn-acts a provision for compliance with 
the Copeland "Anti-Kickback" Act and the Contract Work Hour and Safety Standards Act sections 103 and 
l 07 for the Llanadas Park Recreational Facilities Improvements and the Rehabilitation of Houses, Capiro 
Sector Project. 

2 CFR Part 215 Appendix A to Part 215 Contract Provisions establishes in paragraphs number two and four 
the following: 

All contracts awarded by a recipient including small purchases, shall contain the following provisions as 
applicable: 

Copeland "Anti-Kickback" Act - All contracts and sub grants in excess of $2,000 for construction or repair 
awarded by recipients and sub-recipients shall include a provision for compliance with the Copeland "Anti­
kickback" Act. The Act provides that each contractor or sub-recipient shall be prohibited from inducing, by 
any means, any person employed in the construction completion, or repair of public work, to give up any part 
of the compensation to which he is otherwise entitled. 

Contract Work Hours and Safety Standards Act - All contracts awarded by recipients in excess of $2,000 
for construction contracts and in excess of $2,500 for other contracts that involve the employment of 
mechanics or laborers shall include a provision for compliance with sections 103 and l 07 of the Contract 
Work Hour and Safety Standards Act. Under section 103 of the Act, each contractor shall be required to 
compute the wages of every mechanic and laborer on the basis of a standard work week of 40 hours. Section 
107 of the Act is applicable to construction work and provides that no laborer or mechanic shall be required to 
work in surroundings or under working conditions which are unsanitary, hazardous or dangerous. 

The Municipality failed to direct the contractor to avoid that any person give up any part of the compensation 
for the contracted work , that wages of every mechanic or laborer be computed on the basis of a standard 
work week of 40 hours and that laborers or mechanics should not work under conditions which are 
unsanitary, hazardous or dangerous. 

(Continues) 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

Section III Federal Awards Findings and Questioned Costs 

FISCAL YEAR ENDED JUNE 30, 2009 

Reference Number: 2009- l (Continued) 

The management of the Municipality is using the state regulation of the Controller Office for contract 
prov1s10ns. As a consequence, the previously indicated federal regulations are not included in the 
construction contracts examined during the audit. 

Ouestioned Costs 

None 

Recommendation 

The Municipality should include the Copeland "Anti-kickback" Act provisions and Sections 103 and 107 of 
the Contract Work Hour and Safety Standards Act to comply with federal regulations. 

Response 

The Municipal Secretary and Federal Program Director have been instructed that all contracts must comply 
with federal regulations. However, as part of the corrective action, the Municipal Secretary revised the 
compliance of other active federal contracts and all comply with the federal regulations (Copeland "Anti­
kickback" Act provisions and Sections 103 and 107 of the Contract Work Hours and Safety Standards Act). 
So, the contracts mentioned in the finding are an isolated mistake that will be amended if they are not 
defeated. 
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COMMONWEAL TH OF PUERTO RICO 

MUNICIPALITY OF ISABELA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

Section III Federal Awards Findings and Questioned Costs 

FISCAL YEAR ENDED JUNE 30, 2009 

Reference Number: 2009-2 

Agency: U.S. Department of Health and Human Services 

Award: Child Care and Development Block Grant 

CFDA Number: 93.575 

Compliance Requirement: Reporting 

Condition 

We found that the Municipality submitted the quarterly reports for Fund request (Form CC-004) of October 
2008, January 2009 and April 2009 to ACUDEN (Sub-grantor) with a delay of 62, 74 and 119 days, 
respectively. The report of July 2009 had not been prepared at the time of our audit tests. 

The contract between the Municipality and ACUDEN states in clause number 7, that fund requests will be 
submitted in advance by the Municipality to A CUD EN during the first ten calendar days of October, January, 
April and July of the contract year. 

The Municipality is not in compliance with the requirements established by the Sub-grantor. 

The Municipality did not establish good internal control procedures to avoid delays in the submission of the 
reports to the Sub-grantor. 

Questioned Costs 

None 

Recommendation 

The Municipality should establish internal control procedures to comply with the requirements of the 
Subgrantor regarding the timely submission of the fund request reports. 

Response 

The finance Director has been instructed to submit reports within the first ten days after the quarter end. The 
report of July 2009 was submitted to the agency (ACUDEN). 
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Program Noncompliance Cor rective Action Plan 

Section 8 Special Test and Program's management has been instructed to fo llow the program 
Housing Choice Provisions - Util ity requirements regarding this and any other compliance. The Finance 
Voucher Allowance and Section 8 Program Directors are under direct supervision to the 
Program (CFDA Schedu le Municipality program's officers in charge of the study for the fina l 
No. 14.871) completion and submission of the Util ity Data Schedule to US HUD. 

In addition, annual updates have been programmed in the months of 
November of each year if there is a change above of I 0% cost 
benchmark. This monitoring process will be performed by 
Municipality program's officers. 
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Q uestioned Status 
Costs 

None Program's 
Management 
subm itted a new 
Uti li ty Allowance 
Schedule, effective on 
October 1, 2008 and 
this action was 
accepted by HUD in 
letter dated October 
28, 2008. 


