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INDEPENDENT AUDITORS' REPORT 

Honorable Mayor and Municipal Council 
Municipality of Santa Isabel, Puerto Rico 
Santa Isabel, Puerto Rico 

We have audited the accompanying financ ial statements of the governmental activities, each 
major fund , and the aggregate remaining fund information of the Municipality of Santa Isabel. 
Puerto Rico, as of and for the year ended June 30, 2005, which collectively comprise the 
Municipality's financial statements as listed in the table of contents. These financial statements 
are the responsibility of the Municipality' s Management. Our responsibility is to express an 
opinion of these financial statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the respective financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the respective financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
financial statements presentation. We believe that our audit and the report of other auditors 
provide a reasonable basis for our opinion . 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of the governmental activities, each major fund, and the 
aggregate remaining fund information of the Municipality of Santa Isabel as of June 30, 2005, 
and the respective changes in financial position, therefore for the year then ended in conformity 
with the accounting principles generally accepted in the United States of America. 

As described in Note I. the Municipality has implemented a new financial reporting model. as 
required by the provisions of Governmental Accounting Standards Board ('·GASB .. ) Statement 
No. 34, Basic Financial Statements-and Management's Discussion and Analysis for States and 
Local Govemments. 

In accordance with Government Auditing Standards, we have also issued our report dated 
December 8. 2005, on our consideration of the Municipality of Santa lsabers internal control 
over financial reporting and on our tests of its compliance with certain provisions of laws. 
regulations. contracts, and grants agreements and other matters. The purpose of that repo11 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 
repo1iing 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 

Rio Piedra.~ HcighL~ 
173'.1 C.Ule Tinlo, San Juan, Pucno l<ico 0092<1-;\252 
Tel. <71!7) 764·8664 • 764-s<i<i- • fa\ nn "Ci<t-116'1) 
wch. cpagom.alc1..con1 
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INDEPENDENT AUDITORS' REPORT 
(Continued) 

The Management's Discussion and Analysis and budgetary comparison information on pages 4 
through 13 and pages 64 throgh 66, 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 
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 of Santa Isabel' s basic financial statements. The 
accompanying schedule of expenditures of federal awards is presented for purposes of additional 
analysis as required by U.S. Office of Management and Budget Circular A-1 33, Audits of States, 
Local Governments, and Non-Profit Organizations, and is also not a required part of the basic 
financial statements of Municipality of Santa Isabel. 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, is fairly stated in all material respects in relation to the basic 
financial statements taken as a whole. 

The accompanying financial statements have been prepared assuming that the Municipality of 
Santa Isabel will continue as a going concern. During several years, the Municipality of Santa 
Isabel has increased its deficit by exceeding its expenditures over its revenues. As of June 30, 
2005, the unreserved accumulated deficit for its general fund (for government funds) amounted to 
$7,261,639, with total liabilities in the amount of $10,206,230 and total assets amounting 
$2,944,591, including available cash of $202,857 to pay mature liabilities within the current year. 
These conditions raised substantial doubt about its ability to continue as a going concern. The 
financial statements do not include any adjustments that might result from the outcome of this 
uncertainty. 

December 8, 2005 
San Juan, Puerto Rico 

The stamp number 2112906 
was affixed to the original of this report. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

Management of the Municipality of Santa Isabel of the Commonwealth of Puerto Rico (the Municipality) 
provides this Mana~ement 's Discussion and Ana~vsis (MD&A) for the readers of the Municipality's basic 
financial statements. This narrative represents an overview and analysis of the financial activities of the 
Municipality for the fiscal year ended June 30, 2005. Because this MO&A is designed to focus on the current 
year activities. resulting changes and currently known facts. we encourage readers to consider the infonnation 
presented in this MD&A in conjunction with the additional information furnished in the accompanying basic 
financial statements. 

During fiscal year ended June 30. 2004, the Municipality implemented the new required financial reporting 
standards established by Statement No. 34. Basic Fi11a11cial Statements - and Ma11agemen1 's Discussion - and 
Analysis - ji>r State and Local Governmellls, issued by the Governmental Accounting Standards Board (GASB 
No. 34). According to this statement, significant required changes in content and structure have been made in the 
basic financial statements as of and for the fiscal years ended June 30, 2005 and 2004, which make them not 
easily comparable with prior years' financial statements. However. in future years, comparative analysis will be 
more meaningful and will go further in explaining the Municipality's financial position and results of operations. 

FINANCIAL HIGHLIGHTS 

a) Government-Wide Higltligltts 

• Asset.f - The Municipality has reported assets amounting to $24.1 millions in the accompanying 
statement of net assets. of which the most significant are capital assets, investments. cash and tax 
receivables amounting to $15.9 millions, $2.5 millions, $2.7 millions and $1.6 millions, respectively. 

• Liabilities - The Municipality has reported liabilities amounting to $20. 7 millions in the accompanying 
statement of net assets. of which the most significant are deferred revenues. bonds payable. 
intergovemmental payable and notes payable, amounting to $0.8 millions. $6. I millions, $4.2 millions 
and $7.5 millions. respectively. 

• Net assets - The assets of the Municipality exceeded its liabilities by $3.4 millions at June 30. 2005, 
which is presented as "net assets" in the accompanying statement of net assets. Restricted net assets and 
unrestricted deficit amounted to $5.9 millions and ($15.7) millions, respectively. Net ac;sets invested in 
capital assets amounted to $13. I millions. 

• Net cha11ge i11 11et as.fets - The Municipality's net assets decreased by {$1.9) millions during fiscal year 
ended June 30, 2005. Net assets at June 30. 2004 (as restated) amounted to $5.3 millions. The decreased 
in net assets was principally for negative result of operations and decrease in the Municipality's overall 
financial position in comparison with the prior fiscal year. 

• Reve1111es - The Municipality has reported total revenues amounting to $13.0 millions in the 
accompanying statement of activities. of which the most significant are tax revenues. operating grants 
and capital grants. and contributions amounting to $6.7 millions. $4.5 millions. and $1.2 million. 
respectively. 
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• Expen.\·es - The Municipality has reported total expenses amounting to $14.9 millions in the 
accompanying statement of activities. 

h) G(}vemmelllal Fmul\' Higltligllts 

• Assets - The Municipality's governmental funds have reported combined assets amounting to $I 0.4 
millions in the accompanying balance sheet - governmental funds. of which the most significant are 
investments. cash and due from other funds, amounting to $2.5 millions, $2. 7 millions, and $2.2 millions. 
respectively. 

• Liabilities - The Municipality's governmental funds have reported combined liabilities amounting to 
$11.8 millions in the accompanying balance sheet - governmental funds, of which the most significant 
are deferred revenues, accounts payable, due to other funds and intergovernmental payable amounting to 
$3.1 millions, $1.8 millions, $2.2 millions, and $4.2 millions respectively. 

• Governme111al fund balances - The Municipality's governmental funds reported combined fund deficit 
amounting to ($1.4) million, of which $6.1 millions and ($7.5) millions represent. reserved and 
unreserved fund balances, respectively. 

• Net clta11ge in governmentalftmd balances- The Municipality's governmental fund balances decreased 
by ($5.0) millions during fiscal year ended June 30, 2005. Governmental fund balances at June 30. 2004. 
as restated. amounted to $3.6 millions. The decrease in fund balances represents the excess of 
expenditures and other financing uses over revenues and other financing sources. 

• Revenues - The Municipality's governmental funds have reported combined revenues amounting to 
$12.9 millions in the accompanying statement of revenues. expenditures and changes in fund balances -
governmental funds, of which the most significant are property taxes. intergovernmental grants and 
contributions. municipal license and construction excise taxes amounting to $5 millions, $5.8 millions, 
$1.0 millions and $0.6 million, respectively. 

• Expemlitures - The Municipality's governmental funds have reported combined expenditures amounting 
to $18.2 millions in the accompanying statement of revenues, expenditures and changes in fund balances 
- governmental funds, of which the most significant are categorized as general government culture 
recreation and education and urban and economic development amounting to $4.1 millions. $5.3 
millions. and $5.7 millions respectively. 

USING THIS ANNUAL REPORT 

This annual report consists of a series of financial statements similar to the previous financial statements. The 
focus is on both the Municipality as a whole (government-wide) and the major individual funds. Both 
perspectives (government-wide and major fund) allow the user to address relevant questions. broaden a basis for 
comparison (year to year or government to government) and enhance the Municipality's accountability. 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS 

rhc Municipality's financial statements include three components: (I) the government-wide financial statements. 
(2) the fund financial statements, and (3) the notes to the financial statements (collectively known as the basic 
financial statements). This report also contains additional required supplementary information (budgetary 
schedules) and other supplementary infonnation (combined financial statements) in addition to the basic financial 
statements themselves. These components are described below: 
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Government-Wide Financial Statements 

The }{<H'er11111e111-wide fi11a11cia/ stateme111s are designed to provide readers with a broad overview of the 
Municipality's operations and finances as a whole in a manner similar to private-sector business. These 
statements provide short-term and long-term information about the Municipality's financial position, which assist 
the Municipality"s management to determine the economic condition at the end of the fiscal year. These financial 
statements are prepared using the flow of economic resources measurement focus and the accrual basis of 
accounting. This basically means that these financial statements follow methods that are similar lo those used by 
most businesses. They take into account all revenues and expenses connected with the fiscal year ended June 30. 
2005. even if cash involved have not been received or paid. The government-wide financial statements include: 
(I) the statements of net assets. and (2) the statement of activities. 

Statement of Net Assets 

The statement of net assets presents all of the Municipality's assets and liabilities, with the difference between 
these two items reported as ·•net assets" (equity). Over time increases or decreases in the net assets. may serve as 
a useful indicator of whether the financial position of the Municipality is either improving or deteriorating. 

Statement of Activities 

The statement of activities presents information showing how the Municipality's net assets changed during the 
fiscal year ended June 30. 2005. All changes in net assets are reported as soon as the underlying event giving rise 
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in 
this statement for some items that will not result in cash flows until future fiscal periods (such as uncollected 
taxes. and earned but unused vacation leave). This statement also presents a comparison between direct expenses 
and program revenues for each function of the Municipality. 

Both of the abovementioned financial statements present all the governmental activities of the Municipality, 
which consist mostly by taxes and intergovernmental revenues (such as federal grants). Most services provided 
by the Municipality fall into this category, including culture and education. general government, health and 
sanitation. public safety. public housing and welfare, etc. 

Fund Financial Statements 

The Municipality's fund financial statements, which consist of: (I) the balance sheet - governmental funds, and 
(2) the statement of revenues, expenditures and changes in fund balances - governmental funds. These financial 
statements report the financial position and results of operations of the Municipality's governmental funds. 

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated 
for specific activities or objectives. The Municipality. like most other state and local governments. uses fund 
accounting to ensure and demonstrate compliance with finance-related legal requirements. Each fund is 
considered an independent fiscal entity accounted for within a set of self-balancing accounts that comprise its 
assets. liabilities, fund equity. revenue. and expenditures. Fund accounting segregates funds according to their 
intended purpose and is used to aid management in demonstrating compliance with legal, financial. and 
contractual provisions. 

The fund financial statements focus on: ( I) individual parts of the Municipality's government. and (2) reporting 
the Municipality's operations in more detail than the government-wide financial statements. For financial 
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reporting purposes. the Municipality classifies its funds within the following fund categories: (I) general fund, (2) 
debt service fund, (3) special revenue funds, and (4) capital pr~jects funds (collectively known as the 
.. governmental funds''). 

Governmental funds are used to account for all of the services provided by the Municipality. Governmental funds 
are used to account for essentially the same functions reported as governmental activities in the govemmental
wide financial statements. However. unlike the government-wide financial statements, governmental fund 
financial statements focus on near-term inflows and outflows of spendable resources. They also focus on the 
balances of spendable resources available at the end of the fiscal year (June 30, 2005). This approach is known as 
using the flow of current financial resources measurement focus and the modified accrual basis of accounting. 
These statements provide a detailed short-term view of the Municipality's finances that assists in determining 
whether there will be adequate financial resources available to meet the current needs of the Municipality, that is. 
evaluating the Municipality's near-term financing requirements. 

Because the focus of governmental funds is narrower than that of the government-wide financial statements. it is 
useful to compare the fund information presented for governmental funds with similar information presented for 
governmental activities in the government-wide financial statements. By doing so, readers may better understand 
the long-term impact of the Municipality's near-term financial decisions. 

For financial reporting purposes the Municipality has three major funds: (I) the general fund, (2) state legislature 
joint resolutions. and (3) the head start. 

Notes to the Basic Financial Statements 

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

Required Supplementary Information 

The basic financial statements are followed by a section of required supplementary information consisting of a 
budgetary comparison between actual operating results with the original budget and the final amended budget for 
the general fund. 

INFRASTRUCTURE ASSETS 

Historically. a govcrnmenf s largest group of assets (infrastructure - roads. bridges. traffic signals, underground 
pipes [unless associated with a utility], etc.) have not been reported nor depreciated in governmental financial 
statements. GASB 34 requires that these assets be valued and reported within the governmental column of the 
Government-Wide Financial Statements. Additionally, the government must elect to either (a) depreciate these 
assets over their estimated useful life or (b) develop a system of asset management designed to maintain the 
service delivery potential to near perpetuity. If the government develops the asset management system (modified 
approach) which periodically (at least every third year). by category, measures and demonstrates its maintenance 
of locally established levels of service standards, the government may record its cost of maintenance in lieu of 
depreciation. The information about the consition and maintenance of condition of the government infrastructure 
assets should assist financial statement users in evaluating a local government and its performance over time. 

A::. of July I. 2003, the Municipality retroactively recorded the hi!)torical CO!>tS of infra~tructure a~set!). Also the 
Municipality elected to depreciate infrastructure assets instead of using the modified approach. 
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FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

As noted earlier, net assets may serve over time as a useful indicator of the Municipality"s financial position. In 
the case of the Municipality, net assets (excess of assets over liabilities) amounted to ($3.4) millions at June 30, 
2005. compared to {$5.3) millions at the end of the previous year. as restated. 

The largest portion of the Municipality's net assets are invested in capital assets net of their related debt ($13. I 
millions). The Municipality's net assets is also composed of net assets amounting to $5.9 millions that are 
restricted for (I) future debt service payments, (2) the future acquisition or construction of capital assets. and (3) 
other purposes. mainly the financing of federal and state assisted programs. In addition. the Municipality's net 
asset are reported net of an unrestricted deficitof$15.7 millions. 

The unrestricted deficit is the consequence of previous budgets which did not provide funding for incurred long
term obligations such as compensated absences and others. Historically, such obligations have been budgeted on 
a pay as you go basis without providing funding for their future liquidation. Consequently, the Municipality 
cannot draw from its existing assets to provide services to its citizens and depends on its taxing ability to continue 
its operations. 

The portion of the Municipality's net assets invested in capital assets such as land, buildings, equipment, etc .. less 
any outstanding related debt used to acquire those assets, are used by the Municipality to provide services to its 
citizens: consequently these assets are not available for future spending. Although the Municipality·s investment 
in its capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt 
must be provided from the debt service fund, since the capital assets themselves cannot be used to liquidate these 
liabilities. 

The following is a condensed presentation of the Municipality's financia l position. as reported in the government
wide financial statements: 

Condensed Statement of Net Assets: 
2005 2004 Change % 

Current assets $ 8.139.031 $ 9.989,054 (1,850,023) (19%) 

Noncurrent assets 15,974.627 13,609.573 2,365,054 17% 

Total assets 24.113,658 23,598,627 515.031 2% 

Current liabilities outstanding 9,047. I 57 6,387,013 2,660,144 42% 

Noncurrent liabilities outstanding 11 ,633.058 11.909.457 (276.399) (2%) 

Total liabilities 20,680,215 18.296,470 2,383,745 13% 

Net assets/(liabilities): 
Invested in capital assets. net of related debt 13.128.627 11,690,030 1,438,597 12% 

Restricted 5.962.758 8.096.535 (2, 133, 777) (26%) 

Unrestricted (15.657.942) ( 14.484,408) (1,173,534) 8% 

Total ncl a!>!>Cb $ 3.433.443 $ 5.302.157 $ (1.868.714) (35%) 
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Changes in Net Assets 

The Municipality"s net assets decreaesed by $1.9 millions. Approximately 52 percent of the Municipality's total 
revenues came from taxes. while 42 percent resulted from restricted and unrestricted capital and operating grants. 
contributions and reimbursements, including federal financial assistance. The Municipality's e:<.penses cover a 
range of services. The largest expenses were for general government (26 percent). culture. recreation and 
education (23 percent), and urban and economic development (33 percent). The following is a condensed 
presentation of the Municipality's results of operations, as reported in the government-wide financial statements: 

Condensed Stafement of Attivltlu; 

Re\ enues · 

l'rogram revenues: 

Operating grants and contrihutions 

Capital grants and contrihutions 

Chnrgl'S ror sen. ices 

<icncral revenues . 

Property taxes 

M unicipol licens e taxes 

Construction excise taxes 

ll nrcstrictcd intergovernmental contrihutions 

11 nrcstricted interest on depos its 

M iseellancous 

Carita! assets donations 

Special items 

T nt11I revenues 

Fxpenses : 

<iencrol government 

llrhan und econom 1c development 

l'uhlic ~afcty 

II ea Ith and sanitation 

Culture. recreation . and education 

Puhlie hous ing nnd \\Clf'arc 

Interest on honds. notes. and captlal leases 

l'otal e xpenses 

Net 111erease in net assets 

N cl assets - at hcginn ing or year. as restated 

Net as~cts - at end ol'~car 

$ 

$ 

9 

200~ 2004 

4.506.913 $ 5 .374.902 

1.231.615 5.388.340 

406.733 86.652 

5.066.230 

1.045 .50 I 

616.635 

57.062 

85.410 

17.554 

13.033 .653 

3 .1140.872 

4.939.379 

1!48.1!29 

253.906 

3.399.408 

1.256.879 

363.094 

14.902.367 

(1.868.714) 

4.752.678 

822.017 

l.06!U29 

1.251.723 

121.550 

51.042 

154.075 
( 1.030.000) 

I l!.04 1.508 

4.57:Ul96 

2.129.453 

635.047 

815.465 

3 ,570.1!37 

1!4 () .01!6 

395.1!47 

12.959.831 

5.081.677 

5 .302.157 220 .480 

3.433.443 $ 5.302.157 

$ (867.989) 

(4 .156 .7251 

320 .0R I 

313.55::! 

223.484 

(451.894) 

(1 . 194 .661) 

(36 . 140) 

(33.488) 

I I 54.075 l 

1.030.000 

% 

(16% ) 

(77% ) 

369% 

7% 

27% 
(42%) 

(95 % ) 

(30% ) 

(66% ) 

(I 00% ) 

( 100% ) 
(5.()(l7.1!55) (28 % ) 

(732.224) 

2.809.926 
213.782 

(561.559) 

1171.429) 

(16%) 

132% 

34 % 
(69% ) 

(5%) 

416.793 50% 

(32.753) (8% ) 

1.942.536 15% 

(6.950.3<>1) (137% ) 

5.081.677 2305% 

(1.861!.714) (35 % ) 



I FINANCIAL ANALYSIS OF THE MUNICIPALITY'S GOVERNMENTAL FUNDS 

I As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. Governmental Funds - The focus of the Municipality's governmental fund~ is to 
provide infonnation on near-tenn inflows, outflows, and balance of spendable resources. Such information is 

I useful in assessing the Municipality's financing requirements. In particular, unreserved.fund balance may serve as 
a useful measure of a government's net resources available for spending at the end of fiscal year. The following is 
a condensed presentation of the Municipality's balance sheet and resu lts of operations of governmental funds: 

I 
I 

Co1dettsed Dalan~e Shttt - Goyrrnmenlal Funds: 20M 2004 Chan~t % 

Total assets -major funds $ 7.78S.7S8 $ 8.981-°42 $ (U9S.284) (13"~) 

Tola! &$Cls • noamajor funds 2.S99.897 2,630.303 {30,406) (1%) 

I Tctal uscts I0.38S,6SS 11,611)45 (1.225.MO) {11%) 

Toial liabilities- major funds 10.796.700 6.9S0.095 3,846,605 55,f> 

Tolal liabililics • nonmajor fund.~ l-°36.252 1,088,999 (52.747) (S%) 

I T<tal liabilities 11,832,952 8,039,094 3,793.858 47'o 

Fund Balances: 

Reserved • major funds 4,520.274 6,805.)44 (2.285,070) (34%) 

I 
Reserved - ncnmajor funds lj63,645 1.749.481 (185.836) (mo) 

llnresenocd - nonmajoc funds 

Unreserved - major funds (7,531.216) (4.982,574) (2.548.642) 51o/o 

I 
Tlial net 8MS s ( 1,447,297) s 3,572,251 (5,019,548) (141%) 

Condensed Statement ofOl!rtllons- Govemmmttl Funds: 

I Tora! revenues· major funds s 9,769,599 s 15.279,361 (5.S<».762) (36%) 

Total revenues -nonmajor funds 3,133,665 3,452,739 (319.074) (9"o) 

Tlial revenues 12,903.264 18,732.100 (5.828,836) (31%) 

I Tola! expenditures - major funds 14.423,883 11.517.214 2.~.669 25% 

Total expenditures • nonmajor funds 3,763.415 3,826,076 (62.661 ) (2%) 

Tela! cxpcndilures 18.187.298 15,343,290 2,844,008 1~. 

I Other financing sources· major fund.~ 264.486 2.1 13.303 (1.1148.817) (87°n) 

(excluding transfcn among funds) 

I Special items. net ( 1,030,000) 1.030,000 ( 100• •> 

Net change in fund balance!\ $ (5,019.548) $ 4,472.113 (Q,491.661) (212° ·1 

10 

I 



I 
I 
I 

I 
I 
I 
I 
I 
I 
I 

I 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

The accompanying statement of net assets reported total gross capital assets, at cost. amounting to $19,888,694 of 
which $12.195.303 represents buildings. structures. and buildings improvements assets at June 30. 2005. The 
related accumulated depreciation and amortization of capital assets amounted to $3.914,067. of which $1 ,653,410 
is related to buildings. structures. and buildings improvements assets at June 30. 2005. This investment in capital 
assets includes land. buildings, improvements, equipment, infrastructure. and construction in progress. 
Infrastructure assets are items that are normally immovable and of value only to the municipal government. such 
as roads, bridges. streets and sidewalks. drainage systems, lighting systems, and similar items. 

Actual costs incurred to purchase or construct capital assets were $2,843.955 for the year ended June 30, 2005. 
Depreciation and amortization charges for the year totaled $488,360. 

The Municipality finances a significant portion of its construction activities through bond issuances and state and 
federal grants. The proceeds from bond issuances designated for construction activities are committed in its 
entirety for such purposes and cannot be used for any other purposes. 

Debt Administration 

The laws and regulations of the Commonwealth of Puerto Rico have established a limitation for the issuance of 
general obligation municipal bonds and notes for the payment of which the good faith, credit, and taxing power of 
each municipality may be pledged. 

The applicable laws and regulations also require that in order for a municipality to be able to issue additional 
general obligation bonds and notes, such municipality must have sufficient "payment capacity". Act No. 64 
provides that a municipality has sufficient "payment capacity" to incur additional general obligation debt if the 
deposits in such municipality's Redemption fund and the annual amounts collected with respect to such 
municipality's Special Additional Tax (as defined below), as projected by the Government Development Bank for 
Puerto Rico, will be sufficient to service to maturity the Municipality's outstanding general obligation debt and 
the additional proposed general obligation debt r•rayment Capacity''). 

The Municipality is required under applicable laws and regulations to levy the Special Additional Tax in such 
amounts as shall be required for the payment of its general obligation municipal bonds and notes. In addition, 
principal and interest on all general obligation municipal bonds and notes, and on all municipal notes issued in 
anticipation of the issuance of general obligation bonds issued by the Municipality constitute a first lien on the 
Municipality's Basic Tax revenues. Accordingly, the Municipality's Basic Tax revenues would be available to 
make debt service payments on general obligation municipal bonds and notes to the extent that the Special 
Additional Tax Levied by the Municipality. together with moneys on deposit in the Municipality's Redemption 
Fund. are not sufficient to cover such debt service. It has never been necessary to apply Basic Taxes to pay debt 
service on general obligation debt of the Municipality. 

l':CONOMIC FACTORS AND NEXT BUDGETS AND RATES 

The Municipality relies primarily on property and municipal license taxes, as well as. federal and state grants to 
carry out the governmental activities. Historically. property and municipal license taxes have been very 
predictable with increase!. not generally e~ceeding lt:n percent. r:ederal gmnt revt!llUe!. may vary if new grant!. are 
available but the revenue is also very predictable. 
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Those factors were considered when preparing the Municipality's budget for the 2004-2005 fiscal year. There 
were no significant changes between the budget for fiscal year 2004-2005 and the one for fiscal year 2005-2006. 

FINAL COMMENTS 

The Municipality of Santa Isabel is a governmental entity whose powers and authority vested on its executive and 
legislative branches are specifically established in the Municipal Autonomous Act approved in August 1991. By 
virtue of such powers. it provides a wide range of services to its constituents which includes, among others, public 
works. education. public safety. public housing. health, community development. recreation. waste disposal, 
welfare. and others. The Municipality' s principal sources of revenues are derived from property taxes, municipal 
license taxes. subsidies from the Commonwealth of Puerto Rico's General Fund and contributions from the 
Traditional and Electronic Lottery sponsored by said Government. 

The Municipality's general fund deficit presents a continuous and consistent growth each year for the past three 
fiscal years as the consequence principally of: a) adoption of budgets with budgeted revenues that at the end of 
each year were less than actual revenues collected, and which did not provide funding for all of incurred 
obligations: and b) the high percentage of budget encumbered with payroll, fringe benefits, and statutory 
obligations. Based on this reality, the municipal administration has adopted an ambitious program to reduce the 
general fund expenditures and stop the continuous and consistent Municipality's general fund financial condition 
deterioration, and then. improve it. The Municipality's executive branch, with the approval of the legislative 
branch (for items a and b). places in force various actions including the following actions after year ended June 
30. 2005: 

a) $1,410,000 Operatio11al Loan 

On July 5. 2005 the Government Development Bank for Puerto Rico (GOB) approved a special obligation bond 
issuance with original issue amounts of $1 ,410.000 to pay general fund current liabilities due and payable at June 
30. 2005. This bond issuance was authorized by the Municipality's legislative branch on July 28, 2005 through 
the Ordinance number 4. 2005-2006 Series. 

h) Workfi>rce Displt1cement Pla11 

The Municipality's general fund budget for the fiscal year ended on June 30 2005, and the approved budget for 
the fiscal year 2005-2006 were encumbered principally for payroll, fringe benefits. and statutory expenditures. 
Therefore. the Municipality's executive branch. taking in consideration this reality, started actions to develop a 
workforce displacement plan in order principally to reduce the Municipality's payroll and fringe benefits 
expenditures. with the final objective to stop the continuous Municipality's general fund financial condition 
deterioration. On June 27. 2005 the Municipality's legislative branch issue the Ordinance number 28. 2004-2005 
Series to approve a workforce displacement plan. On October 17. 2005 the Municipality's legislative branch 
issue the Ordinance number 21, 2005-2006 Series to amend the workforce displacement plan approved on June 
27. 2005 through the Ordinance number 28. 2004-2005 Series. On October 18. 2005 and October 19. 2005 the 
Municipality place in force the workforce displacement plan developed by the Municipality's executive branch 
and approved by the legislative branch. 

c) Dome.-.tic Solitl Wa.-tte Collection Services Privatization 

The Municipality executive branch has detern1ined that the domestic solid waste collection services privatization 
i!:) an alternative tu reduce the general fund expenditure!:), and therefore. an alternative to stop the continuous 
Municipality's general fund financial condition deterioration. On December 17. 2005 the Municipality published 
in a general circulation newspaper a request for proposal from interested parties to privatize the domestic solid 
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waste collection services in the Municipality' s urban and rural areas. On December 27. 2005 tile Municipality 
received three proposals from private companies interested to provide domestic solid waste collection services to 
the Municipality. These proposals have been subject to a detailed review in order to select the best offer to protect 
the public interest. 

FINANCIAL CONT ACT 

The Municipality' s financial statements are designed to present users (citizens. taxpayers. customers. investors. 
and creditors) with a general overview of the Municipality's finances and demonstrate the Municipalitys· 
accountability. If you have any questions about the report or need additional financial information. contact the 
Municipality's Director of Finance, Mr. Irma M. Vargas Aguirre. at P.O. Box 725. Santa Isabel. P.R. 00757. 
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Commonwealth of P uer to Rico 

M unicipality of Santa Isabel 
Statement of Net Assets 

I 
Ju ne 30. 2005 

Assets 

I Curren t assets; 
Cash in commercial banks $ 428,914 
Accounts receivable. net of allowance for doubtful accounts: 

I Property taxes 1.626,920 
lntergovernmenta I 1.223.795 

Restricted assets : 

I Cash with commerc ial banks 627.623 
Cash with fiscal agent 1,708.55 1 
Investments 2,523,228 

I Tota l current assets 8. 139.031 

Noncurrent assets: 

I Capital assets, net of accumulated depreciation and 
amortization of $3, 914,067 15,974,627 

Total noncurrent assets 15,974,627 

I Total assets $ 24.113,658 

I 
Curr en t Liab ilities (d ue w ithin one year ): 

Accounts payable $ 1,820.558 
I ntergovernmenta I payables 4, 191,734 

I 
Accrued interest payable on long-term debt 261,642 
Deferred revenues 832.285 
Current portion of long-term obligations: 

I 
Bonds payable 277,000 
Other debts 1.663.938 

Tota l current liabilities 9,047, 157 

I Noncurrent liabilities (d ue in more than one year): 11.633.058 
Tota l liabilities $ 20.680.215 

I Net assets (liabilities): 
Invested in capital assets. net of related debt $ 13, 128,627 
Restricted for: 

Capital projects 4.588.5 84 
Dehl service 340,692 
Other specified purposes 1.033,482 

Unrestricted net assets ( 15.657,942) 
Total net assets $ 3,433.443 

rhc uccompan~ ing notes to the husic linum:iul slutcmcnts urc an integral part of' lhi ~ stut.:111.:111. 
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Fmmonlp1q1;1a111> 

G:r.urna1nl octivities : 

Gn:ral !:JM.ml?l1 
utmcnlerouric~ 
flli ic sarety 
I-faith m::I saritaliat 
Qjttre, nx.reti<Jl lni oimim 
\\elfcJ'e ali ln.sirgassi$ne 
111eret Cll k:rg-tmrnfji~m 

Taal~ ocrivttie; 

Gmrll1'\fBlth d PUef1o Niro 
MDcipJlity dSDa lsalU 

Satamt of .Adivities 
.ltre30. :mi 

~ CBrifDI 
~fir gnm1s ant gram am 

services oontrilulims C01lrihfug 

$ 3.&I0.872 
4,939379 $ 300,811 

&18.829 15.825 
253.~ 2.845 

3.3W,4<ll K7;252 
1.256879 

363,<m 
$ 14.<xl4367 $ 405,733 

Qrual~ 

Taxes: 
At:fety1axes 
Mnicipil lianietN:s 
Ccrlllru:tia1 tXise tm;.es 

TroiUN:s 

$ 100,(;ID 
16,984 
fAS17 
iU,453 

3,245.245 
929,014 

$ 4,:00.913 

Gans m::I cxr1ril:Uicns. rd reSrided to sp:cific ~ 
lrtmSs mcqmts 
Msrelam.s 

Tdal ~ re.tnrs 
Ni~ in m asets 

$ l.012.003 
45.812 

170.:All 
3,300 

$1,231.615 

!'ft asets a regirrirgof tre )eal". as resttoo 
!'ft asets li tJ-e errl cf tJ-e )er 

$ 

$ 

(3.61ll,232) 
(3.©J,581) 

(iU}.,615) 
( 181~ 
103.5WJ 

(324.56.5) 
(36.1.004~ 

(8.757,I~ 

5,~ 

1.045.501 
616,635 

6.~ 
57.\152. 
85.410 
17,554 

(1.868,714) 
5,302.,157 

$ 3.433.443 

The accompanying notes to the basic financial statements are an integral part of this statement 
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I 
COMMONWEATH OF PUERTO RICO 

I MUNICIPALITY OF SANTA ISABEL 
Balance Sheet 

Governmental Funds 

I June 30, 2005 

MAJOR FUNDS 

I State Legislative Other To111I 
Joint NonmJ!ior Uwcmmental 

Ucncral Fund Resolutions I lead Start Fund Funds 
ASSETS 

l'a'\h in L11111rn.'l"Cial hank:- $ 202.857 $ $ $ 226.057 $ 4211.914 
Account receivable. net of 

I 1.buhtlul accounts: 
Property taxes 1.483.917 143.003 1.626.920 

Due from other filnds 367.208 1.877.852 1.564 2.24(1.624 

I 
Due from governmental entities 742. 193 155.393 326.209 1.223.795 
Rc~trictcd a-;.-;cts: 

( ·a~h in commcrieal bank 2114.307 387 342.929 627.623 

I 
Ct~h in fiscal agent 148.416 1.560.1 35 1.708.55 1 
I nvcstmcnts 2.523.228 2.523.228 

TOTAL ASSETS $ 2.944.591 $ 4.685.387 $ 155.780 $ 2.599.897 $ 10.385.655 

I LIABILITIES 
Accoun1s payable $ 1.175.711 s 434.690 $ 18.240 $ 191.917 $ 1.820.558 
I ntcrb•ovcmrncntal 4.191.734 4.19 1.734 

I Due to other fonds 1.876.316 137.540 232.768 2.246.624 
I >cli:rrcd revenue 2.962.469 95.925 3.058.394 
Matured honds due and payahle 254.000 254.000 

I 
Matured inlL~'l-1S due ond Jlayahk 261.642 261.642 

Total I iahilitics I 0.206.230 434.690 I 55.7RO 1.036.252 ll.!02.952 

FUND BALANCE: 

I lkscrve<l lilr: 
Fncumhninccs 12 1.161 121. 161 
l'kht service 340.692 340Nl2 
Carit:1I pn~jects 4.250.<>97 337.1!!!7 45!!K.S84 
( lthcr Sfll.'Ci lied flUITO~'S 148.416 885.(166 1.033.482 

\ lnn,-scrw<l. rcpor11."CI in: 

( icneral IUn<l (7.53 1.216) (7.531.216) 
·1 ntal liln<l rohmcc~ (7.26 1.639) 4.250.697 1.563.645 ( 1.447.297) 

TOTAi. UABILITU.:S ANO FUND BAl..ANCE $ 2.944.591 $ 4.61!5.387 $ 155.7110 $ 2.599.897 $ 10.31!5.655 

I 

The accompanying notes to the basic financial statements are an integral part of this statement 
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MUNICIPALITY OF SANTA ISABEL 
Reconciliation of the Balance Sheet - Governmental Funds 

to the Statement of Net Assets 
June 30. 2005 

Aggregate fond balance reported in the balance sheet - governmental funds: $ ( 1,447,297) 

Governmental activities' amounts reported in the statement of net assets and the balance 
sheet - governmental funds are different because: 

Assets not available to pay current period expenditures not reported in the governmental 
funds : 
Capital assets used in governmental activities are not financial resources, therefore, are 
not reported in the governmenal funds: 15,974,627 

Deferred (unavailable) revenues in the governmental funds that are recorded as 
revenues in the statement of activities: 

The following liabilities are not due (mature) in the current period, therefore, are not 
reported in the governmental funds: 

Accrued employees' christmas bonus 
Compensated absences 
Bonds and notes payable 

Debt to intergovernmental agencies 
Landfill closure and postclosure care costs 

Net assets as reported in the accompanying statement of net assets 

2,226,109 

(202,831) 
( 1,841.3 71 ) 
(5.852,000) 
( 4,492,621) 

(931 ,173) 

$ 3,433,443 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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l'axc~ 

Prorcny taxes 
Munmpal hm1~c 
l'on~tructmn exc1:.: taxc~ 
l 'hurgcs of "l!rYICC 

REHN II ES 

lntcrpmtmmt'fltal grant s and cnntrihulinns· 
h'<lcrnl government 
Slalc govcmrn.:nl 

Investment camin[!.~ 

M ISt'CllallL'llUS 

l'n1al lkvcnucs 

F.Xl'ENDITflRF.S 
Currt'llt: 

General govcmmenl 
\ Iman and ccuoomic U!vclopmcnl 
l'uhhc Mili:ty 
t lcalth un<l San11n1ion 
Culture. rccrcolion nnd t'<lucation 
Wei fore and lmu~mg asM~lancc 

Dehl service· 
l'nncipal 
lntcrt'SI 

rnml Expcndnurt"' 
r~ccs.• t I lclicicnc) I of' Rl'llCOUCS over cxsxm.hturcs 

OTllER FINAN('fNG SOt IRC'F.S (llSF.'i) 
Tran~lcr in l'mm other fund~ 
l'mnslCr oul 111 other fund~ 
Special Hem~ 
l'rocccd~ limn ·~~uancc 11flong lcnn dd•t 

Tola I I llhcr 1'1noncing Snurc•"' 1us""J 

~t:T <'llANGt: IN Fl'~I> RAL\NfF.S 

H llllD DAIJ\Nn: .HOF.GINNING oi: HAR. 
,\S Rf.~ffATf.D 

< '0 1\tMONWt:,\l.Tll Ot' Pl lt:RTO RICO 
lllllNICIPALIT\' OF SANTA ISAB•:I. 
S1atcmcn1 of' Revenues. Exrcnditurcs and 

Chang~ in l'und Balance - Govcmmcn1nl 1:unds 
Year Ended June 30. 2005 

MAJOR FllNl>S 

General Fund 

s 4.4711.197 
1.045.501 

616.635 
32JJlll 

7511.-161 
,i5349 
17.554 

$ 7.285.0711 

-1.137.1!17 
3.3-1 l.432 

t>63,1162 
167.930 
5111.077 
999.217 

9.8'11J3~ 

(2.606.2571 

(179,5()()) 

(179,Sllfl) 

(2.7R5.7S7l 

14.47Hll2 1 

- 17.21>1.oWI 

Slalc l.cgisla11vc 
Joint R~olutinn~ 

509109 
39.954 

54'1.163 

754.639 
1.000 

1.836.262 
5.2119 

2.597.19<1 
'2.0411.027) 

(2.041!.027) 

6.2'18.724 

~ .J.250,6117 

HcadStar1 

1.935.JSR 

1.q.l5J511 

1.935.3511 

1.935.3511 

Other Nonm3j<~ 
l·unds 

511.1113 

s:us2 

1.9116.902 
632.121 

107 

.l.ln.M5 

72 
1.577.}65 

l.l0.834 
(•7.190 

971.l!Jll 
329.022 

324.11()0 
3113.094 

J.763.415 
(619.7~0) 

179,5110 

26-1.43(1 
44J.9ll6 

1185.7<..i) 

1.749.409 

~ l .~•3.645 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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Total (i,wcmmcnlol 
Funds 

s 4.9&9.31!0 
1.1).15.50 I 

616.635 
~06.733 

3.K42.2ti0 
1.1!99.791 

K5AIO 
17.554 

12.'IO.l.264 

4.137.l!R9 
5.673.436 

79M96 
2J5.120 

~324.SJS 

IJ33.521! 

324.000 
31>3.ll94 

111.187.2911 
t5.:?g4.0HJ 

179.5011 
(1711.500) 

2M.4RC. 
2M..llll> 

15.01954KJ 

.l.572.251 

s 1 l..IH.297) 
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Commonwealth of Puerto Rico 
Municipality ofSanlu lube! 

Reconciliation or Statement of Revenues. 1'.xJ1Cnditurcs and Changes 
in Fund Balance • Governmental Funds lo the Statcmt'lllS of Activities 

For the Year Ended June 30.2005 

I Ncl dmngc in fund halanccs- tot<il govcmmcntul li.Jnds: 

I 
limcmmcntal uctivitics amounts reported in the statement of activities and the !ilatt'lncnt of Revenues. cspcndilurcs 
and changt'S in lhnd hahmt-cs governmental lilnds arc dilli:rcnt because: 

I 
lk\ cmu .. 'S in lhc statement of acti\'ities thal nol provide cum.'flt fini111cial resources. therefore an: nol reported as 
revenues in the lilnds: 

I 
Nd Clumgc in l'mpcrt) Tax Revenue Dcforrcd in FFS 
Net Change in l'REl'A Contriburion in Lieu orTaxcs Revenue Deferred in FFS 

Net Change in State Treasury Deportment Christmas Bonus Reimbursement Deferred in FFS 

l lndcr the mnditied accnml hash of accounting used in the governmental funds. expcnditun.-s arc not rccognizt'<I lhr 
tmnsactinns that arc nol nom1ally paid with expendable financial rt>SOurees. In the StalemenL~ of Activities • however. 
wich is presented in the accrual basis. expenses. and liohilit ies arc pn..~ntcd regard less of when linacial resources an: I "'ai lahlc: 

N1..1 <.'i'umg.c in (.'ompcnsatt'<.I Ah~n~-s Liability 

I 
I 
I 

I 

Nd ( 'hnngc in Chri~tmas Ronus 
Debt issued costs amorti;ration 
I .t-gal Claims 
I undfill <:Insure mid Post closure care cosL~ 
Net Change in PRF!lA Contribution in Lieu ol"f:m-s Liahility 
:!IJ04-200!i CRIM Pmpcrty Tax final Settlement 

< iovenncnllll lunds report capital outlays as expenditures. llowevcr in the stalement of activilics. the cost of thoS4: 
as.-.cts is allocated over their estimated useful lives as depreciation and omortirotion expenses. 111is is the amount hy 
\\hich capital outlays cxct-...'<.I <lerrcciation expenses: 

Repayment or principal nr tong-tcnn obligation is an expenditure in the govcmmcntnl fonds. hut the rcpaymcnl 
rcdul'CS lnng-tcnn liahilitics in the !(tatemcnl or net ns.c;cLc;: 

l'rocccds on is.~uance of long- 1cm1 dcht (bonds) arc recorded a~ other financing sources in the lbnd linancial 
s1111cmc111-;. hut 1hc issuances increase long-1em1 liabilities in 01c statement of net a.~scts: 

Ncl ch:mg.cs in net a,.,sct' reported in the accomp:iyning sl:ltcmcnts of activities $ 

(5.019.548) 

7(1.1150 
57.062 

(3.524) 

(223.049) 
7.5114 

130.54 ll 
29.6115 

(44.3421 
(!i7.060) 
(47.1196) 

2.395.595 

I .254.951i 

(Ul6R.714) 

rhc accompanying notes to the basic tinancial statements are an integra l part or this statement. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

I. Summary of Significant Accounting Policies 

The Municipality of Santa Isabel of the Commonwealth of Puerto Rico (the ''Municipality") is a local 
government with full legislative, fiscal and administrative powers to operate as a government under Law 
No. 81 of August 30. 1991 , as amended. known as the Autonomowi Municipalities Act qf the 
Com111011wealth of Puerto Rico (Law No. RI). 

The Municipality's governmental system consists of executive and legislative branches. 111e Constitution 
of the Commonwealth of Puerto Rico (the "Commonwealth") provides for the separation of powers of 
the executive. legislative, and judicial branches. A Mayor, elected every four years by the citizens. 
exercises the executive power of the Municipality. The legislative power is exercised by the Municipal 
Legislature. which is also elected every four years. The General Justice Court System of the 
Commonwealth. which has jurisdiction over the Municipality, exercises the judiciary power. 

The Municipality assumes responsibility for providing services to its citizens related to public housing, 
welfare. public safety, health, sanitation, education, culture, recreation. urban and economic 
development. and many other general and administrative duties. 

a) New Fi11ancia/ Reporting Model 

The accompanying basic financial statements present the financial position and the results of operations 
of the Municipality as a whole, and its various governmental funds as of and for the year ended June 30, 
2005, in conformity with accounting principles generally accepted in the United States of America, as 
prescribed by the Governmental Accounting Standards Board (GASS). 

In June 1999. GASS issued Statement No. 34. Basic Financial Statements - and Management's 
Discussion and Ana/vsis - for State and local Governments (GASS No. 34). This statement established 
new financial reporting requirements for state and local governments. On July I. 2003, the Municipality 
adopted the provisions of GASS No. 34 as well as other statements referred to below. 

According to the new financial reporting model established by GASS No. 34. the minimum required 
financial statements presentation applicable to the Municipality is composed of the following elements: 
(I) government-wide financial statements (GWFS). (2) governmental fund financial statements (GFFS). 
(3) notes to basic financial statements. and ( 4) required supplementary information (RSI). 

20 



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

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30. 2005 

The RSI. which consists of a management discussion and analysis (MD&A). is information presented 
along with, but separate from. the Municipality's basic financial statements. The MD&A is a narrative 
report that introduces the accompanying basic financial statements and provides an analytical overview of 
the Municipality's financial activities for the year ended June 30. 2005. based on the Municipality's 
knowledge of the transactions, events, and conditions reflected in the basic financial statements. The 
MD&A also highlights certain key fiscal policies that control the Municipality's operations. 

As previously mentioned, on July I, 2003. other statements and interpretations were also adopted in 
conjunction and simultaneously with GASB No. 34. Those statements and interpretations are: (I) GASB 
Statement No. 33 - Accounting and Financial Reporting for Non-e.w:ha11ge Tra11.mctim1s. (2) GASB 
Statement No. 3 7 - Basic Financial Statements - and Management's Di.w.:ussion and Anafy.~is - for State 
and local Governments: Omnibus. (3) GASB Statement No. 38 - Certain Financial Statement Note 
Disclosures. and (4) GASB Interpretation No. 6 - Recow1ition and Measurement <?f Certain liahilities 
and Expenditures in Governmental Fund Financial Statements. 

GASB No. 34 also required that the accounting for all governmental activities reported in the GWFS be 
based on applicable pronouncements issued by the Financial Accounting Standards Board (FASB) and its 
predecessor bodies, such as the Accounting Principles Board (APB), issued on or before November 30, 
1989. provided those pronouncements do not conflict with or contradict GASB pronouncements. 
Accordingly. in conjunction and simultaneously with the adoption of GASB No. 34. the Municipality 
also adopted the following pronouncements: (I) APB Opinion No. 20 - Accounting Changes. (2) APB 
Opinion No. 21 - Interest on Receivables and Payables. (3) FASB Statement No. 5 - Accounting for 
Contingencies and (4) FASB Statement No. 16 - Prior Period Adjust111e11ts. The Municipality has 
elected to not apply all statements and interpretations issued by FASB after November 30. 1989. 

h) Fina11cia/ Reporting Entity 

The accompanying basic financial statements include all departments. agencies, and municipal entities 
that: (I) are under the legal and administrative control of the Mayor, and (2) whose funds are under the 
legal custody and control of the Municipality's Director of Finance and Budget, as prescribed by Law 
No. 81. 

The Municipality's management has considered all potential component units for which it may be 
financially accountable and other legally separate organizations for which the nature and significance of 
their relationship with the Municipality may be such that exclusion of their basic financial statements 
from those of the Municipality would cause the Municipality's basic financial statements to be 
misleading or incomplete. 
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GASB Statement No. 14 - The Financial Reporting Enti~v (GASB No. 14) has set forth criteria to be 
considered in determining financial accountability. These criteria include appointing a voting majority of 
an organization 's governing body. and (I) the ability of the Municipality to impose its will on that 
organization or (2) the potential for the organization to provide specific financial benefils to, or impose 
specific financial burdens on the Municipality. 

On July I. 2003. the Municipality adopted the provisions of GASB Statement No. 39 - Determining 
Whether Certain Organizations are Component Units (GASB No. 39). This statement provides 
additional guidance in determining whether certain organizations for which the primary government is 
not financially accountable should be reported as component units based on the nature and significance of 
their relationship with the primary government. Generally. GASB No. 39 requires reporting a 
component unit if an organization rises and holds economic resources for the direct benefit of a 
governmental unit. 

The Municipality' s management has concluded that. based on the aforementioned criteria. there are no 
legally separate entities or organizations that should be reported as component units of the Municipality 
as of June 30. 2005 nor for the year then ended. 

c) Government-wide Fi11ancia/ Statements 

The accompanying GWFS are composed of: (I) the statement of net assets. and (2) the statement of 
activities. These financial statements do not report fund information but rather report infonnation of all 
of the Municipality's governmental activities. These statements are aimed at presenting a broad overview 
of the Municipality's finances through reporting its financial position and results of operations as a whole. 
using methods that are similar to those used by most private businesses. 

The focus of the GWFS is not on compliance with budgets. regulatory requirements or on the use of 
available or currently expendable financial resources (referred to as fiscal accountability). but on 
operational accountability information about the Municipality as a single economic unit. Operational 
accountability is the Municipality's responsibility to report to the extent to which it has met its operating 
o~jectives efficiently and effectively. using all resources available for that purpose. It focuses on the 
Municipality's principal operating objective. which is to provide services to its citizens. 
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The accompanying statement of net assets provides short-term and long-term information about the 
Municipality·s financial position and condition by presenting all of the Municipaliry·s assets and 
liabilities. with the difference between these two items reported as ·•net assets" (equity). This statement 
assists management in assessing the level of services that can be provided by the Municipality in the 
future. and its ability to meet its obligations as they become due. In addition. this statement reports the 
extent to which the Municipality has invested in capital assets, including infrastructure, and discloses 
legal and contractual restrictions on resources. 

Net assets are classified in the accompanying statement of net assets within the following three 
categories: 

• Invested in capital assets, net of related debt - These consist of capital assets, net of accumulated 
depreciation and amortization. reduced by the outstanding balances of bonds. notes. and other debt 
that are attributed to the acquisition. construction or improvement of those assets. For the purposes of 
determining the outstanding debt attributed to capital assets, the total long-term debt related to the 
acquisition. construction or improvement of capital assets have been reduced by any related unspent 
debt proceeds and any related unamortized debt issuance costs. 

• Restricted net assets - These consist of net assets restricted by external parties (such as creditors, 
grantors. contributors, laws or regulations of other governments, etc.). or net assets for which 
constraints are imposed by constitutional provisions or enabling legislation. Enabling legislation is 
defined as legislation that authorizes the Municipality to assess. levy, charge or othenvise mandate 
payment of resources (from external resource providers). Enabling legislation establishes restrictions 
if it includes a legally enforceable requirement that those resources be used only for the specific 
purposes stipulated in the legislation. 

The classification of restricted net assets identifies resources that have been received or eamed by the 
Municipality with an explicit understanding between the Municipality and the resource providers that 
the resources would be used for specific purposes. Grants. contributions. and donations are often 
given under those kinds of conditions. Bond indentures also often limit the use of bond proceeds to 
specific purposes. 

Internally imposed designations of resources, including eannarking. are not reported as restricted net 
assets. These designations consist of management's plans for the use of resources. which are su~ject 
to change at the discretion of the Municipal Legislature. 
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• Unrestricted net assets - These consist of net assets that are neither extemally or legally restricted, 
nor invested in capital assets. However, unrestricted net assets often are designated to indicate that 
management does not consider them to be available for general operations. Unrestricted net assets 
often have constraints that are imposed by management. but can be removed or modified. 

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

The accompanying statement of activities presents the results of the Municipality·s operations by 
showing how the Municipality's net assets changed during the year ended June 30, 2005. using a net 
(expense) revenue format. This statement presents the cost of each function/program as well as the 
extent to which each of the Municipality's functions. programs or other services either contributes to or 
draws from the Municipality's general revenues (such as property taxes, municipal license taxes. 
construction excise taxes, etc.}. 

/\ function/program describes a group of activities that are aimed at accomplishing a major service or 
regulatory responsibility. The functions/programs reported in the accompanying basic financial 
statements are: (I} general government. (2) urban and economic development. (3) public safety. ( 4) 
health and sanitation. (5) culture, recreation and education. and (6) welfare and housing assistance. The 
governmental operations of the Municipality's departments and operational units are classified within the 
following functions/programs in the accompanying basic financial statements: 

General Government: 
Municipal Legislature 

Mayor's Office 

Department of Finance and Budget 

Department of Human Resources 
Department of Municipal Secretary 

Department of Internal Audit 

Department of Pub I ic Relations 

Urban and Economic Development: 
Department of Public Works 

Public Safety: 
Department of Municipal Police 

Office of Emergency Management 

Health and Sanitation: 
Department of Health 

Department of Sanitation 
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Culture, Recreation and Education: 
Department of Recreation and Sports 

Welfare and Housing Asistance: 
Department of Elderly Affairs 

Department of Service to Citizen 

The statement of activities demonstrates the degree to which program revenues offset direct expenses of 
a given function/program or segments. Direct expenses are those that are clearly identifiable with a 
specific function. segment or operational unit. This statement reports revenues in two broad categories: 
(I) program revenues and (2) general revenues. 

Program revenues are generated directly from a program itself or may come from parties outside the 
Municipality's taxpayers or citizens. In the statement of activities. program revenues reduce the costs 
(expenses) of the function/program to arrive at the net cost of the function/program that must be financed 
from the Municipality' s general revenues. The accompanying statement of activities separately reports 
the following categories of program revenues: 

• Charges for services - These generally consist of exchange or exchange-like transactions involving 
charges to customers or applicants who purchase, use or directly benefit from the goods. services or 
privileges provided, or are otherwise directly affected by the services. These include fees charged for 
specific services. charges for licenses and permits, and fines and forfeitures, among others. 

• Program-specific capital and operating grants and contributions - These consist of transactions 
that are either mandatory or voluntary non-exchange transactions with other governments. 
organizations, or individuals that restrict the resources for use in a particular program. Capital grants 
and contributions consist of capital assets or resources that are restricted for capital purposes - to 
purchase, construct or renovate capital assets associated with a specific program. Operating grants 
and contributions consist of resources that are required to be used to finance the costs of operating a 
specific program or can be used either for operating or capital purposes of a specific program. 
Restricted capital and operating grants and contributions are program revenues because they are 
specifically attributable to a program and reduce the net expense of that program to the Municipality. 
They are reported net of estimated uncollectible amounts. 
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General revenues are the default category for revenues. It includes all revenues and gains that do not 
meet the definition of program revenues. Property taxes, municipal license taxes and col\'itruction excise 
taxes are reported as general revenues. All other non-tax revenues (including unrestricted investment 
earnings. grants and contributions not restricted for specific programs and miscellaneous revenues) that 
do not meet the definition of program revenues are classified as general revenues. Resources that are 
dedicated internally by the Municipality are reported as general revenues rather than as program 
revenues. All general revenues are reported net of estimated uncollectible amounts, which are recorded 
as reduction of revenues rather than as expenses. 

The f!e11eraf govemme111 function/program reported in the accompanying statement of activities. includes 
expenses that are. in essence. indirect or overhead expenses of the Municipality's other 
functions/programs. Even though some of these costs have been charged to other funds in the 
governmental fund financial statements as indirect cost allocations permitted under some federal 
programs, the Municipality has reported these indirect expenses as direct expenses of the general 
government function. Accordingly, the Municipality does not allocate general govemment (indirect) 
expenses to other functions. 

The effects of all interfund governmental activities (revenues, expenditures and other financing 
sources/uses among governmental funds) have been removed from the accompanying statements of net 
assets and activities. 

The Municipality classifies all of its activities as governmental activities in the accompanying GWFS. 
These are activities generally financed through taxes, intergovernmental revenues, and other non
exchange revenues that can be used to support the Municipality's programs or services. These 
governmental activities are also generally reported in the governmental fund financial statements. 

The Municipality has no fiduciary activities. which are those in which the Municipality would be holding 
or managing net assets for specific individuals or other external parties in accordance with trust 
agreements or other custodial arrangements. In addition. the Municipality has no operations or activities 
that are primarily financed and operated in a similar manner to private business enterprises. where the 
costs of providing goods or services to the general public is financed primarily through user charges. 

ti) Governmental Fmul Fi11ancial Statements 

The accompanying GFFS are composed of: (I) the balance sheet - governmental funds and (2) the 
statement of revenues. expenditures and changes in fund balances - governmental funds. These financial 
statements report the financial position and results operations of the Municipality·s governmental funds 
by presenting sources. uses, and balances of current financial resources. Some of these financial 
statements have a budgetary orientation and focus primarily on: (I) the Municipality·s major funds. as 
defined below. (2) the fiscal accountability, and (3) the individual parts of the Municipality·s 
government. Fiscal accountability represents the Municipality's responsibility to justify that its actions in 
the current year have complied with public decisions concerning the raising and spending of public 
moneys 111 the short term (one fiscal year). 
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Each governmental fund is considered an independent fiscal entity accounted for within a set of self
balancing accounts that comprise its assets. liabilities, fund equity or deficit, revenue, and expenditures. 
The accompanying GFFS segregate governmental funds according to their intended purpose and are used 
in demonstrating compliance with legal. financial. and contractual provisions. The minimum number of 
governmental funds is maintained consistent with legal and self-imposed managerial requirements 
estahlished by the Municipality. For financial reporting purposes, the Municipality classifies its 
governmental funds within the following categories: 

• Ge11era/ f1111d - The general fund is the Municipality"s main operating and major fund, as defined 
below. used to account for all financial resources and governmental activities. except for financial 
resources required to be accounted for in another fund. It is presumed that the Municipality' s 
governmental activities have been reported in the general fund except for transactions for which one 
of the following compelling reasons has required the use of another fund: (I) legal requirements. (2) 
GAAP requirements, or (3) the demands of sound financial administration requiring the use of a 
governmental fund other than the general fund. 

• Special revenue fund-; - The special revenue funds are Major funds. as defined below. used by the 
Municipality to account for revenues derived from grants or other revenue sources (other than major 
capital projects) that are either self-restricted by the Municipality or legally restricted by outside 
parties for use in specific purposes. The uses and limitations of each special revenue fund are 
specified by municipal ordinances or federal and state statutes. However. resources restricted to 
expenditure for purposes normally financed from the general fund are reported in the Municipality's 
general fund, providing that all applicable legal requirements are appropriately satisfied. In this case. 
a special revenue fund to account for such kind of transactions will be used only if legally mandated. 

• Debt service ftmd - The debt service fund is a Non-major fund. as defined below. used by the 
Municipality to account for the accumulation of resources for, and the payment of. principal and 
interest for: (I) bonds and notes for which debt service payments are legally mandated to be 
accounted for in a debt service fund. and/or (2) general long-term debt for which the Municipality is 
being accumulating financial resources in advance. to pay principal and interest payments maturing 
in future years. Principal and accrued interest due on July I of the following fiscal year related to 
long-term debt for which debt service payments are accounted for in the debt service fund. are 
recorded as debt service fund"s liabilities at June 30. if resources are available at June 30 for its 
payment. 

General long-tenn debts for which debt service payments do not involve the advance accumulation 
of resources (such as obligations under capital leases. compensated absences. claims and judgments, 
and notes payable, among others) are accounted for in the accompanying statement of net assets. The 
debt service payments of such debts are generally accounted for in the general fund. 

• Capital projects f11mltt - Capital projects funds are major and non-major funds. as defined below. 
used to account for the financial resources used in the acquisition or construction of major capital 
facilities. other assets, and permanent improvements. Significant capital outlays financed from 
general obligation bond proceeds are accounted for also in the capital pr~jects funds. 
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The use of the capital projects funds has been reserved for major capital acquisitions or construction 
activities that would distort financial resources trend data if not reported separately from the other 
Municipality·s operating activities. The routine purchases of minor capitalizable assets (such as certain 
vehicles and other minor capital assets) have been reported in the fund from which financial resources 
were used for the purchase. 

Prior to GASB No. 34. the Municipality was required to report governmental fund financial statements 
that presented a single aggregated column for each fund type. Each column presented the combined total 
of all funds of a particular type. Fund types are no longer the focus of the accompanying governmental 
fund financial statements. Under GASB No. 34, the focus of the governmental fund financial statements 
is on major funds. which generally represent the Municipality' s most important funds. Accordingly. the 
Municipality is required to segregate governmental funds among major and non-major within the 
governmental fund financial statements. Major individual governmental funds are reported individually 
as separate columns in the governmental fund financial statements, while data from all non-major 
governmental funds are aggregated into a single column, regardless of fund type. 

By definition, the Municipality's general fund is always considered a major governmental fund for 
financial reporting purposes. In addition, any other fund is considered a major fund for financial 
reporting purposes if its total assets, liabilities, revenues or expenditures of that individual governmental 
fund are at least I 0 percent of the corresponding element total (assets, liabilities. revenues or 
expenditures) for all governmental funds. For the purposes of applying the aforementioned major fund 
criteria. no eliminations of interfund balances have been made. Total revenues for these purposes means 
all revenues. including operating and non-operating revenues (net of allowances), except for other 
financing sources. Total expenditures for these purposes mean all expenditures, including operating and 
non-operating expenditures, except for other financing uses. 

Based on the aforementioned criteria. the Municipality•s major governmental funds reported in the 
accompanying governmental fund financial statements are: (I) the general fund, (2) the state legislative 
joint resolutions fund. and (3) Head Start fund. 

The state legislative joint resolutions fund is a major fund used to account for financial resources derived 
from capital and operating grants awarded each year by the Commonwealth·s Senate and House of 
Representatives (the Commonwealth ·s Legislature). The purpose of the amounts awarded by the 
Commonwealth ·s Legislature vary from year to year. but are generally restricted to (I) partially subsidy 
certain qualifying administrative and operational activities of the Municipality. (2) provide specific 
multipurpose services to citizens. and (3) finance the acquisition or construction of capital assets 
approved by the Commonwealth 's Legislature. 

The I-lead Start fund is a major fund used to account for financial resources derived from Federal grants 
from the Administration for Children and Families of the United States Department of I-lea Ith and Murnan 
Services related to I-lead Start and Early Head Start Programs. The purpose of the amounts awarded by 
the Grantor is restricted to (I) provide specific services to eligible participants. 
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e) Measurement Focus and Basis of Accounting 

Government-wide financial statements - The accompanying GWFS are prepared using the economic 
resources measurement focus and the accrual basis of accounting. Subject to the additional rules and 
limitations detailed below. revenues (including interest income) are generally recorded when earned and 
expenses are generally recorded when a liability is incurred. regardless of the timing of related cash 
flows. 

All revenues. expenses, gains, losses, assets, and liabilities resulting from exchange and exchange-like 
transactions are generally recorded when the exchange takes place. In exchange transactions. each party 
to the transaction receives and gives up essentially equal values. 

An exchange-like transaction is one in which there is an identifiable exchange and the values exchanged, 
though related. may not be quite equal. Nevertheless. the exchange characteristics of the exchange-like 
transaction are strong enough to justify treating it as an exchange for accounting purposes (examples 
include fees for licenses and permits. charges for services. and miscellaneous revenues, which are 
recorded as revenues when collected because they are generally not measurable until actually received). 

All revenues. expenses. gains. losses and assets resulting from non-exchange transactions are recorded 
using the criteria set forth by GASB Statement No. 33, AccounJin/,! and Financial ReportinK for Non
exchange Transactions (GASB No. 33), which the Municipality adopted on July I. 2003. GASB No. 33 
established accounting and reporting standards for non-exchange transactions involving cash and 
financial or capital resources (for example, most taxes, grants. and private donations). In a non-exchange 
transaction. the Municipality gives (or receives) value without directly receiving (or giving) equal value 
in return. This is different from an exchange transaction, in which each party receives and gives up 
essentially equal values. According to GASB No. 33. the Municipality groups its non-exchange 
transactions into the following four classes in the accompanying basic financial statements: (a) derived 
tax revenues. (b) imposed non-exchange revenues. (c) government mandated non-exchange transactions. 
and ( d) voluntary non-exchange transactions. 

In the case of derived tax revenue transactions (such as municipal license taxes), which result from 
assessments the Municipality places on exchange transactions, receivables and revenues are recorded 
when the underlying exchange has occurred (that generally is. when the taxpayers· net sales or revenues 
su~ject to tax take place). 

In the case of imposed non-exchange revenue transactions (such as property taxes). which result from 
assessments made by the Municipality on nongovernmental entities, including individuals. other than 
assessments on exchange transactions. receivables are generally recorded in the period when an 
enforceable legal claim has arisen. Property taxes are generally recorded as revenues (net of amounts 
considered not collectible) in the period when resources are required to be used or the first period that the 
use of the resources is permitted. 

<.1overnmcnt-mandated non-exchange transactions (such as grants and contributions) result when a 
government at one level (such as the federal or state government) provides resources to another 
government (such as the Municipality). and the provider government requires the recipient government to 
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use those resources for a specific purpose or purposes established in the provider's enabling legislation. 
In these types of transactions, receivables. and revenues are generally recorded as follows: 

• For reimbursement-type (commonly known as "expenditure-driven awards"). receivables and 
revenues are recorded when all eligibility requirements imposed by the provider have been met. 
The Municipality must expend resources on the specific purpose or project before the provider 
reimburses any amounts. Revenue is, therefore, generally recognized as qualifying reimbursable 
expenditures are incurred. 

• For other types of grants (mainly grants and contributions with purpose restrictions but with no 
time requirements), receivables and revenues are recorded when all applicable eligibility 
requirements are met. When the provider is a government (including the government of the 
United States of America) the applicable recognition period for both, the provider and the 
recipient, is the provider's fiscal year and begins on the first day of that year. 

Voluntary non-exchange transactions (such as donations, certain grants, and entitlements) result from 
legislative or contractual agreements, other than exchanges, entered into willingly by two or more parties. 
In these types of transactions, receivables and revenues are generally accounted for in the same manner 
as government-mandated non-exchange transactions discussed above. 

Receipts of any type of revenue sources collected in advance for use in the following period are recorded 
as deferred revenues. 

Events that are neither exchange nor non-exchange transactions are recorded when it is probable that a 
loss has been incurred and the amount of loss is reasonably estimable. 

The measurement focus and the basis of accounting used in the accompanying GWFS differ significantly 
from the measurement focus and basis of accounting used in the preparation of the accompanying GFFS. 
Therefore. the accompanying GFFS include reconciliations to better identify the relationship between the 
GWFS and the GFFS. 

Governmental fund financial statements - The accompanying OFFS are reported using the current 
financial resources measurement focus and the modified accrual basis of accounting. Revenues are 
generally recognized as soon as they are both measurable and available. Revenues are generally 
considered to be available when they are collectible within the current year or soon enough thereafter to 
pay liabilities of the current year. For this purpose. the Municipality considers most revenues to be 
available if collected within 90 days after June 30. 2005. except for property taxes for which the 
availability period is 60 days. Revenue sources not meeting this availability criterion or collected in 
advance are recorded as deferred revenues at June 30. 2005. The principal revenue sources considered 
susceptible to accrual include property taxes, municipal license taxes. intergovernmental grants and 
contributions and interest income. These principal revenue sources meet both measurability and 
availability criteria in the accompanying GFFS. except for amounts recorded as deferred re venues. 

In a manner similar to the GWFS. but su~ject to and limited by the availability criteria discussed above. 
all revenues. expenses. gains. losses. assets. and liabilities resulting from exchange and exchange-like 
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transactions are also generally recorded when the exchange takes place. Accordingly, fees for licenses 
and permits. charges for services and miscellaneous revenues are recorded as revenues when collected 
because they are generally not measurable until actually received. 

All revenues, expenses, gains. losses, and assets resulting from non-exchange transactions are recorded in 
a similar manner to the GWFS. using the previously discussed criteria set forth by GASB No. 33 for non
exchange transactions. but subject to and limited by the availability criteria discussed above. 
Accordingly. municipal license tax receivables and revenues are generally recorded when the underlying 
exchange has occurred. Property tax receivables are also generally recorded in the period when an 
enforceable legal claim has arisen while property tax revenues (net of amounts considered not collectible) 
are also generally recorded in the period when resources are required to be used or the first period that 
the use of the resources is pennitted. Receivables and revenues from reimbursement-type grants, 
contributions. donations, and entitlements are also generally recorded as qualifying reimbursable 
expenditures are incurred, while receivables and revenues from other types of grants are recorded when 
all eligibility requirements imposed by the provider have been met. 

Interest income is recorded when earned only if collected within 90 days after year-end since these would 
be considered both measurable and available. 

As previously discussed. on July I. 2003, the Municipality adopted the provisions of GASB 
Interpretation No. 6, Recognition and Measuremem qf Certain liabilities and Expenditures in 
Gm•ernmental Fund Financial Statements (GASBI No. 6). which modifies the recognition criteria for 
certain expenditures and liabilities reported under the modified accrual basis of accounting and clarifies a 
number of situations in which the Municipality should distinguish between governmental fund liabilities 
and general long-term liabilities. 

Pursuant to the provisions of GASBI No. 6. in the absence of an applicable accrual modification, 
governmental fund liabilities and expenditures should be accrued. Liabilities that governments normally 
pay in a timely manner and in full from expendable available financial resources (for example. salaries. 
and utilities) should be recognized when incurred, without regard to the extent to which resources are 
currently available to liquidate the liability. 

Modifications to the accrual basis of accounting include: 

• Employees· accumulated vacation. sick leave. and compensatory time (compensated absences) are 
recorded as expenditures when consumed. The amount of the unpaid compensated ahsences has 
been reported only in the accompanying statements of net assets. 

• Principal and interest on bonds and notes payable are recorded when they mature (when payment is 
due). except for principal and interest due in July I of the following fiscal year. which arc recorded 
when resources are available in the debt service fund (generally June 30). 

• Obligations under capital leases, amounts subject to claims and judgments under litigation and other 
long-term obligations are recorded only when they mature (when payment is due). 
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• Accounts payable and accrued liabilities not expected to be liquidated with available and expendable 
financial resources are recorded in the accompanying statement of net assets but not in the 
governmental funds. 

• Execute purchase orders and contracts are recorded as a reservation of fund balance in the GFFS. 

Liabilities outside the bounds of these exceptions or modifications are reported as govemmental fund 
liabilities when incurred (including salaries, professional services, supplies, utilities, etc.) since these 
liabilities normally are paid in a timely manner and in full from current financial resources. 

The measurement focus of the GFFS is on decreases in net financial resources (expenditures) rather than 
expenses. Most expenditures are measurable and are recorded when the related governmental fund 
liability is incurred. Allocation of costs. such as depreciation and amortization. are recorded in the 
accompanying statement of activities. but are not recorded in the accompanying GFFS. 

Under the new financial reporting model established by GASB No. 34, all general capital assets and the 
unmatured long-term liabilities (determined using the modified accrual basis of accounting) are no longer 
reported in account groups within the governmental fund balance sheet but are incorporated into the 
accompanying statement of net assets since July I. 2003. 

.fi Steward~l1ip, Compliance, and Accountability 

Budgetary Control 

According to the Autonomous Municipalities Act of the Commonwealth of Puerto Rico, the Mayor and 
its Administrative Cabinet prepare annual budgets each fiscal year for the Municipality's general fund and 
debt service fund. Such legally adopted budgets are based on expected expenditures by program and 
estimated resources by source for both funds. The annual budgets are developed using elements of 
performance-based program budgeting and zero-based budgeting. and include estimates of revenues and 
other resources for the ensuing fiscal year under laws and regulations existing at the time the budget is 
prepared. 

The Mayor must submit an annual budgetary resolution project (the Project) to the Commissioner of 
Municipal Affairs of Puerto Rico (the Commissioner) and the Municipal Legislature no later than each 
May I 0 and May 15. respectively. The Commissioner preliminary verifies that the Prqject complies with 
all the applicable laws and regulations and may provide comments and suggestions to the Mayor on or 
before each .lune 13. 
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The Municipal Legislature has 10 business days. up to June 13. to discuss and approve d1e Project with 
modifications. The Municipal Legislature may amend the budgets submitted by the Mayor but may not 
increase any items so far to cause a deficit without imposing taxes or identifying other sources of revenue 
to cover such deficit. After the Municipal Legislature modifies and preliminarily approves the Project. 
the modified Project is sent back to the Mayor for his approval or rejection within 6 days. The Mayor 
may decrease or eliminate any line item but may not increase or insert any new line item in the budgets. 
The Mayor may also veto the budgets in their entirety and return its to the Municipal Legislature with his 
objections. If the Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or 
reject the recommendations or objections of the Mayor. The approved Project is sent again to the Mayor, 
which then would have 3 days to sign and approve it. 

If the budgets are not adopted prior to the end of the deadlines referred to above, the annual budgets for 
the preceding fiscal year, as approved by the Legislature and the Mayor, are automatically renewed for 
the ensuing fiscal year until the Municipal Legislature and the Mayor approve new budgets. This pennits 
the Municipality to continue making payments for its operations and other purposes until the new budgets 
are approved. 

The annual budgets may be updated for any estimate revisions as well as year-end encumbrances and 
may include any additional infonnation requested by the Municipal Legislature. The Mayor may request 
subsequent amendments to the approved budgets. which are subject to the approval of the Municipal 
Legislature. 

The Municipality"s Department of Finance and Budget has the responsibility to ensure that budgetary 
spending control is maintained. For day-to-day management control, expenditures plus encumbrances 
may not exceed budgeted amounts at the expenditure-type level of each cost center (activity within a 
program within a fund). The Mayor may transfer unencumbered appropriations within programs within 
funds. The Municipal Legislature may transfer amounts among programs within and among funds. 

The legal level of budgetary control (i.e .• the level at which expenditures may not legally exceed 
appropriation) is at the functions/program level (general government, urban and economic development. 
public safety, health and sanitation, culture, recreation and education. and public housing and welfare) 
within a fund. 

Under the laws and regulations of the Commonwealth. the appropriations made for any fiscal year shall 
not exceed the total revenue. including available surplus. estimated for said fiscal year unless the 
imposition of taxes sufficient to cover said appropriations is provided. 
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The Municipality·s annual budgets are prepared under the budgetary (statutory) basis of accounting. 
which is not in accordance with GAAP. 

Under the budgetary basis of accounting, revenue is generally recognized when cash is received. Short
term and long-term borrowings may be used to finance budgetary excess of expenditures over revenues. 

The Municipality uses encumbrance accounting to record the full amount of purchase orders, contracts 
and other commitments of appropriated resources as deductions from the appropriation prior to actual 
expenditure. In the governmental funds, encumbrance accounting is a significant aspect of budgetary 
control. Accordingly, expenditures are generally recorded when the related expenditure is incurred or 
encumbered. Available appropriations and encumbrances are established to lapse one year after the end 
of the fiscal year. Amounts required to settle claims and judgments against the Municipality, and certain 
other liabilities. are not recognized until they are encumbered or otherwise processed for payment. 
Unencumbered appropriations and encumbrances lapse at year-end. Other appropriations. mainly capital 
projects appropriations, are continuing accounts for which the Municipal Legislature has authorized that 
an unspent balance from the prior year be carried forward and made available for current spending. 

The accompanying budgetary comparison schedule provides information about the general fund's original 
budget, the amendments made to such budget, and the actual general fund's results of operations under 
the budgetary basis of accounting for the fiscal year ended June 30, 2005. Further details of the 
Municipality's budgetary control at the legal level may be obtained from the Budgetary Liquidation 
Report for the fiscal year ended June 30. 2005. Copies of that report may be obtained by writing to the 
Municipality's Director of Finance and Budget. 

Accounting principles applied for purposes of developing data on a budgetary basis differ significantly 
from those used to present the governmental fund financial statements in conformity with GAAP. 
Accordingly. the accompanying budgetary comparison schedule is accompanied by a reconciliation of the 
differences between the budgetary basis and GAAP actual amounts. 

The Municipality does not legally adopt budgets for the state legislative joint resolutions capital fund. 
The financial resources received by these funds are not subject to budgeting by the Municipality since the 
resources received each year from the respective grantors varies from year to year. and the respective 
amounts are granted at their discretion. 

34 



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

I 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

g) Unrestrictetl and Restricted Deposits 

The Municipality·s deposits are composed of cash on hand. demand deposits, and cash equivalents in: (I) 
commercial banks. (2) the Government Development Bank for Puerto Rico (GOB), a governmental bank 
and a major component unit of the Commonwealth. who is statutorily designated as fiscal agent of the 
Municipality, and (3) the Municipal Revenue Collection Center (CRIM. by its Spanish acronyms). a 
govemmental entity responsible for the imposition and collection of property taxes 011 behalf of all 
municipalities of Puerto Rico. 

The Municipality follows the practice of pooling cash. The balance in the pooled cash account is 
available to meet current operating requirements. Under the laws and regulations of the Commonwealth, 
public funds deposited by the Municipality in commercial banks must be fully collateralized for the 
amounts deposited in excess of the federal depository insurance generally provided by the Federal 
Deposits Insurance Corporation (FDIC). All securities pledged as collateral are held by agents designated 
by the Secretary of the Treasury of the Commonwealth, but not in the Municipality's name. 

Restricted assets include cash and cash equivalents in commercial banks. GOB and CRIM. These cash 
balances are classified as restricted assets since its use is limited for the specified purposes discussed 
below. which are established by applicable agreements or required by Jaw. 

Restricted cash with fiscal agent in the general and debt service funds represent property tax collections 
which are retained and restricted for the payment of the Municipality·s debt service, as established by 
law. Restricted cash in fiscal agent in other governmental funds consists of unspent proceeds of bonds 
and notes. and the balance of interest and non-interest bearing accounts which are restricted for: (I) the 
acquisition. construction or improvement of major capital assets and the operations of federal and state 
funded programs. 

Restricted cash includes cash equivalents amounting to $2,523,228 at June 30, 2005. consisting of 
certificates of deposit with original maturities of three months or less. These cash equivalents are 
recorded in the state legislative joint resolutions fund, consequently. are restricted for use in specific 
activities accounted for in such fund. 

It) U11re.<ttrictetl mu/ Restricted Accounts and Note.<t Receivable 

In the accompanying GWFS. receivables consist of all revenues earned but not collected at June 30. 
2005. Major receivable balances for the governmental activities include property taxes and 
intergovernmental receivables. 

Tax receivables in the general fund represent uncollected property taxes. Restricted tax receivables in the 
debt service fund consist of uncollected property taxes. which are restricted for the payment of the 
Municipality's debt service. as established by law. 

Intergovernmental receivables are composed of: (I) amounts owed to the Municipality for reimbursement 
of expenditures incurred pursuant to federal and state funded programs (recorded in the general fund. 
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special revenue funds and capital project funds), and (2) contributions in lieu of taxes from the Puerto 
Rico Electric Power Authority, recorded in the general fund. 

These accounts receivables are stated net of estimated allowances for uncollectible accounts. which are 
determined. based upon past collection experience. historical trends, current economic conditions, and 
the periodic aging of accounts receivable. 

Activities among funds that are representative of lending/borrowing arrangements outstanding at the end 
of the fiscal year are referred to as either "due to/from 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 between funds are reported as "due to/from other funds''. Advances between funds, 
as reported in the GFFS, are offset by a fund balance reserve account in applicable governmental funds to 
indicate that they are not available for appropriation and are not expendable available financial resources. 

i) lnve11tories a11d Otlter Current Assets 

Inventories and other current assets consist of materials, supplies, food, and medicine inventories held for 
consumption. and prepaid costs. Generally, inventories and other current assets are capitalized 
(consumption method). Inventories are stated at cost using the first-in. first-out method (FIFO). 

j) Capital Assets 

Capital assets used in governmental activities include land and land improvements, buildings, structures 
and building improvements, machinery and equipment. furniture and fixtures. licensed vehicles. 
construction in progress. and infrastructure. These assets are capitalized and reported in the 
accompanying statement of net assets. Infrastructure assets are generally stationary in nature and include 
roads. bridges. streets and sidewalks. drainage systems, and other similar assets. 

The Municipality defines capital assets as assets with an individual cost of $500 or more at the date of 
acquisition or construction. and with useful lives extending beyond one year. All assets with individual 
costs under $500 or with useful lives not exceeding one year, are charged directly to expense in the 
accompanying statement of activities. In the governmental funds. all capital assets are recorded as 
expenditures. 

In the statement of net assets. all capital assets are recorded at cost or estimated historical cost if actual 
cost was unavailable. except for donated capital assets. which are recorded at their estimated fair value at 
the date of donation. Estimated historical costs based on deflated current costs were used to value a 
significant portion of the infrastructure and certain land. buildings, structures and building improvements 
constructed or acquired prior to June 30. 2003. The method to denate the current costs using an 
approximate price index was used only in the case of certain items for which their historical cost 
documentation was not available. Actual historical costs were used to value the infrastructure. land, 
building. structures, building improvements. construction in progress. machinery and equipment. and 
lrccnsed vehicles constmcted or acqu ired during or after the year ended June JO. 2004. 

36 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

Major outlays for capital assets and improvements are capitalized in the statement of net assets as 
pr~jects are constructed. The costs of normal maintenance and repairs that do not add value to the asset 
or materially extend capital asset lives are not capitalized. 

Depreciation and amortization expense is recorded only in the government-wide statement of activities. 
However. there is no depreciation or amortization recorded for land and construction-in-progress. 
Depreciable capital assets are generally depreciated or amortized over their estimated useful lives under 
the straight - line method, except for machinery and equipment held under capital leases which is 
depreciated over the shorter of its estimated useful life or the lease term. The estimated useful lives of 
major capital asset categories are: 

Land improvements 

Buildings. structures and building improvements 

Infrastructure 

Licensed vehicles 

Furniture and fixtures 

Machinery and equipment. excluding those 

held under capital leases 

20 

30 to 50 

20 to 50 

8 

5 to 20 

5 to 20 

Depreciation and amortization expense on capital assets are recorded as direct expenses of the 
function/program specifically identified with the asset. Depreciation and amortization of infrastructure is 
not allocated to various functions/programs but reported as direct expenses of the urban and economic 
development function. 
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The Municipality reports deferred revenue on its GFFS and GWFS. In the GFFS. deferred revenue arises 
when: 

• Potential revenue does not meet both the "measurable' ' and ''available" criteria for revenue 
recognition in the current period. As previously discussed. available is defined as due (or past due) at 
June 30. and collected within 90 days (60 days for property taxes) thereafter to pay obligations due at 
June 30. or, 

• The Municipality receives resources before it has a legal claim to them. In subsequent periods, when 
the revenue recognition criterion is met, the liability for deferred revenue is removed and revenue is 
recognized. 

Deferred revenues at the government-wide level arise only when the Municipality receives resources 
before it has a legal claim to them. 

I) Compemmted Absences 

Compensated absences are accounted for under the provisions of Statement No. 16. Acc:mmtin~ for 
Compensated Absences. issued by GASB (GASB No. 16). Compensated absences include paid time off 
made available to employees in connection with vacation. sick leave and compensatory time. The 
liability for compensated absences recorded in the accompanying statement of net assets is limited to 
leave that: (I) is attributable to services already rendered on or before June 30, 2005. and (2) is not 
contingent on a specific event (such as illness) that is outside the control of the Municipality and the 
employee. The liability for compensated absences includes salary-related costs. which are directly and 
incrementally related to the amount of salary paid to the employee (such as employer's share of social 
security taxes and medicare taxes). 

The vacation policy of the Municipality is established by law and provides for the accumulation of 
regular vacations at a rate of 2.5 days per month (30 days per year) per employee. Employees 
accumulate regular sick leave at a rate of 1.5 days per month ( 18 days per year). Employees accumulate 
compensatory time at a rate of 1.5 times the overtime worked . All vacation and sick leave days 
accumulated by employees in excess of 30 days and 90 days. respectively. are paid to employees each 
year. if not consumed. as required by law. In the case of compensatory time. the excess of 240 hours is 
paid to employees each year. if not consumed. 

Upon termination of employment, an employee receives compensation for all accumulated unpaid 
regular vacation leave at the current rate. In the case of regular sick leave, if the employee terminates his 
or her employment with the Municipality before reaching I 0 years of services, such regular sick leave is 
not paid to the employee, if not consumed. Upon tennination of employment. an employee docs not 
receive compensation for compensatory time. if not consumed. After I 0 years of services any regular 
sick leave balance is paid to the employee. Accumulated vacation time is fully vested to the employee at 
any time. 
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The liability for compensated absences is reported in the statement of net assets. A liability for 
compensated absences is reported in the GFFS only if they have matured, for example. as a result of 
employee resignations and retirements. 

m) Lmtg-term Debt 

The long-term liabilities reported in the accompanying statements of net assets include the Municipality's 
bonds. notes, obligation under capital leases, compensated absences, and legal claims and judgments. 

All long-term debt to be repaid from governmental resources is reported as liabilities in the 
accompanying statement of net assets. Principal and interest payments on bonds due in July I of the 
following fiscal year are recorded as fund liabilities in the GFFS when resources are available in the debt 
service fund (generally at June 30). In the GFFS, the face amount of debt issued is reported as other 
financing sources when issued. 

On July I. 2003, the Municipality adopted the prov1s1ons of APB Opinion No. 2 I, Interest 011 

Receivables and Payables (APB No. 21 ). to account for certain non-interest bearing notes payable to: (I) 
CRIM. a discretely presented component unit of the Commonwealth, and (2) Puerto Rico Treasury 
Department. an agency (governmental unit) of the primary government of the Commonwealth. 

According to APB No. 21, the Municipality has recorded such notes at present value with an imputed 
interest rate that approximates the rate that would have been used, using the same terms and conditions. if 
it had been negotiated by an independent lender. In the accompanying statement of net assets, such notes 
payable are reported net of the applicable unamortized discount. which is the difference between the 
present value and the face amount of the notes. 

11) Accou11ting for Pension Costs 

For the purpose of applying the requirements of GASB Statement No. 27. Accounting for Pensions by 
State and Local Government Employers (GASB No. 27), the Commonwealth of Puerto Rico is 
considered to be the sponsor of the Employees' Retirement System of the Government of Puerto Rico 
and its Instrumentalities (ERS) and System 2000, the two retirement systems in which the employees of 
the Municipality participate. Accordingly, the Municipality is considered a participant and not a sponsor 
of these retirement systems since the majority of the participants in the aforementioned pension trust 
funds are part of the financial reporting entity of the Commonwealth. Accordingly. no portion of the net 
pension obligation (NPO) related to ERS has been allocated to the Municipality in the accompanying 
basic financial statements. The basic financial statements of the Commonwealth account for the total 
amount of the net pension obligation of ERS. including any amount that may be a !located to the 
Municipality. 

According to GASB No. 27. the Municipality accounts for pension costs from the standpoint of a 
participant in a multiple-employer cost-sharing plan. Accordingly. pension costs recognized in the 
accompanymg basic fi nancial statements are equal to lhe statutorily required contributions. with a 
liability recorded for any unpaid required contributions. 
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The Municipality carries commercial insurance covering casualty, theft, tort claims, and other losses. 
Insurance policies are negotiated by the Puerto Rico Treasury Department (the Treasury Department} on 
behalf of all municipalities of Puerto Rico. The Treasury Department pays the insurance premiums on 
behalf of the Municipality and then is reimbursed each year through monthly equal payments deducted 
from the Municipality's gross property tax collections made by CRIM. 

The Municipality carries insurance coverage for death and bodily rnJurres caused by automobile 
accidents. This insurance is obtained through the Automobile Accidents Compensation Administration 
(''ACAA". by its Spanish acronym), a discretely component unit of the Commonwealth. This insurance 
is compulsory for all licensed vehicles used on public roads and highways in Puerto Rico. The annual 
premium is $35 per licensed motor vehicle. which is paid directly to ACAA. 

The Municipality obtains workers' compensation insurance coverage through the State Insurance Fund 
Corporation ("FSE" by its Spanish acronym), a component unit of the Commonwealth. This insurance 
covers workers against injuries, disability or death because of work or employment-related accidents, or 
because of illness suffered as a consequence of their employment. Workers' compensation insurance 
premiums are also paid through monthly deductions made by CRIM from the Municipality's gross 
property tax collections. 

The Municipality obtains unemployment compensation. non-occupational disability. and drivers' 
insurance coverage for its employees through various insurance programs administered by the 
Commonwealth's Department of Labor and Human Resources (DOL}. These insurance programs cover 
workers against unemployment and provide supplementary insurance coverage for temporary disability, 
or death because of work or employment-related accidents or because of illness suffered as a 
consequence of their employment. Unemployment compensation, non-occupational disability and 
drivers' insurance premiums are paid directly to DOL on a quarterly basis. 

The Municipality also obtains medical insurance coverage for its employees. The current insurance 
policies have not been cancelled or terminated at June 30. 2005. In the past three years, the Municipality 
has not settled claims that exceeded insurance coverage. 

p) Resen1afio11s (JI Fund Balances 

Reservations of fund balances represent portions of fund balances that are legally segregated for specific 
future uses or are not appropriated for expenditure. The Municipality has the following types of 
reservations of fund balances: 

• E11c11111bra11ces - Represent future expenditures under purchase orders. contracts, and other 
commitments. These committed amounts represent reservations of unexpired appropriations and 
generally will become liabilities in future periods as the goods or services are received. 
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• Capital Projects - Represent the reservation of amounts to be used for future expenditures for capital 
projects under contracts and other commitments. These committed amounts generally will become 
liabilities in future periods as the projects are completed. 

• Debt Service - Represent fund balances available to finance future debt service payments. 

• Advances- Represent the reservation of resources set aside for long-term accounts, notes and 
interfund receivables, which are not considered current available financial resources. 

• /11ventories and otfler curre11t assets - Represent the reservation of resources set aside for 
inventories and prepaid costs. which are not considered current available financial resources. 

• Otfler Specified Purposes - Represent resources set aside for use in federal and state grant programs 
accounted for in the special revenue funds. 

q) b1terf uml Activities 

Pennanent reallocations of resources among the Municipality's funds are classified as interfund transfers. 
The Municipality has the following types of activities recorded among funds in the accompanying GFFS: 

• Operati11g Tra11sfers - Represent legally required transfers that are reported when incurred as 
"operating transfers-in" by the recipient fund and as "operating transfer-out" by the disbursing fund. 

• Intra-entity Activities - Represent transfers among funds that are reported as interfund transfers with 
receivables and payables presented as amounts due to and due from other funds. 

• Atlvances - Represent amounts advanced among funds, which are not considered to be currently 
available financial resources. 

In the GFFS. interfund activity has not been eliminated. as pennitted by GAAP. 

r) U.w! of E.r;timate.o; 

The preparation of the accompanying basic financial statements in conformity with GAAP requires 
management to make significant estimates and assumptions that affect the reported amounts of assets and 
liabilities and the disclosure of contingent assets and liabilities at the date of the basic financial 
statements. and the reported amounts of revenue and expenses during the reporting period. Actual results 
could differ from those estimates . 

• <t) Future Atloptian of Accou11ti11g Pronmmcements 

On November 18. 2003, the GASB issued its Statement No. 42 (GASB No. 42). Accou11ti11~ llllcl 
Fimmc:ial Reportinx for /111pair111e111 <?f Capital A.'i.'iel.'i and f<>r /11.'iura11ce Recm·erie.'i. This statement 
requires governments to report the effects of capital asset impairment in their financial statements. This 
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statement also requires all governments to account for insurance recoveries in the same manner. The 
provisions of GASB No. 40 are effective for the Municipality· s fiscal year commencing on July I. 2005. 

The Municipality's management has concluded that the future adoption of GASB Statement No. 42 will 
not have a significant impact on the Municipality's basic financial statements. 

2. DEPOSITS 

The Municipality maintains its deposits of cash in various commercial banks located in Puerto Rico. GOB. 
and CRIM. The balances deposited in commercial banks are insured by the Federal Deposit Insurance 
Corporation (" FDIC'') up to a maximum of$ 100,000 per depositor. 

Under the laws and regulations of the Commonwealth, public funds deposited in commercial banks must be 
fully collateralized for the amounts deposited in excess of federal depository insurance. All securities 
pledged as collateral are held by the agents of the Commonwealth's Secretary of the Treasury. in the 
Municipality's name. 

The Municipality's bank balance of deposits with financial institutions is categorized to provide an indication 
of the level of collateral risk assumed by the Municipality at June 30. 2005. Risk categories are described as 
follows: 

Category J: 

Category 2: 

Category 3: 

Deposit is insured or collateralized with securities held by the Secretary of 
the Treasury' agents in the Municipality·s name. 

Deposit is collateralized with securities held by pledging financial 
institution's trust department or agent in the Municipality's name. 

Deposit is uncollateralized: including any bank balance that is collateralized 
with securities held by the pledging financial institution or by its trust 
department or agent but not in the Municipality's name. 
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The carrying amount (book balance) of cash at June 30. 2005 consists of the following: 

joint 
General resolution Head Non major 

rund funds Start funds Totals 

l lnrcstriclcd (category I ): 
Cash in commercial hanks $ 202.857 $ $ $ 226.057 $ 428,914 

Restricted ( catcgol')' I ): 
Cush in commercial hanks 284.307 3117 342.929 627.623 

Restricted (category 3 ): 
Ca'lh in GDA or CRIM. as 
fiscal agents 148.416 1.560.135 1.708.551 

·1 oral deposits $ 351,273 $ 284,307 $ 387 $ 2,129,121 $ 2,765,088 

The Municipality's bank balances in commercial banks amounting to $1.056.537 at June 30. 2005 were fully 
collateralized (Category I}. The bank balance of deposits in GDB and CRIM. which is uninsured and 
uncollateralized (Category 3 ), amounted to$ I. 708,551 at June 30. 2005. 

3. MUNICIPAL LICENSE TAXES 

The Municipality is authorized by Law No. 81 to impose and collect municipal license taxes on all trade or 
business activities operated by any natural or legal person within the territorial area of Santa Isabel. This is a 
self-assessed tax generally based on the business volume measured by gross sales. The Municipality 
establishes the applicable tax rates. At June 30, 2005. the municipal tax rates imposed by the Municipality 
were 1.50% for financing institutions and 0.30% for other types of taxpayers. Any taxpayers that have lieen 
granted with partial tax exemptions under any of the incentive tax laws of the Commonwealth ultimately pay 
municipal license taxes at reduced tax rates, generally between 60% and 90% under standard rates. 

Each taxpayer must asses his/her corresponding municipal license tax by declaring his/her volume of 
business through a tax return to be tiled every April 15. based on the actual volume of business generated in 
the preceding calendar year. 

Taxpayers with a sales volume of $1 million or more must include audited financial statements with their tax 
returns. The tax can be paid by the taxpayer in two equal installments due on .luly IS a11d January 15. 
suhscquent to the filing of the declaration. 
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The first installment of the tax covers the six-month period ended December 31, subsequent to the filing date 
of the declaration. while the second installment of the tax covers the six-month period ended June 30 of the 
subsequent calendar year. If a taxpayer elects to pay the tax in full on the filing date of the declaration 
(generally April 15). a 5% discount is granted automatically on the total tax amount due. 

Any municipal license taxes collected in advance (that is, pertaining to a future period) are recorded as 
deferred revenues. Deferred municipal license tax revenues recorded in the accompanying GWFS and GFFS 
amounted to $736.360 at June 30, 2005, which represents municipal licenses collected in advance for the 
taxahle year 2005-2006. 

4. PROPERTY TAXES 

The Municipality is authorized by Law No. 81 to impose and collect personal and real property taxes. Under 
the laws and regulations of the Commonwealth. personal property taxes can be imposed to any natural or 
legal person that at January I of each year is engaged in trade or business and is the owner of personal 
property used in trade or business. 

Personal property taxes are self-assessed by taxpayers every year generally using the book value of personal 
property assets owned by the taxpayer at January I (assessment date) and reporting such taxable value 
through a personal property tax return filed on May 15, subsequent to the assessment date. The total personal 
property tax rate in force at June 30, 2005 was 6.53% (of which taxpayers pay 6.33% and 0.20% is 
reimbursed by the Department of Treasury). Real property taxes are assessed by CRIM. The assessment on 
real property is made every January I and is based on estimated current values of the property deflated to 
1957 market prices. The total real property tax rate in force at June 30. 2005 was 8.53% (of which 8.33% is 
paid hy taxpayers and 0.20% is also reimbursed by the Department of Treasury). 

Residential real property occupied by its owner is exempt by law from property taxes on the first $15,000 of 
the assessed value (at 1957 market prices). For such exempt amounts, the Department of Treasury assumes 
payment of the basic tax ( 4% and 6% for personal and real property. respectively) to the Municipality. except 
for property assessed of less than $3.500 (at 1957 market prices), for which no payment is made. 

CRIM is responsible for the billing and collections of real and personal property taxes on behalf of the 
Municipality. Prior to the beginning of each fiscal year. CRIM informs the Municipality of the estimated 
amount of property tax expected to be collected for the ensuing fiscal year. Throughout the year. CRIM 
advances funds to the Municipality based on the initial estimated collections. 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. This settlement has to be 
completed on a preliminary basis not later than each December 31. If CRIM remits to the Municipality 
property tax advances. which are less than the property tax actually collected. an additional property tax 
receivable is recorded at June 30. However. if advances exceed the amount actually collected by CRIM. an 
intergovernmental payable is recorded at June 30. 

I .aw No. 81 provides for the levy of an annual special tax of 1.03% of the nssec;sed vnluc of nll real and 
personal property not exonerated from taxation. Such special tax is levied and collected by CRIM. 
Collections of this special tax are remitted to the Commonwealth's debt service fund for payment of debt 
service on general obligations of the Commonwealth. 
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In addition. 1.50% of the total personal and real property taxes collected by CRIM is restricted for the 
Municipality's debt service requirements and is retained by GOB for such purposes. 

The Additional Lottery System of the Commonwealth (the "Additional Lottery'') is an operational unit 
reported as an enterprise fund of the Commonwealth, which currently operates several betting alternatives to 
the citizens of Puerto Rico. The Additional Lottery is required every year to distribute a portion of its excess 
of revenues over expenses as follows: 

i. Thirty five percent (35%) of its net earnings (defined as the excess of revenues over expenses less an 
amount earmarked for the Fund for Rent and Home Improvement Subsidy Program for the Low-Income 
Qualifying Elderly) is earmarked to the municipalities of the Commonwealth. of which a maximum of 
$26 million, on an annual basis, is distributed to the Municipal Equalization Fund held by CRIM to cover 
operating expenses and permanent improvements of the municipalities. 

11 . An additional amount not exceeding $16 million. on an annual basis, is distributed to the Municipal 
Equalization Fund. provided it is within the 35% corresponding to the municipalities of the 
Commonwealth. When the accumulated municipal appropriations from the municipalities' Puerto Rico 
Health Reform are covered up to June 30, 1997, these resources will be assigned to the Health Insurance 
Administration. a component unit of the Commonwealth. 

Total property tax receivable, net of an allowance for uncollectible accounts of $5,079,532 amounted to 
$1.483.917 at June 30, 2005. The composition of the property tax receivable and the related allowance for 
doubtful accounts is as follows: 

Property tax receivable 
Allowance for doubtful accounts 

Net property tax receivable 

Deferred (unavailable) property 
tax revenues in GFFS 
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$ 6.706.452 
5.079,532 

$ 1.626,920 

$ 1.483,917 
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June 30, 2005 

5. DUE FROM (TO) GOVERNMENTAL ENTITIES 

1. Amounts due from governmental entities as of June 30, 2005 follows: 

Puerto Rico Power Authority (PREPA) 
2004-2005 contribution in liue of taxes 

State Office of Commissioner of Municipal 
Affairs-CDBG 

US Department of Health and Human 
Services - Head Start 

State Administration for Child Care and 
Development (ACUDEN) - Child Care 
and Development Block Grant 

State Administration for Child Care and 
Development (ACUDEN)- Community 
Services Block Grant 

State Depatment of Labor- Law 52 
State Department of Education - Child and 

Adult Food Program 
Puerto Rico Department of Treasury -

Christmas bonus reimbursement 
State Police Department 

Total 

Commonwealth 
Entities 

$ 

$ 

647,984 

12,734 

94,209 
62,032 

816,959 $ 

Federal 
Government 

$ 

12.701 

155.393 

199.089 

28.558 

11.095 

406.836 

The amount due from Puerto Rico Department of Treasury - Christmas bonus ($94.209) and ($647.984) 
from PREPA are recorded as deferred revenues in the governmental funds statements (general fund) since is 
not available as required by modified accrual basis of accounting. 

46 



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

I 

6. 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

2. Amounts due to governmental entities as of June 30. 2005 follows: 

State Treasury Department 
State Retirement System Administration 
Internal Revenue Services 
Puerto Rico Water and Sewer Authotity 
State Department of Labor 
Commonwealth Employees Asociation 
State Office of Commissioner of Municipal Affairs 
State Public Service Commission 
State Solid Waste Administration 
State Treasury Department 
State Department of Recreation and Sports 
Puerto Rico General Services Administration 

Total 

INTERFUND BALANCES 

Governmental 
Entities 
$ 1.322,359 

1,052.863 
937,990 
5 19.952 
140,296 
129.705 
42, 180 
17.532 
14.610 
9,572 
4.310 

365 

$ 4,191.734 

On July I. 2003 the Municipality adopted the provisions of Statement No. 38. Certain Financial Statement 
Note Di.~c!osures. i.\·.~ued hy the Governmental Accounting Standard\· Board This statement requires the 
disclosure of the flow of resources between funds and to assess the collectibility of interfund balances. 
I nterfund balances at June 30, 2005 consisted of the following: 

Optr1tting tramftr~-0111: 

M;~j11r llmlls: 

( icncral fund 

Total 

Opl'ratini? transftrs·in: 

Nonmajor 
gonrnmtntal 

fund~ Total 

$ 179.!\00 s 179.500 -----
$ 179500 s 179.500 

The amount reported as interfund transfers were for debt service retirement ($174.500) and a match ing share 
contribution required by a federal grant ($5.000). 
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Dur to: 
Mujor funds: 

General fund 

COMMONWEALTH OF PUERTO RICO 
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Notes to Basic Financial Statements 
June 30, 2005 

Dur from: 
l\lajor fundi; 

Non-mnjor 
State leglslatlvr joint itovcrnmrntal 

General fund resolutions fund funds 

s s s M 
State legislulivejoint resolution funds 
I lead Start 137.540 

Non-major govcmmcntal runds 229.668 1.600 1.500 

Total s 367.208 s 1.600 s 1.564 

Tot11l 

s 64 

137.540 
232.768 

s J70.J72 

At June 30, 2005 all amounts due to among funds are considered collectible by the Municipality's 
management. 

Advances from: 
Major fonds 

State legislative joint 
Ad\'lnces to: General fund resolutions fund Total 

Major funds: 
(icncral lilnd $ s 1.876.252 $ 1.876.252 

Total $ $ 1.1176.252 $ 1.876.252 

The amounts payable to the State legislative joint resolutions fund represents loans made to the general fund 
to satisfy general fund cash flow needs. None of the balance is scheduled to be collected in the subsequent 
year. Therefore, at June 30, 2005 these amounts was reported in the fund financial statements as advances 
between funds. with and offset by a fund balance reserve account in the State legislative joint resolutions 
fund to indicate that they are not available for appropriation and are not expendable available financia l 
resources. 

7. CAPITAL ASSETS 

Capital asset activity for the year ended June 30. 2005. was as fo llows: 

Depreciation and amortization of capital assets were charged to functions/activities in the accompanying 
government-wide statement of activities as follows: 
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<:OS I U/\~IS : 

Cost basis or capital uscts. not suhjcct 
tn tlcprcciation and nmort izat ion: 

I.and 
Conslruction m progress 

I otul cost hasis of cnpital assets. not 
suh.icct to dcprecintion and amortization 

l."ust bas is of cup ital assets. suhjcet IO 

dcrrcciation and amortization: 
Buildin[!s. structures and huilding improvements 
Infrastructure 
I.and lmprovcmcn1s 
I. iccnsct.I vehicles 
11.fochincry and equipment 

Total cost hasis of capital nssets suhjcct 
to dcprcciol ion and amortization 

Totul cost has is of capital assets 

s 

s 

AC."_C,: 111\,1 1 11~/\_J·i:n DEPR ECIATION AND AMORTIZATION: 
n11ild111[!s. structures and huilding improvements S 
lnfr11struct11rc 

Balance 
at 

.June JO, 2004 

1.165.285 
2.163.7:?3 

3.329.008 

9.547.183 
1.918.270 

39.800 
1.536.663 

673.111 0 

13.715.731 
17.044.739 

Ba la nee 
al 

June JO, 2004 

1.437.485 
990,901 

285 

Addition ii/ 
inc re11ses 

1.900.211 

1.CJ00.211 

2.648.120 
482.376 

23.000 
22.481 
4.140 

J.180.117 
s 5.080.328 

Depreciation and 
J\ m ortlzallon 

EllptHC 

s 215.925 
59.354 

1.035 

Dlspo~als/ 
decreases 

s - $ 
(2.236.373) 

(2.236.373) 

s (2.236.373) s 

Rah1nce 
al 

.lune J O, 200S 

1.165.285 
1.827.561 

2.992.846 

12.l<J5.303 
2.400.646 

62.800 
1.559.149 
<>11.~50 

16.8<J5.848 
19.888.694 

Balance 
at 

Reeluslfieallon~ .lune J0,200~ 

$ $ 1.653.410 
1.050.255 

1.320 l.11nd lmprovcmcnls 
Licensed vehicles 126.723 7114.17) 9 I0.896 

45.323 Mm:hincry and cquipmcnl 252.1163 2911.186 
44R.3o0 Total accumulntcd t.lcprccintion and amortization ____ 3_.4_6_5_.7_0_7 ___ _ _ _______________ J_.9_1_4_J_lf>_7 

CAl'lrAI. J\SSFTS. NET 

I he tlcprcciation expense is dctnilcd ns follow: 

<icncrnl g.nvcrnmcnt 

l'uhlic safely 

W cll'arc and hnusmg. asssis tancc 

Cullurc rccrca linn nnd education 

llcallh and snnitution 

lfrhan and econ nm ic t.lcvcl11r1111c111 

I olal dcprcctnlion ;tnd anwr111ation expense 

$ 13.579.032 $ 

$ 
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l~.974.627 

15.'>JO 

49.758 

K. 100 

:! () J. ') J () 

Q.()90 

161.552 
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MUNICIPALITY OF SANT A ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

8. EMPLOYEES RETIREMENT SYSTEM 

The Municipality' s employees participate in the Employees' Retirement System of the Government of Puerto 
Rico and its instrumentalities (the "System"). The System is the administrator of a multi-employer cost
sharing (as related to the Municipality' s reporting entity) defined pension plan established by the 
Commonwealth. The System was created under Act. No. 44 7 approved on May 15. 1951. as amended, and 
became effective on January I, 1952. The System covers all regular employees of the Commonwealth and its 
instrumentalities, the Municipality and other municipalities of the Commonwealth. 

The System is independent, thus assets may not be transferred to another system or used for any purpose 
other than to benefit each system's participants. The System issues financial reports that include its basic 
financial statements and required supplementary infonnation for each of them, including required six-year 
trend information. Those reports may be obtained by writing to the administrator of the System. 

The System provides for retirement, death and disability benefits. Death and disability retirement benefits 
are available to members for occupational and non-occupational death and disabilities. Retirement benefits 
depend upon age at retirement and number of years of credited service. Benefits vest after 10 years of plan 
participation. 

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 minimum of $200 per 
month and a maximum of 75 percent of the average compensation. 

On September 24. 1999, an amendment to Act No. 44 7 of May 15, 1951 , which created the System, was 
enacted with the purpose of establishing a new pension system ("System 2000''). System 2000 became 
effective on January I, 2000. Employees participating in the current system as of December 31. 1999, had 
the option to either stay in the defined benefit plan or transfer to the new program. Persons joining the 
govemment on or after January 1. 2000. are the only required becoming members of System 2000. 

System 2000 is a hybrid defined contribution plan. also known as cash balance plan. Under this new plan. 
there is a pool of pension assets, which will are invested by the System. together with those of the current 
defined benefit plan. The Commonwealth and the Municipality will not guarantee benefits at retirement age. 
The annuity will be based on a formula which assumes that each year the employees· contribution (with a 
minimum of 8.275 percent of the employees· salary up to a maximum of I 0.00 percent) will be invested in an 
account which will either: ( 1) earn a fixed rate based on the two-year Constant Maturity U.S. Treasury Note: 
(2) earn a rate equal to 75 percent of the return of the System 2000"s investment portfolio (net of 
management fees): or (3) eam a combination of both alternatives. Participants receive periodic account 
statements similar to those of defined contribution plans showing their accrued balances. 

Disability pensions are not being granted under System 2000. The employer' s contributions (9.275 percent 
of the employees· salary which is applicable to the Municipality) will be used to fund the current plan. 

System 2000 reduced the retirement age from 65 years to 60 for those employees who joined the current plan 
on or later January I. 2000. 
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Contribution requirements are established by law and are as follows: 

Municipality 
Employees: 
Hired on or before March 3 1. 1990 

Hired on or after April I, 1990 

9.27S% of gross salary 

S.77S% of gross salary up to $6.600 
8.27S of gross salary over $6.600 
8.27S% of gross salary 

On August 12. 2000, Act No. 174 was approved to allow certain participants of the ERS to be eligible for 
early retirement upon attaining at least age SS with 25 years of service. provided they made their election on 
or before April I, 2001. Those who elected early retirement under this law will receive monthly benefits of 
7S percent (if 2S or more year of service and S5, or 30 or more years or services and age 50) or benefits of 6S 
percent (if 25 years of service by less than age 55) of their average compensation which is computed based 
on the highest 36 months of compensation recognized by the System. In these cases. the employer (including 
the Municipality) is responsible for contributing to the System the amount needed to cover the benefit 
payments and employer contribution with respect to the participants covered until the participants reaches the 
normal retirement age. 

Historically. the Commonwealth has reported the System as a single-employer plan (as relates only to the 
financial reporting entity of the Commonwealth) in its comprehensive annual financial report. Accordingly. 
any actuarial deficiency that may exist or arise related to the Municipality's participating employees will be 
assumed by the Commonwealth since the System does not allocate any actuarial deficiencies pertaining to 
municipal employees participating in the System. The Municipality is only required by law to make statutory 
contributions in the rates mentioned above. As a result, no net pension obligation nor net pension asset that 
may be allocable to the 

Municipality's participating employees, if any, has been recorded m the accompanying basic financial 
statements. 

The Municipality's actual contributions for the current year. which are equal to the statutory required 
contributions. are as follows: 

Fiscal year 
ended June 30, 

200S 

Act No. 447 

$60.901 
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The Municipality's Legislature is legally authorized to determine the contracting of debts of the Municipality. 
Nevertheless, the Jaws and regulations of the Commonwealth also provide that: 

• Direct obligations of the Municipality (evidenced principally by bonds and notes) are backed by 
the full faith. credit and taxing power of the Municipality; and 

• Direct obligations are not to be issued if the amount of the principal of. and interest on, such 
bonds and notes (and on all such bonds and notes issued thereafter) which are payable in any 
fiscal year, together with any amount paid by the Municipality in the preceding fiscal year on 
account of bonds or notes guaranteed by the Municipality, exceed I 0 percent of the total 
assessed value of the property located within the Municipality plus the balance of the ad valorem 
taxes in the debt service fund, for bonds payable to be repaid with the proceeds of property taxes 
restricted for debt service. 

In addition. before any new bonds or notes are issued, the revenues of the debt service fund should be 
sufficient to cover the projected debt service requirement. At June 30, 2005, the Municipality is in 
compliance with the debt limitation requirements. The general long-term debt activity for the year ended 
June 30. 2005 was as follows: 
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COMMONWEALTH OF PUERTO RICO 
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Notes to Basic Financial Statements 
June 30, 2005 

Balance al June 

JO. ~OOl. a< Booowin~ or P:iymeo1s oc Balance al Juac 
rtSlaloo Add ii ions Ocdudiom 30. 2005 

s ().191.514 ~.4R6 s (350.000) s 6.IOOJWYl 

195.825 1J7.Q01) IS7.9~J 

1.825.4(,l) t1Q1.1551 1.633.rn 

\ct Nt1. 4> Financmgagrl'CrnClll ror th: excess 11f prll(lClfy lax 

ad\~t1vcr colkcuons lhrough fist1I }'tar 21100 543.88~ 17.3721 541.513 
\ct No l~h -Fonnncmg of deliaquClll proreny Jax accrunlsso!d 681.000 llll8.00l 

t IMS Rc1mbuooncn1 14S.25~ (15.&Rll l~J74 

Fiscal \'ca1 2tM15-20il5 l'inal Scnlcmcnl 47.896 47.8% 

State DcJlilnll'Cnt ~rl.ab11r- fmancuigAgrtcmcnt 11.m t 17.5781 

~late ln~1r.mli: l·und 1'1VJl(lr.-1on 120.068 (120,(1(,81 

I lcal1h ln.1Urancc Adm1msinioo 646.617 6-16.1>17 

l't•l11(1CflllllL-d aliscnccs t.618.m 1.059.~98 (836.2491 1.841.371 

Clam< alld 1udgmoo1s 29.68~ (29.6851 

I :~imatl'll landfill d~urc and JXllldll!urc tare COSIS 886.831 44.34~ 931.173 

Pucnu K1ct1 Pnwu Authooty • Fiscal icar power ~ilily cxpcnic 590.q2~ 617.9&4 1590.11r1 647.9114 

I M \\·!Ne Manag.c1111,'lll 540.000 (540,<001 

('hmtm:is h<1111l1 210.415 202.831 (~10.415) 202.831 

'fnfJI s lt:!55.38h ~.2Ml.Rl7 s (:!,948.2~71 s 13.573.9% 

a) Bond'i Payable 

11uc \Vilhin 
One Year 

s ~77.000 

J7.Q02 

IQ2.J55 

7.83~ 

11i.R40 

m.m 

647.9X4 

202.831 
$ l.IJ41l 113K 

The Municipality issues general and special (public improvements) obligations bonds and notes to provide 
for the acquisition and construction of major capital facilities and equipment. as well as. to cover certain 
operating needs. Bonds and notes payable at June 30, 2005 is composed of the following debts: 
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$1.1150.000 spcciul obligution honds series of 2003 poyahlc in semi annual installments ranging 
lrom $30.000 to $140.000 through .luly 2027. interest from 5% to 650% 

$730.00 special ohligation bonds series of 2003 payable in semi nnnunl installment mnging from 
$ lll.000 to $55.000 through July 2027. interest from 5% at 6.50% 

$155.000 notes payable series of2002 in semi annual installments ranging from $20.000 to $25.000 
through July. 2008. interest ranging from 2.70% to 5.00% 

u:u100 public improvement bonds series or 1994 payable in annual installments ranging from 
$1.000 to $2.000 through January 2018. interest at 4.50% 

$205.000 general obligation bonds series of 1997 payable in sermi annual installment~ ranging from 
$5.000 to $20.000 through July 2022. interest from 4.86% to 6.71 % 

$215.000 public improvement bonds series of 1994 payable in annual installments ranging from 
$5.000 to $15.000 throuhg January 2018. interest at 4.5% 

'235.000 general obligation bonds series of 2000 payable in semi annual installments mnging of 
$10.000 to $30.000 through July 20 I I. interest from 2. 70% to 7 .81 % 

$324.000 puhlie improvement bonds series of 1987 payable in annual installment~ ranging from 
$7.000 to $23.000 through Jnnual)' 2011. interest at 5.000/o 

$3ol.OOO public improvement honds series of 1992 payable in annual installment~ ranging from 
$9.000 to $25.000 through January 2016. interest at 5.000/o 

$230.000 rent bond series of 2003 payable in annual installment~ ranging from $9.000 to $22.500 
through July 2019. interest ranging 4.50% to 6.00% 

1i390.000 public improvement bonds series of 1984 payable in annual installments ranging from 
$15.000 to $26.000 through January 2009. interest at 5.00% 

$580.000 general obligations bonds series of 200 I payable in semi annual installments ranging of 
$35.000 to $80.000 throui;th July 20 I 0. interest ranging from 5% to 8.0% 

$630.000 genernl obligations bonds series of 1997 payable in semi annual installments ranging of 
$I (l.(l(Kl to $60.000 through July 2020. interest from 4. 7% to 6.63% 

$75.~ .000 general obligation honds series of 200 I payable in semi annual installments ranging ol 
$5.000 to $65.000 through July 2025. interest ranging from 5% to 7.5% 

$I 115.000 general obligation bonds series 2004 payahle in semi annual installments ranging from 
$5.000 to$ 15.000 through July 2028. interest ranging 5.0% to 65% 

$I 85.000 general obligation hoods series 2004 payable in semi annual installments ranging from 
$5.000 lo S 15.000 through July 2028. interest ranging 5.0% to 6.0% 

$55.000 !!Cncrnl ohligation note series of 2003 payable in semi onnunl installments ranging o f 
$5.()()0 lo $I 0.000 through July 20 I 0. interest ranging from 5% to 6% 
$100.000 general obligation hond series of 200 I payable in annual installments ranging or $7.000 
to i:? 1.000 through July 2029. interest at 4. 75% 

Total bonds: 
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$ I. 785.000 

705.000 

95.000 

22.000 

170.0011 

147.000 

165.000 

120.000 

221 .000 

230.000 

98.000 

405.000 

530.000 

710.000 

1110.000 

1110.000 

50.000 

293.1100 

$6.106.0110 
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These bonds are payable from the ad valorem property tax of 1.5% which is restricted for debt service and 
retained by the Government Development Bank for Puerto Rico for such purposes. 

The laws and regulations of the Commonwealth provide that public debt of the Municipality will constitute a 
first claim on the available revenue of the Municipality. Public debt includes bonds and notes payable. The 
good faith, credit and taxing power of the Municipality are irrevocably pledged for the prompt payment of 
the principal and interest of the bonds and notes payable. 

The Municipality levies an annual additional special tax of 1.50% of the assessed value of personal and real 
property. The proceeds of this additional special tax are deposited in a sinking fund established at GDB 
whereby sufficient funds must be set aside to redeem the bonds in minimum annual or biannual principal and 
interest payments. The proceeds of this special tax are recorded in the debt service fund. 

Interest rates on serial bonds subject to variable rates are reviewed periodically by GDB and are based on the 
fluctuation of GDB 's weighted average rate for its commercial paper program, not to exceed 8%. Under this 
program. GDB issues commercial paper in the U.S. taxable and tax-exempt markets, in the Eurodollar market 
and to corporations that have tax exemption under the Commonwealth's Industrial Incentives Act and qualify 
for benefits provided by the U.S. Internal Revenue Code Section 936. 

Annual debt service requirements of maturity for bonds payable are as fo llows: 

Year ended 
.June 30, Principal Interest Total 

2006 $ 277.000 308.622 $ 585.622 

2007 300.000 357.440 657.440 

:!008 314.000 349.110 663.11 () 

2009 340.000 330.876 670.876 

20 10 308.500 302.647 611.147 

2011-2015 1.219.000 1.263.697 2.482.697 

2016-2020 1.277.500 885.572 2.163.072 

:1021-2025 1.270.000 463.009 f. 73).0()C) 

2026-2030 800.000 80. 752 880.752 

I oluls $ 6.106.000 4.341. 725 $ 10.447.725 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SANT A ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

h) N"te.'I P<1yable to Puerto Rico Treasury Department 

Financing of the excess of property tax advances over collections - On November 1999 the Municipality 
entered into a financing agreement with the Puerto Rico Treasury Department to pay a debt related to the 
excess of property tax advances over collections made by the Puerto Rico Treasury Department prior to the 
creation of CRIM in 1993. The outstanding principal balances of the note payable to CRIM amounted to 
$157.923 at June 30. 2005. The principal and implicit interest maturities are as follows: 

Vear ending 
June301 

PrinciEal Interest Total 

2006 32,089 5.813 37,902 
2007 33,563 4,338 37,901 
2008 35.105 2.797 37.902 
2009 36,718 1.184 37.902 
2010 6,281 35 6,316 

Total $ 143,756 14,167 $ 157.923 

Loan for payment of legal settlement - On December I, 2003 the Municipality obtained a loan from the 
Puerto Rico Treasury Department to pay a legal settlement. The face amount of the loan was $1,921.548 at 
no interest. Th is note has an imputed interest rate of 5.00% and was originally recorded at its present value 
of $ 1,509.718. net of an unamortized discount of $411.830, at inception. At June 30. 2005. the balance of 
this note. net of the unamortized discount of$304.937, amounted to $1.328.377. The principal and discount 
amortization maturities are as follows: 

Vear ending Principal Discount 
June 301 

amortization amortization Total 

2006 128.658 63,497 IQ2. I 55 
2007 135,240 56.915 192,155 
2008 142.159 49.995 192.154 
2009 149,432 42,722 192.154 
2010 157,078 35.077 192, 155 

2011 -2014 615,810 56,731 67:!.541 
Total $ 1.328.377 $ 304,937 $ 1.633,314 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter into a fi nancing 
agreement of up to $200 mill ion. for a term not exceeding 30 years. The financing agreement allows for the 
financing of a debt that the municipalities of Puerto Rico have with CR IM. arising from the final settlements 
of property tax advances versus actual collections through fiscal year 2000. The amounts that the 
municipalities will collect from the additional property taxes resulting from the increases in the subsidy from 
the Commonwealth to the municipalities are assigned through this law to repay such loan. The increase in 
this subsidy was the result of the Public Law No. 238 of August 15. 1999. 

In addition, on February 12. 2003, the Municipality entered into a repayment agreement with GOB and 
CRIM to pay off the remaining $559, 133 of excess of property tax advances through fiscal year 2000 and 
200 I. CRIM retains the principal and interest from the property tax advances of the Municipality. The 
amounts retained by CRIM are remitted to GOB on July I of each year through July I , 2032. The repayment 
agreement bears interest at variable rates determined by GOB. The outstanding principal balances of the note 
payable to CRIM amounted $541,513, at June 30. 2005. The principal and interest maturities are as follows: 

Year ending 
June 302 Princi~al Interest Total 

2006 $ 7,834 $ 33.387 $ 41,221 
2007 8.327 32,895 4 1,222 

2008 8.850 32,371 4 1,22 1 
2009 9,406 31,8 15 41,221 

2010 9.997 31.224 41.221 
2011-2015 60.234 145,872 206,106 
2016-2020 81,689 124.417 206.106 
2021-2025 110,786 95,320 206, 106 

2026-2030 150.25 1 55,856 206. 107 
2031 -2033 94,139 8,915 103,054 

Total $ 541,513 $ 592,072 $ 1.133,585 

Financing of delinquent property tax accounts sold - On April 22, 2002. the Municipality entered into a 
financing agreement with CR IM in the amount of $688,000 for the payment of delinquent property tax 
account sold to private investors. During the first five years, the financing agreement in the form of a line of 
credit bearing interests at 6.50%, and variable interests 125 points over LIBOR rate will be during the next 25 
years. At June 30. 2005. the outstanding principal balances amounted to $688.000. The principal and 
interest maturi ties are as follows: 
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Year ending 
June301 

2006 
2007 
2008 
2009 
2010 

2011-2015 
2016-2020 
2021 -2025 
~026-2030 

2031-2032 
Total 

COMMONWEAL T H O F PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

Princi~al Interest 

$ $ 44.720 
44.720 
44.720 

11,360 44,385 
12, 120 43,625 
73.920 204.805 

I 02,219 176,506 
141,352 137.374 
195.463 83,263 
15 1,566 15,670 

$ 688,000 $ 839.788 

Total 

$ 44.720 
44.720 
44,720 
55.745 
55,745 

278.725 
278,725 
278,726 
278,726 
167,236 

$ 1,527.788 

LIMS - On June 28. 200 I. the Municipality entered into a financing agreement with CRIM for the payment 
of the Municipality·s share of the cost of an information management system. acquired by CRIM on behalf of 
all municipalities, for the management of a digital database of taxpayers properties located in Puerto Rico. 
The face amount of the loan was $181 , 113 and bears no interest. The note is payable in monthly installments 
of $2,024 through December I . 201 1. This note has an imputed interest rate of 5.95%. At June 30. 2005. the 
balance of this note, net of the unamortized discount of $28.519, amounted to $ 129,374. The principal and 
discount amortization (recorded as interest expense) maturities are as follows. 

Year e nding June 
30 Prin cipa l Interest Total 

2006 16,840 7.45 1 24.29 1 
2007 17.857 6.434 24.291 
2008 18.935 5.356 24.29 1 
2009 20.079 4.212 24.291 
2010 2 1.292 3.000 24.292 

2011-2012 34.371 2.066 36.437 

Total $ 129.374 $ 28.5 19 $ 157.893 

Healt/1 l mmra11ce Admi11istration (ASES) 

The Municipal ity entered into a financing agreement with ASES for the payment of the Municipality·s indebt 
ncss on the payment of the governmenf s health insurance for fiscal years 1994- 1995 thru 1996-1997. The 
face amount of the loan was $927,516 and bears no interest. The note is payable with the municipality's 
share on the state·s electronic lottery as per Act 29 of the I"' of July 1997. During fiscal year the municipality 
received no deduction of its balance. The balance at June 30, 2005 is $646.617. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

e) Puerto Rico Power A11tltority (PREPA) 

The Municipality owned to PREP A for the payment of the power utility for current fiscal year which amount 
to $647,984. The outstanding balance will be paid from the PREPA annual contribution in lieu of taxes 
during next fiscal year. Therefore. an account receivable of $647,984 to PREPA was accrued in the GWFS 
and general fund at June 30. 2005. The receivable in the general fund was charged against deferred revenue 
because it was not a current available financial resource at June 30. 2005. 

J) Compensated Ahse11ces 

At June 30. 2005, the liability for compensated absences is composed as follows: 

Due within Due after 
One year one year Total 

Vacations and sick leave $ 1.185.579 $ 558.392 $1.743,971 

Compensatory time 97 400 97,400 

Total $_1.,282..2.7.2 L~~~.3..22 $ 1.841,371 

10. LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS 

State and federal laws and regulations require the Municipality to place a final cover on its landfill site when 
closed and perform certain maintenance and monitoring functions at the landfill site for 30 years after closure. 
Although closure and postclosure care costs will be paid only near or after the date that the landfill stops 
accepting waste, the Municipality reports a portion of these closure and postclosure care costs as an operating 
expense in each period based on landfill capacity used as of each statement of net assets date. The $931.173 
reported as landfill closure and postclosure care liability at June 30, 2005, represents the cummulative amount 
reported to date based on the percentage used of the estimated capacity of the landfill. The Municipality will 
recognize the remaining estimated cost of closure and postclosure care $66,511 as the remaining estimated 
capacity is filled. These amounts are based on what it would cost to perform all closure and postclosure care 
in 2004. The estimated closing date of the landfill is the year 2006, but the Municipality expect to expand the 
houdaries of the existing landfill to extend the useful! life of the landfill. Actual cost may be higher due to 
inflation. changes in technology. or changes in regulations. 

11. COMMITMENTS AND CONTINGENCIES 

Litigatimu 

The Municipality is a defendant in a number of lawsuits arising principally from claims against the 
Municipality for alleged improper actions. and other legal matters that arise in the ordinary course of the 
Municipality's activities. 

With respect to pending and threatened litigation. the Municipality has reported liabilities of approximately 
$309.967 in the general fund for awarded unfavorable judgment. This amount was included in the financial 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

statements and represents the amount estimated as probable liability or a liability with a fixed or expected due 
date. which will require future available financial resources for its payment. 

It is management" s opinion. based on the advice of the legal counsel. that the potential claims against the 
Municipality not covered by insurance will not materially affect the financial resources for its payment. 

Fetleral Programs 

The municipality participates in a number of federal financial assistance programs. These programs are 
su~ject to audit on behalf the grantors to assure compliance with grant provisions. If expenditures are 
disallowed due to noncompliance with grant programs requirements, the Municipality may be required to 
reimburse. these costs, to the grantor agency. It is the Municipality's Management opinion, that any amount 
disallowed by federal agencies, will be immaterial to the financial statements. 

Commitments 

The Municipality has reported, outstanding encumbrances amounting to $121 , 161 in the general fund at June 
30. 2005. The municipality intends to honor these encumbrances, which will continue to be liquidated under 
the current year's budget during a lapse of period that extends into the subsequent fiscal year. 

12. CHRISTMAS BONUS 

The $ 202.831 balance represents the accrued portion corresponding to fiscal year 2004-2005 of the 
Christmas bonus to be paid in December 2005. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

The following schedule reconciles the June 30, 2004 fund balances as previously reported by the 
Municipality to the beginning fund balances, as restated: 

June 30, 2004, 

fund balance, June 30, 2004 

as previously Reclassifications fund balance, 

Reported and adjustments as restated 
Mnjor Funds: 

General Fund ($3.832.308) ($643.574) ($4.475.882) 

Non Major Funds $1.541.306 208.!03 1.749.409 

Totals ($2.291.002) $435.471 ($2.726.473) 

The following schedule reconciles the June 30. 2004 net assets previously reported by the Municipality to the 
beginning net assets, as restated: 

Net Assets 

Totals 

14. SUBSEQUENT EVENTS 

June 30, 2004, 

net assets. 

as previously 

Reported 

$5.737.106 

$5.737.106 

June 30, 2004 

Reclassifications net assets, 

and adjustments as restated 

($434.949) $5.302.157 

($434.949) $5.302.157 

As shown below. the Municipality's general fund deficit presents a continuous and consistent growth each year 
for the past three fiscal years as the consequence principally of: a) adoption of budgets with budgeted revenues 
that at the end of each year were less than actual revenues collected, and which did not provide funding for all of 
incurred obligations: and b) the high percentage of budget encumbered with payroll. fringe benefits. and statutory 
obligations. 
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Totals 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

June 30, 2005 June 30, 2004 June 30, 2003 
general fund general fund general fund 

deficit, deficit, deficit, 

as reported as restated as restated 

{$7 .261 ,639) ($4.4 75.882) ($3,625,220) 

($7.261.639) ($4,4 75,882) ($3.625.220) 

Based on this situation, the municipal administration has adopted an ambitious program to reduce the general rund 
expenditures and stop the continuous and consistent Municipality's general fund financial condition deterioration, 
and then, improve it. The Municipality's executive branch, with the approval of the legislative branch (for items a 
and b) places in force various actions including the following actions after year ended June 30, 2005: 

a) $1,410,000 Operational Loan 

On July 5, 2005 the Government Development Bank for Puerto Rico (GDB) approved a special obligation 
bond issuance with original issue amounts of $1.410,000 to pay general fund current liabilities due and 
payable at June 30, 2005. This bond issuance was authorized by the Municipality·s legislative branch on July 
28. 2005 through the Ordinance number 4, 2005-2006 Series. 

b) Workforce Displacement Plan 

The Municipality's general fund budget for the fiscal year ended on June 30 2005 and the approved budget 
for the fiscal year 2005-2006 were encumbered principally for payroll. fringe benefits, and statutory 
expenditures. Therefore, the Municipality's executive branch, taking in consideration this reality. sta1ted 
actions to develop a workforce displacement plan in order principally to reduce the Municipality's payroll and 
fringe benefits expenditures, with the final objective to stop the continuous Municipality's general rund 
financial condition deterioration. 

On June 27. 2005 the Municipality's legislative branch issue the Ordinance number 28, 2004-2005 Series to 
approve a workforce displacement plan. 

On October 17, 2005 the Municipality's legislative branch issue the Ordinance number 21, 2005-2006 Series 
to amend the workforce displacement plan approved on June 27, 2005 through the Ordinance number ~8. 
2004-2005 Series. 

On October 18. 2005 and October 19, 2005 the Municipality place in force the workforce displacement plan 
developed by the Municipality's executive branch and approved by the legislative branch. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2005 

c) Domestic Solid Waste Collection Services Privatization 

The Municipality executive branch has determined that the domestic solid waste collection services 
privatization is an alternative to reduce the general fund expenditures, and therefore, an altemative to stop the 
continuous Municipality's general fund financial condition deterioration . 

On December 17, 2005, the Municipality published in a general circulation newspaper a request for proposal 
from interested parties to privatize the domestic solid waste collection services in the Municipality's urban 
and rural areas. On December 27, 2005, the Municipality received three proposals from private companies 
interested to provide domestic solid waste collection services to the Municipality. These proposals have been 
subject to a detailed review in order to select the best offer to protect the public interest. 
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BUDGETARY COMPARISON SCHEDULE - GENERAL FUND 
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I COMMONWEALTH OF PUERTO RICO 

I 
MUNICIPALITY OF SANTA ISABEL 

Budgetary Comparison Schedule- General Fund 
(See Notes to Budgetary Comparison Schedule) 

June JO, 2005 

I Al1Ual 
amoonts Vmcc 

I (~ir'} 11ith liro1 
~cdAmounls l\1Sisl hudi:i'I · 

Original H1:1I (sccnolc 11 over (under} 

I 
Rnuuu: 

Prnpcr1y Ta.'1.'S s 4.248.085 s 4.248.085 s 4.478.197 s 230.112 
M unicipill l.il'l.'llCC 1a.1;1..-s 950.txM'I 950.000 l,(}15.501 <15.501 
C'onstruclit>n EV£L\C lall:S 975.txM'I 975.000 616.6)5 ()58.365) 

I l'h~ liir Services 545.112 545.112 323.381 (221.731) 
lnll'f»wcrnmcntal Kl 1.25<1 811.259 758.461 (52.798) 
lnkrcsl 80.00l 80.000 45.)49 (34.651) 
\li<;ttfm,,~ 1.139.782 1.13<1.782 17.553 (1.122129) 

Tlllal ICl'l'RUCS &.74q]38 8.74<1.238 7.285.077 (1.464.161) 

I 
E\pucll1rts: 

('urrm: 

Cicncr.il (it,..·cmmmt 2.95.035 3.021.<110 J.209.767 (187.857) 
( lrh;Jn m fonimic Ocvck~mcnt 2.&56.024 2.951157 3.ll&.777 (167.520) 

I Puhlic S.iciy 813.423 716.811 664.492 52.319 
llClllh:11d~i13it'lll 183.311 17&.0411 167.1130 10.119 

687.JOO 630.865 583.661 47.llW 

I 
\\'clforc M<l llousing :\ssisln"C 1.042. IJQ5 l.03&.496 1.001.217 JK.279 
OpcQ Wig T rnn.~rcr Ou1 211.850 211.850 174.500 37.350 

r1~al c-pcndilurcs &.749138 &.Wl.238 8,QIQJ44 (170.llkil 

I 
fartSS (dfncitnt)') orrtl'fnUfS O\!r flptnditares s s s ( 1.634.267) s ( 1.634.2117) 
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I Sourmfinfto111 or nn1nci1I moarm: 
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l>inCrcnl'\.'s • hud~ liasis lt1 GAAP: 

Ntmxl!:\'fl'd ll'\'l.Tlt~ 
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;lf'd l~ in lun~ lxlbll'CS • ~wcrnmcn13l limds s 1.28s.on 

I 
\Im/out Rows orfin1nci1I rrsourm: 

,hit...! 31111U'CS (IW~~· Mi~) ' 1otal ~to ..,pn11ri3iiW1s' 

fn'"' the ~;ry a111p:Jism sdiOOulc s &.91QJ.14 
lliffcran-s. OOdtrt lias~ tll Ci:\Ar: 
r '!Xnliu~ l,WISickmJ for CiAAr purposes tu Ill~ rtV bud;,uary Jlll'fll~ 1115. lllfl 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Budgetary Comparison Schedule- General Fund 
June 30, 2005 

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 

A. Budgetary Control 

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in 
accordance with GAAP. and represents departmental appropriations recommended by the Mayor and 
approved by the Municipal Legislature prior to the beginning of the fiscal year. Amendments to the 
budget require the approval of the Municipal Legislature. Transfers of appropriations within the budget. 
known as Mayor's Resolutions. do not require the approval of the Municipal Legislature. 

The Municipality prepares its annual budget including the operations of the general fund. 

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e .• purchase orders. 
contracts) are considered expenditures when incurred. For GAAP reporting purposes. encumbrances 
outstanding at year-end are reported as reservations of fund balances and do not constitute expenditures or 
liabilities because the commitments will be honored during the subsequent year. 

The unencumbered balance of any appropriation at the end of the fiscal year will lapse at the end of such 
fiscal year. Other appropriations. mainly capital project appropriations, are continuing accounts for which 
the Municipal Legislature has authorized that an unspent balance from the prior year be carried forward 
and made available for current spending. 

The annual budget as presented in the Budgetary Comparison Schedule-General Fund is the budget 
ordinance at June 30. 2005 representing the original budget. There were no supplemental appropriations 
for the year ended June 30. 2005. 

B. Excess Expenditures, Encumbrances and Other Financial Sources Over Budget 

The Municipality's general fund had excess of expenditures. encumbrances and other financial uses over 
appropriations at the legal level of budgetary control in the following functions\programs: 

Actual 
Expenditures. Encumbrances and Other Financing Uses: Appropriations Amounts Excess 

General Government 3,021.910 3.209,767 ( 187.857) 
Urhan and Economic Development 2.951.258 3. 118,777 (167.519) 
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Puerto Rico Socictv of C:er1if1e<l Public AccounranlS 
American lns1i1u1e of Certified Public \ccn11111.1n1~ 

A~iation o[ f..ertif1,~I Fnrnl F .urn· r-

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 ST AND ARDS 

To the Mayor and Municipal Assembly 
Municipality of Santa fsabel 
Santa Isabel, Puerto Rico 

We have audited the accompanying financial statements of governmental activities, each major fund and 
aggregated fund information of Municipality of Santa Isabel, as for and for the year ended June 30. 2005. 
wh ich collectively comprise Municipality of Santa Isabel's basic financial statements and have issued our 
report thereon dated December 8, 2005. The report on basic financial statements described above includes an 
explanatory paragraph to describe that financial statements have been prepared assuming that Municipality of 
Santa Isabel will continue as a going concern. During several years. the Municipality of Santa Isabel has 
increased its deficit by exceeding its expenditures over its revenues. As of June 30, 2005, the accumulated 
deficit for its general fund (for government funds) amounted to $7,261,639, with total liabilities in the amount 
of $10,206.230 and total assets amounting $2,944,591, including available cash of $202,857 to pay mature 
I iabilities within the current year. These conditions raised substantial doubt about its ability to continue as a 
going concern. The financial statements do not include any adjustments that might result from the outcome or 
rh is uncertainty. 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 of America. 

Internal Control over Financial Reporting 

In planning and performing our audit, we considered Municipality of Santa Isabel's internal control m ..:.-r 
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion~ 
on the financial statements and not to provide an opinion on the internal control over financial reporting. 
However. we noted certain matters involving the internal control over financial reporting and its operation 
that we consider to be reportable conditions. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over financial reporting. 
that. in our judgment, could adversely affect Municipality of Santa Isabel's ability to record, process. 
summarize. and report financial data consistent with the assertions of Management in the financial statements. 
Reportable conditions are described in the accompanying Schedule of Findings and Questioned Costs. Section 
11 as item 2005-11-1. 

A material "cakness is a reportable condition in which the design or operation of one or more of the internal 
control components does not reduce to a relatively low level the risk that misstatements caused by error or 
fraud in amounts that would be material in relation to the financial statements being audited ma) occur and 
not be detected within a timely period by employees in the normal course of performing their assigned 
functions. Our consideration of the internal control over financial repo11ing would not nece~sarif) disdo~c all 
111atte1 ~ in the inte1 nal control that might be reportable conditions. according!). '' ould not 1h~cl.!!>:.aril) d i ~c 1 ,1~l· 
all reportable conditions that are also considered to be material weaknesses. Ho'' e\ er. "I! Ct)nsid1:n:d th:11 
reportable condition described above is a material weakness. identify as Find ing. 2005-11- 1 

Rio Piedra.~ HeighL~ 
17.H Calle Tinto, San Juan, Puerto Rico 0092<1· 3252 
Tel. mm 761f·S664 • 764-s<i<i7 • fa\ nn -"'l·R(l'l1 
well· cpagomale1.com 
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE 
AND omER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 

IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 
(CONTINUED) 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether Municipality of Santa Isabel's financial statements 
are free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material 
effect 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 instances of noncompliance or other matters that are required to be reported 
under Government Auditing Standards which are described in the accompanying Schedule of Findings and 
Questioned Cost, identified as items 2005-111-1 thru 2005-111-9. 

This report is intended solely for the information and use of the Management, state agencies, 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 8, 2005 

The stamp number 2112907 
was affixed to the original of this report. 
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GoNzALEZ ToRRES & Co. 
(,' <' 1 I ifi £' d /1 11 /JI i c . IC Ct/// 111a11 / ., a II ti (,'II 11.1· 11//a11 / ., 

\lcmhcr or: 
Puerto Rico Soc1cl)' of Certified Puhlic \ccou111a11lS 
American ln~titule of Certified rubhc Accounllnls 

\...ociaunn of f.1:nif1ed rrai· '~ miners 

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR 
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE WITH 

OMB CIRCULAR A-133' 

To the Mayor and Municipal Assembly 
Municipality of Santa Isabel 
Santa Isabel, Puerto Rico 

Compliance 

We have audited the compliance of the Municipality of Santa Isabel, with the types of compliance 
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance 
Supplement that are applicable to each of its major federal programs for the year ended June 30, 2005. 
Municipality of Santa Isabel's major federal programs are identified in the summary of auditor's results 
section of the accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements 
of laws, regulations, contracts, and grants applicable to each of its major federal programs is the responsibilit) 
of Municipality of Santa Isabel's management. Our responsibility is to express an opinion on MunicipalitJ 
of Santa Isabel'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 the 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- I 33 require 
that we plan and perform the audit to obtain reasonable assurance about whether noncompliance \\ ith the 
types of compliance requirements referred to above that could have a direct and material effect on a major 
federal program occurred. An audit includes examining. on a test basis, evidence about Municipality of 
Santa Isabel'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 Municipality of Santa Isabel's compliance with those 
requirements. 

In our opinion, Municipality of Santa Isabel. complied, in all material respects, with the requircm1.:nts 
referred to above that are applicable to each of its major federal programs for the year ended June 30, 2005. 
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 -Section Ill as items 2005-1 11-1 
1hru 2005-111-9. 

Rio Piedra.~ Heights 
I 7:H Calle Tinto, San Juan, Puerto Rico 00921i.:ns2 
Tel. (787) 764-8664 • 764-8667 • fa\,-._,- -(,q.X6'1'i 
web cpagonrnlc1.com 
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR 
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE WITH 

OMB CIRCULAR A-133 
(CONTINUED) 

Internal Control Over Compliance 

Management of Municipality of Santa Isabel is responsible for establishing and maintaining effective 
internal control over compliance with the requirements of laws. regulations. contracts, and grants applicable 
to federal programs. In planning and perfonning our audit. we considered Municipality of Saata Isabel's 
internal control over compliance with requirements that could have a direct and material effect on a major 
federal program in order to detennine our auditing procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control over compliance in accordance with OMB Circular 
A-133. 

Our consideration of the internal control over compliance would not necessarily disclose all matters in the 
internal control that might material weaknesses. However, we consider that none of the reportable conditions 
descibed above to be material weaknesses. A material weakness is a reportable condition in which the design 
or operation of one or more of the internal control components does not reduce to a relatively low level risk 
that noncompliance with applicable requirements of laws, regulations contracts, and grants caused by error or 
fraud that would be material in relation to a major federal program being audited may occur and not be 
detected within a timely period by employees in the nonnal course of performing their assigned functions. 
We noted no matters involving internal control over compliance and its operations that we consider to be 
material weaknesses. 

This report is intended solely for the infonnation and use of the Management, state agencies, 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 8, 2005 

The stamp number 2112908 
was affixed to the original of this report. 
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I COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

I Shedule of Expenditures Federal Awards 
June 30, 2005 

I Federal Pass-Through 
CFDA Grantor's 

Federal Grantor/Pass-Through Number Number fapenditum 

I Grantor/Program Title (note B) (note C) (note A) 

I 
U.S. Denartment of Agriculture 

Program: 
Direct Program: 

I 
Community Facilities Loans and Grants 10.766 NIA 29.552 

Program: 

I Passed through the P.R. Department ofEducation: 
Child and Adult Care Food Program 10.558 N/AV 80.080 

I Total U.S. Department of Agriculture 109,632 

U.S. De(!artment of Housing and Urban De,·elonment 

I Program: 
Direct Program: 

Section 8 Housing Choice Vouchers 14.871 N/A 27U8~ 

I Program: 

I 
Passed through the Office of Commissioner of Municipal Affairs: 

Community Development Block Grant - State's Program 14.218 N/AV 532.243 
Total U.S. Department of Housing and Urban De\•elopment 807,127 

I U.S. Denartment of Health and Human Sen·ices 
Program: 

I Direct Program: 
Head Start and Earl) Head Start 93.600 N/A 1.935.358 

Program: 
Passed through the P.R. Department of Famil) - Child Care and 

I Dcrelopment Administration (ACUDEN): 
Child Care and Development Blod Grant 93.575 N/AV 571.727 
Co111m11nil) Sen ices Block Grant 93.569 N/AV 5~.138 

Total U.S. Department of Health and Human Scn·ices 2,561,223 

I The accompanying notes are an integral part of this schedule. 
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COMMONWE1\I :n I OF PUERTO RICO 
MUNICIPAi.i l'Y OF Sl\NTI\ !SABEi. 
Sheclulc of F"\pencli1ure<; h :ckral I\ warclo; 

.I 111w HJ. 2005 

Fcdernl Grnntor/Pass· Throngh 
Grnntor/Progrnm Title 

( l,S, Dcpartmcnl of.luslicc 
Program: 

Passed through the P.R. Police Depm11ne111: 
Local Law Enforcement Block Grant 

l'o1nl U.S. Drpnrtmrnt of .lustier 

U.S. Department of Homehmd Securitl' 
Progmm: 

l'as~ed through the P.R. Governor Authorized Rcpresenlati~e (GAR): 
Public A~sis1:111cc Grant 

Tu111I U.S. l>epnrt111r11t of llomclnnd Sccurit~· 

l 1.S. llrp:1r11ncnt ofTrnnsrortation 
Program: 

P:i~~cd through lhe P.R. Dep~rtmcnl of Public Works - P.R. I lighwn~ 
1\uthnri11. 

I rans11 - Capital l11rcs1111en1 Gra111~ 
l'otal l l.S. Depnrtment ofTransportntion 

ll.S. l>ep1irt111cnt of Connnercc 
l'rogram: 

Dirccl Program: 
(ira111 lnr l'uhlic \\'11rb :ind 1 .. w1101111r Dcwlop111c111 F~cili1ics 

Toi al U.S. llcpnrtmrnt of Commerce 

Tot:tl ft•drrnl nwards rw c1111iturcs 
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Fcdrrnl 
CFl)A 

Number 
(note B) 

16.51)2 

815~4 

20.500 

IUOO 

l'as~·Through 

(.rnntor'.' 
Numhcr E\pc111li1 nn·s 
(note C) (1101cA) 

N/AV 42. I Xl/ 
.e.11!ll 

NIAV (,7. llJIJ 

(17,llJO 

N/AV 156.251 

1511.151 

~ 1 .8·1~ 

s 



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

I 

COMMONWL!\l .Tl I UF PlJ l :RTO RICO 
Ml INICIPAl.l l'Y OI· S.'\N I I\ IS/\BEI. 

Note<; 10 Shcdu lc of l·.,pcndi1ure<; Ft•dcral J\\\arcb 
J 11111: .HJ. ~005 

'IJOTI·: A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

l'hc accompnnying Schedule of"Expenclilures of Fcdernl /\wards includes the !Cdcral µrnnl a~th ii) ol" the 
Mun icipality and is presented nn lhc modi lied accnml basis or nccounting. Fxpcnclitun:s arr n:co~11 i1ed 
"hcn !ht: related linbility is incurred. The information in lhis schedule is prc~cntt:cl in accnnlancc "ith 
till' requiremcnh of OMB Circular i\ -1 .3 3. J\11clits 1lf Stille~ . Lncal Government and Nonproli1 
< >rg.an i;ia rinns. 

N<>TE B - FIWERAL CFDA NllMBim. 

T he Catnlog of Federal Domestic Assistance (CFDA) Number i ~ n program identilicatinn 1111111ht· r. l'hc 
flrst two digi ts identity the federal depnrtmcnt nr agency thnt administers 1·he program and the 1:1-;t llm·c 

numbers arc assigned hy numericn I sequence. 

NOTE C - PASS -THROUGH Gl{ANTOR'S NUMBEH 

State llr local government redi stributions or foclernl nwnrds to the Munieipnlit). l-.110" 11 a~ · ·pn,s-1hro11~h 

award:-.··. should he treat·cd by the Municipnlity ns though they \\ere received direct!) from 1h1.· li:dcml 
government. OM 13 Circulnr A- I JJ requires the schedule to include the ll(llllC or tlw pas~-through cnl II~ 
and the identifying number nssigned by the pass-through entit) for federal awards n:cc1,·ed a~ a 
-;uhrc:cipicnt. Number~ identified a~ NII\ are not applicnble and numbers identified as NII\ V are 1101 
available. 

NOT!~ D - RECONCILIATION OF EXPENDl.TURF.S PRE8ENTEI> IN THE SCHEDULE OF 
EXPENDITURES OF FEDEHAL AWARDS TO THE EXPENDITURES PRESENTED IN T llE 
B.\SIC FINANCIAL STATEMENTS 

Description 
14.871 
14.218 
10.766 
10.558 
I <i. S<>~ 
211.500 
I 1.300 
83.544 
C>J.600 
()J .S 75 
C>1 .56l) 

l"t1htl li:clcral il\\llr(h C:-i pc11d it11re' 

I otal l' \pc11di111rL':-. . fond -.1a1emc11h 

$ 

$ 

74 

Hcncl 
Stn rt 

1.CJ35J 58 

Other Nonmn.ior 
Funds 

$ 27-l.X81I 
5.1 ~.2 · 1> 

~ (). "': 
X0.080 
l~ . llN 

I 56 .2 <\I 

1 1.x.12 
67. I lJll 

s 1 1.n 
5,.1.1 \ x 

l.8·Hl.tl% 

l.l)~J.J J 1) 
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C'OMM<>NWl·.t\l.Tl I 01· PlJERTO Rll'O 
MUNICIP/\l.ITY OF SJ\NTJ\ !SABEi. 

"iCI !Ent 11.1·. 0 1· ( 'l IRRl~NT Yl-./\R FINDIN(iS /\ND <)l Jl·"i l'IONl :D l '<>SI I\ 
.lune 30. 2005 

S l~CTION I-SUMMARY OF AUDITOR'S RESULTS 

Pa1·1· t Finnucial Stall.•m<.>nts: 

I. Type or audit repnrt: 

181 Unqunlificcl opinion 0 Qualified opinion 

o Adverse opinion 0 Disclaimer of' opinion 

.., Rl:portablc conditions reported 

181 Yes 0 No 

J. Reportable condition reported as a major weakness: 

Yes 0 No 

4. Material noncomplim1ce disclosed: 

0 Yes Nn 

Pnrl fl Federal Awards 

Type nf report: 011 compliance li.1r major programs: 

Um1ualiliccl opinion 0 <)uu Ii lied opi11 io11 

0 Adverse ()pinion 0 Di:.clai1m:r l1r opinion 

Reportable condit'ion rcporled as a major weakness: 

0 No 
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COMl'vlONWI "ALTI I OF PlJFR ro RICO 
Ml JNICIP/\l .ITY OF SANTA I SA REL 

SCI IE()l l l.F OF CURRENT YEAR l·INDINGS AND QllESTIONFD cos rs 
.lune 30. 2005 

Sl1:CTION I-S UMMARY OF AUlllTOR'S IU~SULTS (Continued) 

Part II FcclC'rnl Awnrds (Continued): 

CFOA 
Number (s) 

14.218 

93.600 
93 .5 75 

Mah:rial noncnmpli:rncc disclosed: 

o Ye~ No 

Audit rinding" rt!quirecl lo be reported under Sedinn 5 10 (a) ol" l'in:11la1 
/\-133: 

Yes 0 No 

Majnr Programs: 

Federal Progrnm Grnutor nud Program Naml' 
US Dep11rtme111 t~f Ho11si111: am! Ur/Jan De1•elopme11t: 
Community Development Block Grant~ 

US Depart111e11t t~f Healtlt and H11111a11 Services: 
Head Start 
Child Care 

Dollar threshold used to distinguish Type A and ·1 ypc 13 program-. 

$300.000 or 3% of total federal awnrds e:\pendecl 

LO\\-risk auclitec 

D Ye!'-

Waive.· ri"(.. criteria under 520 ( i) nf Cin.:ular A- I J 1 

0 Yes No 
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COl\'1ivlONWF1\l. l'l I OF Pl 1un ()RICO 
MlJNICIPALITY OF SANT/\ ISABEI. 

"i(.'111'.Dl II F 01· CURIU~NT YEAR FINDINGS AND Ql 11:s rlONED cns·1~ 
.lune .10. 2005 

SECTION 11- Fl~ANCTAL STATEMENTS FINDINGS 

PIH>GRAM: CDBG. ClllLD CARE AND (;f~NERAL FlJND 

MATERIAL WEAKNESS: 

INTERNAL CONTROL FINDING Finding 200!'-11-1 

DF.SCRIJ>TION OF FINDING: 

Our audit revealed that Municipality·s Management did not maintain month!) recom:ilcd 
accounting records for the moc;t nf its special revenue funds. for some of its federal funds and for 
the general fund. We found that monthly financial statements do not represent' the adequate 
linancial position of the Municipality due to the lack or reconciled accounting books. The 
Management did not have a reconciling process to monitor the financial reports maintained 1111 
regular hasis. The nreas as accounts payable. accounts receivable. and other current lial>ilitie<; arc 
not reconciled during the year. thus. the Municipality lack of recent and accurate linandal 
information. The Municipality·s Management does not have cu1i-ent information of the anwu111 
expended by the Municipality for each one or its funds. including its encumbrances. Thi:-. 
condition docs not provide Mnnagement the actual financial condition of the Municipalit). 

During several years. the Municipality or Santa lsnbel has increased its deficit b~ C\'.Cl.:'l.:'ding lh 

t!Xpenditures over it~ revenues. J\s or June JO. 2005. the accumulated deficit l{lr ils general l'untl 
(for government funds) amounted to $7.261.639. with total liabilities in thl· alll1lllllt 111 

$I 0.206.230 nncl rota I assets amounting $2. 94-J.59 I. including avai !able ca~h of $202.~5 7 111 pa~ 
mature liabilities within thc cmrcnt year. These conditions rniscd substantinl doubt ;ihnut 1h 

ability to continue as n goning concern. The financial statements do not include any adj11st111e11b 
that might result from the outcome of this uncertainty. 

!\t the year t:ncl. the Municipnlity reconciled. reprocessed and provided reconciled accounting 
records liir our revie". 

Rl~COMMl~NDATION: 

l'hL' Manaµcment should develop a prnces:-. to pcrlflrm a monthl) closing or its nt.:cnunti11µ 
records in nrckr to obtain a cmrent and actual lin:incial condition or the Municipalit~ . . l\1-.n. thL· 
ivla11a)!cll1L'DI -.hould maintain its accounting rl·cordo; 11pdated in order Ill ha' i:.· current and :IL'L'lll'Htl' 
linancial informatinn for the dct:i-;io11 maki11µ proccs:-.. 
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COMMONWl·.1\1.TI I OF Plll:.RTO RICO 
MUNICIP:\LITY OF S/\NTA !SABEL 

S( 'I IEDl 11.F OF C'l IRREN'I YEAR I· INDINGS /\ND QUF.STIONED COSTS 
.lune 10. ~005 

SECTION 111-Fl•:DEltAL FUNDS FINDINGS 

PROGRAM:CDBG 

COMPLIANCE: Financial l\clminislrntinn FindinJ.! 2005-111-1 

Df.SCRIPTION O"F FINDING: 

Criteria: 

Cause: 

F:ffcct: 

l\s required by 24 CFR 85.20. accurate. current and complete disclosure or lhc 
financial results of financially assisted activities mus! be made in accordance 
with the financial reporting requirements of the grant and suh-g.rant. 

The cash balance of CDBG funds as of .lune 30. 2005. did 1101 malch wilh lhc 
accounting records by $J,60Q. as follows: 

Cash balance per bank reconciliation 
Cash balance as reported 

Difference 

$ 6.088.46 
2,479.30 

$ J,609.16 

Municipnlity did not comply with standards for ltnandal n1a11t1µl'lllcn1 ... ~ ... 11.·111 

Reconuncndations:The Municipality must establish procedures to adequately maintain financial 
records and should comply with the standards for financial manng.emenl 
system. 

PROGRAM:CDBG 
Findin~ 2005-111-2 

COMPLIANCE: Lquipmcnl & Real Proper!) Managemcnl 

DF.SCRIPTION OF FINDING: 

Critcrin: A~ rcquirl'd hy OMH Cm:ulnr /\-10'.! Common Ruic. equipmcnt rccorch ..;hall h1.· 
maintailll'll. .1 ph~ :.ical im cnllir) of' equipmenl !>hall he !:th.en al ka~I 1llh.' l -' L'\ 1.:r~ 
two year-; and reconciled lil 1111.• cquipnwn1 rcc1mls. an <1pprnpnate cnn1r11I ... ~ '>ll'lll 
-;hall be used lo -..ali.::guanl equipment. ancl cquipm1.•111 -;hall hi.' ad1.·q11a11.·h 
nwintainc<.l. 
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Cause: 

Effect: 

COMMONWEALTH OF PUERTO RICO 
MUNICH' ALITY OF SANTA ISABEL 

STATUS OF PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
June 30, 2005 

According to the Management, no Equipment ancVor Real Property was acquired 
during the yenr ended June 30, 2005 with CDBG Funds. However, we could not 
determine if equipment acquired in prior years with CDBG Funds are properly 
manage nnd in existence. A detail of equipment acquired in prior years was 
provided, but it does not identify the equipment adquired with federal funds. 

Municipality did not comply with the Equipment & Real Property Management 
requirements. 

Rccommcndntions: The Municipality must establish procedures to adequately maintain and 
safeguard equipment, and to segregate or identify equipment acquired with 
federal funds. 

PROGRAM: CDBG 

COMPLIANCE: Period of Availability of 
Federal Funds Finding 2005-III-3 

DESCRIPTION OF FINDING: 

Criteria: 

Cnuse: 

As required by OMB Circular A-102 Common Rule, where a funding period is 
specified, an entity only may charge to the award costs resulting from obligations 
incurred during the funding period. The entity shall liquidate all obligations 
incurred under the award not later than 90 days after the end of the funding 
period. 

Prior years CDBG Grants awarded, remain open at the date of our report in spite 
of the funding period has been closed. A detail of CDBG Grants awarded is 
summarized as follows: 

Grants awarded for the years from 1997 through 2003 - f uncling period 
expired as of 12/31/05. 

Municipality could not provide details of obligations for each award year. 
Therefore we could not test the compliance with the availability of funds 
requirements. 
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COMMONWl:ALTll 01· PUERTO RICO 
MUNICIPALITY OF SANT/\ !SABEi. 

"iCllLDl ll.1-. OF C'l JR RENT YE/\I{ FINDINGS AND ()lJES 1 IONl·D (.'()\I~ 
JunL' JO. 2005 

l~ffcct : Municipality did not comply with availability of funds requirement~. 

l~ccommc1ulations:Thc Municipality must establish procedures to adel1uatel~ main1ai11 linam:ial 
records and should comply with the availability or funds requirements. 

PROGRAM: CDBG 

COMPLlANCE: Cash Management Finding 2005-111-4 

Dl~SCRIPTION OF FINDING: 

Criteria: 

Cnuse: 

Effect: 

/\s required by 3 I CFR 205 the sub recipients must establish procedure" 11 i 

minimize the time elapsing between the transfer of funds from the recipients and 
the disbursements. We found the Municipality is not following. the procedures tn 
minimize the time elapsing in disbursements federal funds. 

rhe Municipality personnel is requesting funds hut the time elapsing het\\CCll the 
transfer of funds and the disbursements. exceeded the programs requirement~. 

We could not proof the Municipality compliance with the cash 1muwgc111ent 
requirement of requesting funds. 

Rccommendations:The Municipality must establish procedures to minimi1c the tnnc clap-;ing 
between the transfer of runds and the disbursement. The cnncclled ch~d" 
must be found to suppo11 the related expenditure<; and the cash management 
requirements must be followed. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICll'ALITY OF SANTA ISABEL 

STATUS OF PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
June 30, 2005 

PHOGRAM: HEAD START 

COMPLIANCE: Reporting Finding 2005-111-5 

DESCRIPTION OF FINDING: 

Criteria: 

Cause: 

Effect: 

As required by 24 CFR 85.20, accurate, current and complete discl()sure of the 
financial results of financially assisted activities must be made in accordance 
with the financial reporting requirements of the grant and sub-grant. 

The fonding period of the Grant Program end in April 30111
', while the fiscal year 

end in June 30ch. However, an adequate cut-off to test reporting for the year 
ended June 30, 2005, was not provided. 

The amount of expenditures reported in the Financial Status Report did not match 
with the accounting records, without justifications, as follow: 

Expenditures Funding Period 4/30/05 

Accounting records 
Financial Status Report 

Difference 

$ 1,820,262 
1.839.181 

Accounting records vs. Budget 

Accounting records $ 1,820,262 
Budget l.889,8 I 7 

Municipality did not comply with standards for financial management system 
and reporting requirements. 

Hccommendnttons:The Municipality must establish procedures to adequately maintain financial 
records and should comply with the standards for financial management 
system. Any differences between amount reported and accounting records 
must be explained. 
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l'OMM<>NWl-:!\l.Tll OF Plll :R ro l{I('() 
MllNICIPA l.ITY 01· St\NTt\ IS/\BEI 

SC'l ll·:Dl JI .I·: OF Cl lRRl·:N·I Yl .. ,1\ R FINDINCiS AND Ql 11·.'\TI< >NFD l 'Cl'\ I'
.lune JO. 2005 

PltOGRAM: CHILD CARE 

COMPLIANCE: Reporting Finding 2005-111-<i 

DESCRIPTION OF FINDING: 

Crit<'ria: 

Cnust': 

F.ffcct: 

Cod(• of Federal Regulation~ 45. Subpart C. Section <>:!.:!O (b) (2) state<; thnt till' 
grantees and sub grantee" must maintain records. which adequately ident i (,· the 
sou rec and appl ica ti on of funds. prov idccl for financ ially-assistcd net iv it ic~ . 
These records must contnin information pertaining to grant· or -;uh g.rnnt awarcb 
and authorizations. obligations. unohligated balances. assets. liahilitic~. nutla~' 

or expenditures. and income. 

During our audit. we noted that the Municipality did not maintain. ICJr the Child 
Care. a reliable set of accounting records that present the financial position or the 
program and the results of operations. The accounting records maintained by thl' 
Program accountant were not in sufficient detail which adequately identi(~" the 
use of funds at the budgetary level authorized by the pass-throug.h gnmtor. and 
therefore. the quarterly reports could not be prepared and submitted promptly to 
the pass-through grantor. and could not permit an easily audit trial or -;uch reporh 
to the accounting records. 

The accounling records maintained h) the Program accountant consist only nr a 
budgetary control register using the chart of account adopted by the Municipal it~. 
instead of a <;et of accounting records adapted to the pass-through grantnr 
budgetary level and reporting. requ ircments. 

The Municipal it) is not in compliance "ith Code of Fcdcrnl RcgttlHt 11111 I ) . 
Subpart C. Scclion 9:!.20 (h) {2). Also. <;uch conclition did 1wt pcn11it a t111wl~ 
'\Ubmission nf financial report~ to the pass-though grantor. 

Rccummt.•mlalion: 

We recommend to the Municipnlit)' management to inst111cl. and if ncct.·s-,ar~. IP 

provide rechnical support to lhe pro1m1111 ae1:ounta11t lo develop a fl.ill -;ct nt' 
accounting rc1:orcls adapted to tht.• pass-through grantor budgetary lc\·el :ind 
rcpnrtinµ requirement ~ which include. as a mmimum. the lnllowing records: 

a. Develop a chart nf'accounrs (includinµ real and nominal accoimt:-.l 
based on reporting. requirements established h~ the pa<:s-thrnu!.'.lt 
µ.rant or. 

82 



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

I 

I 

COMMONWEAi.TH OF PllERTO RICO 
MllNICIP,1\l.ITY OF St\NTJ\ IS/\l1EI. 

'o\C'l lt:Dl 11.E OF CURREN I Yl ·.i\R FINDIN(iS /\ND Ql Jl :STIONFD cnsn 
June 30. 2005 

b. Maintain General Ledger which include.., all ne1.:L·s~nr~ aCl'llllnh 111 
propcrl~ report financial results as required hv the pass-tlwu!!h !!ra11111r 

1.:. MaintHin a General Journal Ledger to s11mnrnrizc the Rl•1 l'lllll: and 
Disbursement Reg.isters trnnsm.:tfons using the doubk cntr~ accnunt11l!! 
procedure. 

cl. Maintain a Revenue Register 10 support trnnsnctions t(' be p(1..,ll'd 
in the General Ledger. 

e. Maintain a Disbursement Register to supp011 transaction-. to hL· 
pnsted in the General Ledger. 

PROGRAM: CHILD CARE 

COMl>LlANCE: Cash Mana~ement Finding 2005-111-7 

DESCRIPTION OF FINDING: 

Criterin: 

Cm1sc: 

Effect: 

As required hy 31 CFR :!OS the sub rec1p1ents must c-;tahli-;h pni1.:L·dun:•:- 1<1 

minimize the time elapsing. between the transfer or funds from thl' rc1.:ipicnb and 
the disbursements. 

The Municipality personnel is requesting funds but the time elapsing hctween the 
transfer of funds and the disbursements. exceeded the programs requirements. 

We could not proof the Municipalit~ compliance with the cash management 
requirement nf req11esting. funds. 

lkcnmnH'tHlations: f'hc Municipality must cstabltsh procedures to mininu;rc the t1m1.: l'laps111µ. 
between the transfer or l'uncls and the disbursement. 
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COMMONWEALTI I OF PUERTO RICO 
MUNICIPALITY Of. St\NTt\ ISABEL 

'Tl\Tl IS OF PRIOR YFl\RS FINDINGS AND QUESTIONED COSTS 
June JO. 2005 

PROGRAM: CHILD CARE 

COMPLIANCE: Equipment & Real Property Management 
Finding 2005-111-8 

DF:SCRJJ>TION OF FINDING: 

Crit<>ria: 

Effect: 

As required by OMA Circular A-I 02 Common Rule. equipment records shall h<.: 
maintained, a physical inventory of equipment shall be taken at least once every 
two years and reconciled to the equipment records. an appropriate control system 
shall be used to safeguard equipment. and equipment shall be adequately 
maintained. 

A detail of property was submitted for our review. However, no evidence of 
property inventory as taken during at least the last two years. was provided. 

Municipality did not comply with the Equipment & Real Property Management 
requirements. 

l~ecommendations:The Municipality must establish procedures to adequatel) maintain and 
safeguard equipment. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA !SABEL 

STATl JS OF PRIOR YEARS r:INDINGS AND QUESTIONED COSTS 
.lune 30. 2005 

Pl~OGRAM: CHILI> CARE 

COMPLIANCF.: Reporting Finding 2005-111-9 

DESCRIPTION OF FINDING: 

Criterin: 

Causr: 

F.ffect: 

A~ required by 24 CFR 85.20. accurate. current and complete disclosure of the 
financial results of financially assisted activities must be made in accordance 
with the financial reporting requirements of the grant and sub-grant. 

According to the Grant Agreemenl with ACUDEN, a financial report at the Grant 
Program year-end (9/30/05) musl be submitted fifteen (I 5) days after year-end 
for "Balance de Comprobaci6n" and thirty (30) days after year-end for "lnformc 
de Cierre Anual CC-006". However. the corresponding reports for the year ended 
September 30. 2005 have not been submitted at the date of our visit. 

Municipality did not comply with Reporting requirements. 

Recommendations: The Municipality must establish procedures to adequately maintain financial 
records. in order to comply with Financial Reporting Requirements. 
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C'OMMONWl:/\ LTH Of PUERTO RICO 
MUNICIP/\l.ITV OF S/\NTt\ JS/\BEI. 

ST/\ rt IS OF PRIOR YE/\RS FINDIN(IS /\ND OtJESTIONf-[) COSTS 
June 10. 2005 

FINANCIAL STATEMENTS FINl>INGS-Yl~AI~ 2004 

ProfZram: CDBG 
CHILD CAIU;: 

AccountinJ,? llecords 

Condition 

Fin<linJ,? Numhcr 
2004-11-1 

Section :!O of OMB Circulnr A- I 02 or the Common Rule. requires adequate accounting record~. 
should be maintnined for each federal program. 

We did not received from program personnel trial balance for CDBG and Child Care. 

Stn tus provided by Managcmen t 

for CDBG program. Partially co1Tective action has been taken. Actually. the Municipalit) post all 
of its Program transactions in a cash basis manual records that consist of the following records: 

a) Cash Receipt Rooks (a Book per each Grant Award)- To rccnrd nil rl'ccipls f'ro111 lhl· 
Pass-through Grantor: each recei1lt is posted in detail under each nccount title. and at 
the end of the month each column total is posted to the General I.edger. 

b) Cash Disbursement Books (n Book per each Grant /\ward) To record all ca-;h 
disbursements made by the Official Payer: each cash disbursement is posted in detail 
under each account title, and at the end of the month each account total is postc<l ll) the 
General Ledger. 

c) Clenernl I .edgers (a Book per each Grant /\ward) To surnmarii'c mnnthl~ cash receipt 
and cash disbursement transaction~ charged to each account. 

cl) Check Rcµister To n:corcl~ all disbursement!. issued from the ( "DR<.i prog.ra111 cash 
bank account. 

lfo: Program nccountan1 prepnrccl qua11crly a trial halnncc for each granl awnrcl using ~ach grant 
award general lecl!!Cr. but some trial balances were not self balanced. and thcrel<wc:. we instruct 
him 10 revise past· transact inns in nrclcr 10 correct such differences. 
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COMMON WI·./\ I Tl I OF PlJER I 0 RICO 
MllNICI P:\I ITY OF S/\N r/\ IS/\BEI 

l.iTt\ rus OF PRIOR Yl ·ARS FINDINGS t\NI) OLIF"TIONED ('()\\ r~ 
June .10. 200) 

Program: CHILD CARF: 

In l(•rfund T1·irnsactions 

Condition 

Finding Numlu.•r 
200.J-11-2 

Section '20 or OMB Circular /\-1 02 or the Common Ruic nncl nrnnicipalil) -; talc l:m~. rcquir1:' 
adequate accounting records nncl finnncinl mnnagement should be maintained for each municipal 
fund . 

We noted Iha! the Internal Revenue Service (IRS) seized approximately $577.000 from tlw 
municipality·s ce1tificates of deposits. in order to cover a receivahle from the municipality based 
Oil unpaid s0cial <;ecurity tnxes. The funds or !he cerliticatc:-; of deposit <;Ci/Cd C:llllt' lh llll '>l:lll· 

joint resolutions funds for restricted or specified purposes. 

Status providc<l IJy Mnnagcmcnt 

Since January 2005. the Municipal Administration put in place an ambitious program ro reduce 
the general fund deficit. including a special ohligation bond issuance with original issue amounts 
nf $1.410.000 to pay general fund current liabilities due and payable at .lune JO. 2005. a 
"ork fon:e displacement plan in order principally to reduce the Municipality's payroll and fri ngc 
hcnclits expenditures. the privatization of the domestic solid waste collection sen·ices in the 
Municipality·s urban and rural areas. formalization of debt amo1tization agreements for past clue 
current debts with governmental and private entities. within others. 

/\lso. we arc planning to request a special ohligation bond to the Government Development 11:rnk 
(GDR) in order to reimburse to the state joint resolutions cash hank account the cash -;ci7cd h~ 
th..: Internal Revenue Services. 

GENF.l~AL FUND 

Pa)1roll Taxes 

Condition 

Fin<linJ! Numhcr 
2004-11-3 

tv111nicipalti1y 11111.,t comply with ..;tare and federal law-; and regulation., on the paynwnl or pa~ roll 
lil"H.'"· 
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COMMONWEAi TI I< >F Plll ~RTO RICO 
Ml JNIC'IP/\I ITY OF SANT/\ ISABEI. 

ST/\Tl IS OF PRIOR YI· J\ RS FINDINGS AND Ol IESTIONl·:n CO<.\T<.\ 
June :rn. 2005 

Status provided hy Mmrngenwnt 

J>artinlly corrective action has been taken. On July 5. 2005 the Government Dt•vclop111c111 Han!.. 
for Puerto Rico ( GDB) npproved a special obligation bond issuirncc with originnl iss111~ a111011nh 
of $1.410.000 10 pny general fund current liabilities due and payahle al June 10. 2005. im:l11cl i 11µ 

total amount owned to the Internal Revenue Services at .lune 10. 2005. that wa<; paid 1,ff on 
August 2005. But. we have a debt with the Puerto Riw Treasury Depa11me111 for in~otnc ta\ 
withhold: we arc in the process to negotiate a cleht amortization plan with till' P11crt0 Ric11 
rrcas11ry Department in order to liquidate such debt through monthly instalhnents hascd on our 
cash flow capacity. 

Budget 

Condition 

Finding Number 
2004-11-4 

Municipnlities's state laws. requires nn i:icleq11ate accounting records and a good tinimcial 
management should he maintained for ench of the municipality's funds. 

We noted that were a material overstatement. of$ I .8 mi II ions. on budgeted revenues OVl'I' actual 
revenues collections for fiscal year 2003-::!004. as per genernl fund's hudg.ctar~ rcpnrl in linam:ial 
statements report. 

Stntus provided hy Mnnagement 

Pnrtially corrective action has been taken. Since January 2005. the Municipnl Administration put 
in place an ambitious program to reduce the general fund deficit. including a <;pccial obligation 
hond issuance with original issue nmounts of $1.410.000 to pay general fund current liabilitie., 
due nnd payable nt .lune 30. 2005, a workforce displacement plan in order principally tn reduce 
the Municipality's payroll and fringe benefits expenditures. the privati:1 .. atinn of the clomcstil: solid 
waste collection <;crviccs in the Municipality' s urhnn nncl rural aren~. formalization or debt 
amorti:1ation agreements for past due current debts with govcrnmentnl and private cntiticc;. "ithin 
others. 

Also. we arc planning to rcq11e <; t a spccinl obligation hond to the Clovcrnment Dc,•dnp1nc111 Bank 
(<IDB) in order to reimhmsc to the "late joint resolutions ca<;h hank account the cash 11·a11.;li:rrc<I 
to 1hc ( k1wrnl Fund c111wn1 bani.. accounl rccorckd in thl' Financial <.\tatc111c1H~ a-, an intL·rl'1111d 
debt a:- 1)r .lune 30. 2005. 
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COMMONWEt\L l'H OF PllERTO RICO 
MUNICIPtd.ITY OF SANTA ISt\AEI. 

"iT!\Tl lS OF PRIOR Yl·'.!\RS FINl>IN(iS /\ND <)llES rlONFI> COS IS 
June 30. 2005 

FEl>ARL FllNl>S FINDINGS-YEAR 2004 

Prog1·ams: Cl>BG 
CHILD CARE 

Cnsh M111rngcmc11t 

Condition 

Finding Nnmhcr 
200.i-111-1 

t\s per OMB C-A 133. complinnce C. when entitles arc funded on a reimbursement hasi~. 
program costs must be paid for by entity funds before reimbursement is requested front the 
Federal Government. When funds are advanced. recipients must follow procedures 10 111inimi1c 
tl1e time elapsing between the trnnsfer of funds from the lJ.S. Treasury and disbursement Whc.·11 
ndvancc payment procedures are used. recipients must establish c;imilnr procedure<; frir -;uh 
recipients. 

During our audit we found. for COBO. that the program has a high cash balance of $111.2:::!0 at 
6130104 and for Child Care we found that the program has a high cash ha lance of$ 162.233 .81 at 
6/30/04. 

Status pro,·idcd hy Management 

For CDBG program no corrective action has been taken. To correct the condition reported b~ the 
externnl nuditors we are going to start the disbursement process when the requisitions nf fund ... 
were submitted to the Office of the Commissioner of Municipal Affairs (OC/\M) in order h' 

assure that when the funds were transferred by the Pasc;-through Grnntor we will di sburse it<. 
funds immediat·cly. 

For Child Care and Development Block Grant. the requisition of funds system cstahlislwd h~ the 
Commonwealth of Puc1to Rico Child Care and Development t\clministrntio11 ( t\('1 IDI .N l ha-.. 
been designed to request ltmdi. quartcrh. Therefore. each quarter. we cnmplct<.• and -..11h11111 thl 
request or funds form provided by /\Cl IDEN. rcportfog the amnunt-; or ll111d-.. rcc1:i' l'd II' dall'. thl" 
total award expended to date. a forecast of expenditures for the next threl' month-. (pa~ wll. frin ge 
hcnclit·s. contractual services. etc.). and the total amount or cash requested based nn till' 
referenced information. 

1'11c runds requested and received from /\Cl I DEN each quarter arc dishurc;ccl during. each qual'll'I 
period principally to reimhur<;c the payroll and fringe benefits paid hy tilt' (icncral Fund and In 

pa~ the nwnlhly portion of cn111rnct11al c;crvicc..;. 

89 



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

I 

COMMON WE/\ I.Tl I OF PllERTO RICO 
MUNICIP!\l.ITY OF SANTA ISABEL 

STATlJS OF PRIOR Y EARS FINIJINGS AND OUESTIONED COSTS 
June :rn. 2005 

Therefore. is our opinion that the requisition of funds system estahli sltccl by the Pnss-through 
Cirantnr. whn i.; the non-federal entity who rnaintnin cln~ely monitoring IP <'Ill' Pn"'J.!nllll 
operations. has been followed by us in complinnce with the grant agreement clauses. 

Progrnm: CDB<; 

Procurement, Suspension and Debnrtment 

Condition 

Finding Numl>l'r 
2004-111-2 

As per OMR Circular A- 133. states. and governmental subrecipients of States. shal I use the c;ame 
State policies and procedures used fo r procurements from non-Federal funds. They nlso shall 
ensure that every purchase order or other contract includes any clauses required hy Federal 
~tatutes and executive orders and their implementing regulations. Non-Federal entities arc 
prohibited from contracting with or making subawards under covered transactions to parties that 
are suspended or deba1Ted or whose principals are suspended or debarred. 

During our audit we could not observe any suspension and debarment clause-: or cc11 i Ii cat i1111, 
regarding to. 111 two construction contracts were program funds were e:\penclecl during. lisca I ~car 

Status provided hy Management 

Corrective act inn was taken. Actually. all contracts totally of partially financed with foderal funcb 
adding to each contract clauses the suspension and debarment certification. 

Program: C'DllG 

S1>cdal Tests 

Condition 

Finding Numher 
2004-Til-3 

When CD!Ki runds arc 11~cd for ho11stn.[! rehabilitation. the grantee must assure that thL' \\1lrk i ... 
properly completed (24 C'FR section 570.506) . 

I. As pl'r our tests. we nhscrvcd the following participant's contracb m:rc nnt a<kq11atd~ 
lillcd out in nll required hlank~ and the housing. dc1kiencic-; tn he cn1TcL·ted \\crc lh'I 

entTL'Ctl~ dc:serihcd in the initial inspeetion'i documents. 
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COMMONWl·.t\ L 1'11 OF PUERTO RICO 
MUNICIPAi ITY OF SANTA ISAAEI. 

STAT! JS OF PRIOR YEARS FINDINGS /\ND(.)! JESTIONFD ( ·os r~ 
June JO. 2005 

2. In one case. supplies paid by the municipality were not delivered hy supplier Ill 

participant ancl the municipal it\. and we did not observe required follow up in tb is case. 

Status provided b,· Mmrngemcnt 

fn remedy the transactions reported in the external auditors · condition. we arc i.toing 10 a!-.sign 
Program sta ff to review the participants· files to correct. if' possible. any c011dilinn ohscrvecl in 
each file to nssurc compliance the Program regulations. 

Also. as a prospective measure. we arc going to give specific instructions to our Prog.rnm staff 
and to monitor your performance closely in order to assure adherence to the procedures 
established by the Office of the Commissioner of Municipal Affairs (OCAM) in the procedure ... 
guide titled in Spanish as .. Guia Opcrncional para el Programa de Rehahili taci<)n de V h renda!-. .. 

Progrnm: CHILD CARE 

REPORTING 

(' 0 II cl if io II 

Finding Number 
2004-111-4 

As per OMB Circular A-133. the repoiting. requirements for sub recipients arc a' 
specified by the pass-through entity. In many CClses. these will be the -;nme as or similar 
to the following requirements for recipients. 

During our audit. we did not observe the quarterly financial reports required by grnntor·.., 
agency. 

Stntus pro,·idcd hy Mana~Cllll'nt 

For the Program Y car 2004-::WOS. "hid1 ih approved budge1 wa!-. for a 1c11 niunt h~ peri11d 
(October I. 2004 to July 31. 2005) we made available to the cxlcrnnl auditor ... the quarter!~ 
reports for the quarter!. ended on December 31. 2004. March JI. 2005. June JO. 2005. <1nd an 
additional rcpn11 for the month ended on .Inly 11. 2005. But. acllrnlly, we have pending tn ..;uhmi1 
the final report to the Pass-though grant or for such program year. and we will o;uhmi1 i1 in 1he fi1 ..,, 
week nr /\pril '.!006. To do so. we are reviewing and modif~1ing nm Program acc1111111ing record ... 
"ith the support nl' our financial consultants in order to nssurc that the 11<.:counting rec1.w<I!-. prc..cnt 
tht.: linancial position and the results of operation in sufficient detail to permit an easi ly audit trial 
of linancial reports to the :lCCllllnting. records in ruturc audits. 
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COMMONWEALTll OF PUERTO RICO 
Ml INICIP!\l.ITY OF SANTI\ ISABEI 

s·1 A I'll~ OF PRIOR YE!\RS FINDINGS AND QUESTIONED cos rs 
.I une 3 0. 2005 

FINANCIAL STATEMENTS FINDINGS-YEAll 2003 

Progrmn: CDBG 

Accoun ling Records 

Condition 

Finding Number 
2003-11-t 

The Municipality does not maintain general ledgers for most of its major foderal funds. 

Status provided by Manaf!cmcnt 

For CDBG program. Pa1iially corrective action has been taken. Actually. the 
Municipality post nll of its Program transactions in a cash basis manual records that 
consist of the following records: 

e) Cash Receipt Books (n Book per each Grant Award)- To record all receipts from thl· 
Pass-through Grantor: each receipt' is posted in detail under each account title. and at 
the encl of the month each column total is posted to the General Ledger. 

I) Cash Disbursement Books (a Book per each Grant Award)- Tn record all 1.:a"h 
disbursements made by the Official Pnyer: each cash disbursement i-. posted in detail 
under each account title. and at the end of the month each account' total is po-.ted In the 
General Ledger. 

g) General Ledgers (a Book per each Grant A ward)- To summarize month!) cash receipt 
and cnsh disbursement transactions charged to each account. 

h) Check Register - To records al l dishursements issued from the COl3G program cash 
hank accounl. 

rhc Program accountant prepared quarterly a !rial balance for each grant n\\ ard u~ing 
each grant award genera l ledger. hut some trial halances were not sel f balanced. and 
therefore. we i11struct him to revise past transactions in order to correct such di lfcrencl'" 
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COMMON\Vl-.1\1.Tll OF PllERTO RICO 
MUNICIP1\l.ITY OF St\NTI\ ISl\BEI. 

~TATllS OI· PRIOR YLAR~ HNDIN(iS AND OlJFSTIONl·: n <'()"\I\ 
.I urn: JO. 2005 

FEDERAL FUNDS FINDINGS- YEAR 2003 

Progrnm: CDBG 
CHILI) CARE 
SECTION 8 

Cash Mana~cmcnt 

Condition 

Finding Number 
2003-111-1 

The administrative personnel is not following adequately the prrn.:edurcs to 111i11i11111L' tfa: 
time clnpse between the receipt!> of funds and their uisbursement. For Scctiou 8. \\L' roull(I 
that most of housing assistant payments during the year were issued b) the tenth or each 
month. 

St1ltus provided by Management 

For CDBG program no corrective action has been taken. To correct the condition reported b~ the.: 
external auditors we are going to start the disbursement process when the requisitions nf fund-; 
were submitted to the Office of the Commissioner of Municipal Affairs (OCt\M) in order to 
assure that when the funds were transferred by the Pass-through Grnntor we will disburse its 
immediately. 

hw Child Care nncl Development Block Grant. the requisition of funds system established by thl' 
Commonwealth of Puerto Rico Child Care and Development Administration (ACllDl ~N) ha~ 

been designed lo request funds qumterly. Therefore. each quarter. we complete and submit tht· 
request of funds form provided by ACUDEN. reporting the amounts of funds received to elate. thl' 
total awnrd expended to date. a f'orccnsr or expenditures for the next three months (payroll. frill !.!.C 
hcnctits. contractual services. etc.). and the total amount of cash reque-;tccl hnscd 011 thl' 
rcforcncecl information. 

rhe fund!> rl'qUt' 'ited and received from t\CUDEN each quarter arc di -;hur~L·d d11ri11µ l'ach q11artc1 
period principally to reimhur!>c the payroll nncl fringe benefits paid hy the <icncral 1-l1ncl and IP 

pay the monthly poi1ion llf contractual services. 

f'hl'rl'fnrl'. i!> our opinion that the requisition of funds system established by the Pas'\-thronµh 
(irnntor. who i1., the non-federal entity who maintain closely monitoring. to our Prnµram 
opL·ration!>. ha' been followed by us in complinncc with the µrant agrccml'nt clauses. 

Fnr Section 8 I lousing. Chnicc Vnucher. cnrrcctivc act inn \\HS taken . J\ctuall>. \\'l' arc di .,h11r .... 1n)..'. 
th..: h111i:-.i11g .1:. .... i:.t.1111 .. \,. (M> lll\.nb in .1 r\..1.,nn.1bk tilllL .ilk r 1u .. cipt 1il. th'- L' h.d1 1111i... li1nd tr,11 h lu 
from the l IS Tn.'a!>ut)· Depart menl. 
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COMMON\Vl:/\I :n I OF PUERTO RICO 
MUNICIP'\l.ITY OF S/\NTA IS/\f3EL 

ST/\ l'l JS OF PRIOR YE/\RS FINDINGS /\ND QUF.STIONED COSTS 
June JO. 2005 

Prol!rnm: Sl~CTION R 

Cash Mnnngement 

Condition 

Findine Number 
2003-111-2 

!\ bnnk charged of $5.978.21 was chnrgccl to the program during the month or Octoher 
2002. 

Status provided by Mmrngement 

During the liscal year ended on June JO. '.?005. no bnnk charges were applied to the Section 8 
I lou~ing Choice Voucher Program. Also. In relation with the bank charges reported by the 
external auditors in the finding reference 2003-111-2. we will request to the Bank to rever-;e such 
charges. 

Program: CDHG 

Reporting 

Condition 

Finding Number 
2003-111-3 

Municipality has not assign the proper number of employees to Section 8 Prn!l-rani. cn11s111~ 
improper segregation of duties. 

Stntus provided b)1 Management 

Our Municipnlity is administering the Section 8 Housing Choice Voucher Program "ith a 
limitation in source of funds due to the fact that the administrative fee earned did not permit' us 111 
sa tisf)· the cost or additional employees. /\lso. the Municipality general fund deficit did 1101 

permit us to satisf~· the cost of additional employees. But. our Federal Program Dircchir maintain 
a closel) -;upcrvision over the Program Conrdinatior in order to assure full compliance "ith lhl· 

Prngrnm rule-; nnd rcg.ulat ions. 
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COMMONWE/\l.1'11 OF Pl ll~RTU RICO 
MUNICIP!\l.rl Y OF SANTI\ IS/\BEL 

ST/\ 11 l~ OI· PRIOR YEARS FINDINGS /\ND QUFSTIONED l'< lS I'~ 
.I unc JO. 2005 

FINDINGS lmFOIU~ VF.AR 2003 

Progntm: FF.MA 
Section R 
Head Start 

Disbursing 

Condition 

Noncompliance related to disbursing procedures. 

Status provided by Mann~cment 

Finding Number 
2002-2 

To reduce to a lo\\' level the probability that a condition as described on Finding 2002-02 ncrnr 
again in the future. the Finance Director instruct the Official Payer to improw lhe actual 
procedures in order to assure that all of disbursement vouchers and its supporting documents were 
stamped as paid whenever a chcd. is issued. and that all of disbursement vouchers and it-. 
suppotting documents were adequately safeguarded in order to provide its timely in future audits. 

Progrnm : COBG 
Section 8 
Head Start 
FEMA 

Cash Manngment 

Com I itiou 

Reportable condit iono; over cash management. 

Stntns provided by M:maj?enu.•nt 

Finding 2002-3: 

Finding Numher 
2002-3, 6 and 7 

1-'nr ( 'Dl~Ci progr:1111 no corrcctiw aclinn ha~ been taken. l'o correct the cnnclitinn reported b) tlH.· 
external auditor!'. \\C arc going to start the disbursement process when the rcqUil\ition~ nl' li111d' 
\\ere !'.llhmi1tccl to the Oflicc or the Commi"sioner or Municipal /\ITnir.., (0('i\M) in nrckr tn 
:t!'.sure lhnt when the f1111cls were tran..,ferrcd hy the Pa!-.<;-1 hroug.h Grantnr we "i II di "htrrsc ih 
immcdiatcl~ 
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COMMONWl:ALTI I OF PUERTO RICO 
MUNICIPAi .ITY OF SANTA ISABEI 

s·1 I\ l'lJS OF J>RIOI~ YLl\R\ FINDINCiS AND (HJFSTIONED COSTS 
.I UllL' 30. 2005 

For Section 8 I lousing Choice Voucher. cnrrectivc action was taken. Actually. \\'L' arc <li.,bur.,inµ 
thL' hnusi llf.! assistance payments in a rl:'asonnblc I ime after receipt of I he electronic fi111d trail" fl:r 
I rom the llS Treasury Department. 

For Head Start Program. corrective action was taken. During the year 20-1-2005. fund~ \\CrL· 
requested hased on realistic cash needs and were disbursed in a rea~nnablc lap<it' pf time ... inct 
receipt of' fimds from the US Treasury Depa11ment. 

Finding 2002-6: 

During the fiscal year ::?004-2005. bank charges were applied to some 1-ederal bani-. accounts. but 
to remediate such condition the Finance Director gave instructions in order to reduce to a lo\\ 
level the prohahi lity that disbursements were made without the cash availahle in the bani-. 
account. 

Recently. the Municipality received from FEMA a Public Assistance program award to recover 
for damages to public facilities and infrastructure caused by a major disaster {flood rains) 
occurred in the last months of the year '.2005. and we will comply with the cash manag.eme111 
requirements applicable to this grant award. 

Finding 2002-7: 

The Finance Director gave instructions to the employee in charge of cash colb:tinns ;ind f\) thL· 
J>rog.ram accountant i11 order to assure that a collection receipt be issued promtly each time that a 
electronic fund transfer is received from the US Treasury Department. 

Program: FEMA 

Reporting 

Condition 

Reportable conditions over reporting. 

Status provided hy Management 

Finding Number 
2002-5 

Finding has 1101 hccn cleared by Ft>clcrnl l\gcncy. But rccent ly. the l'vlu11icipa lit~ l'L'n' i\ cd frn111 

FEMI\ a P11bliL /\ssis111 11cl' program award In recover for clamagL·~ to public foci lit1c' and 
inliwaructlll'l' cn11scd b~ a major di~astcr ! flood rains) occurred in till' la-;t mnntli... nf' thL· ~ l';11 

~00:' . and \\'l' \\·ill cnmpl~ "ith the report in~ rcq11irl'me111s applkahk to this grant'"' anl 
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Finding Responsible Employee 
Reference 

Number 

Municipality of Santa Isabel 

Corrective Action Plan 
Single Audit 2004-2005 

Corrective Action Planned 

But, the Office of the Commissioner of Municipal Affairs is considering 
alternatives to Improve our accounting system, including the acquisition of 
new accounting software, and therefore, we wiU hope to solve our accounting 
system condition in a near tutu re. 

As reflected in the audited financial statements, the Municipality's general fund 
deficit presents a ccntinuous and consistent growth each year for the past 
three fiscal years as the consequence principally of: a) adoption of budgets 
with budgeted revenues that at the end of eacti year -were less than actual 
revenues collected, and which did not provide funding for al of incurred 

• .... L. '\ • - .. ' • ..... ....._ 

fringe benefits, and statutory obligations. 
-

Based on this reality, the municipal administration has adopted an ambitious 
program to reduoe the general fund expenditures and stop the continuous and 
consistent Municipality's general fund financial condition deterioration, and 
then, improve it. The Municipality's executive branch, with the approval of the 
legislative branch (for items a} and b)), places in force various actions 
including the following actions after year ended June 30, 2005: 

$1,410,000 OperatlOMI loan 

On July 5, 2005 the Government Development Bank for Puerto Rico 
(GOB) approved a special obligation bond issuance with original issue 
amounts of $1,410,000 to pay general fund curent liablities due and 
payable at June 30, 2005. This bond issuance was authorized by the 
Municipality's legislative branch on July 28, 2005 through the Ordinance 
number 4, 2005·2006 5eries. 
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..-Fil•ding 
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Responsible Employee 
Reference 
Mumber 

>---·--· >------

I 

i 

I 
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l ---·r·--·--·· 
2005-111· 1 i Mrs. Jank:e Brugman 

I Fe::ieral Prograns 
Department lCDBG, Section 

- 8. and ~C&DBG) Dire1;tor 

2005-lll-2 Mrs. Janice Brugman 
Federal Programs 

Department (CDBG, Section 
~ ._ . __ L__! and 9c&~BG) Director ~ 

Municipality of Santa Isabel 

Corrective Action Plan 
Single Audit 2004-2005 

Corrective Action Planned 

newspaper a request fer proposal from interested parties to privatize tie 
domestic solid waste collection services in the Municipality's urban and 
rural areas. On December 27, 2005 the Municipality received three 
proposals from private companies intet9sted to provide domestic solid 
waste collection services to the Mun~cipality. These proposals were 
subject to a detailed review in order to select the best offer to protect the 
public interest, and the bidder selected started the domestic solid waste 
collection services on February 1, 2006. 

Debts Amoltlzation Agreements 

We are planning to request a special obfigation bond to the Government 
Development Bank (GOB) in order to reimburse to the state joint 
resolutions cash bank acoount the cash seized by ttie tntemat Revenue 
Services. and we are in the process to negotiate a debt amortization plan 
with the Puerto Rico Treasury Department in order to request it to liquicSate 
our debts with govemmentat entities, and later paid it through monthly 
installments based on our cash flow capacity. Also, we formalized debt 
amortization agreements for past due current debts with governmental and 
private entities, within others. 

The Program accountant was instructed to revise past transactions PoSted in 
each grant award set of accounting books in order to correct the cash 
difference per books Vo/hen compared with the adjusted cash balance per 
bank. 

Tc correct the condition reported by the external auditors we are going to 
include a columns in our capital assets subsidiary ledger a column identifying 
the sources of funds used for each capital assets acquired. But, is important to 
comment that our subsidiary ledger was tested by the external auditors for 

Expected 
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Date 
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Finding Responsible Employee 
Reference 

Number 

Mrs. Janice Brugman 
Federal Programs 

Department (CDBG, Section 
8 and CC&DBG) Director 

Municipality of Santa Isabel 

Corrective Action Plan 
Single Audt 2004-2005 

Corrective Action Planned 

a. a chart of accounts (inciuding real and nominal accounts) based on 
reporting requirements estabished by the pass-through grantor; 

b. a General Ledger which includes all necessary accounts to properly 
report financial results as required by the pass-though grantor, 

c. a General Journal ledger to summarize the Revenue and Disbursement 
Registers transactions using the double entry accounting procedure; 

a. a Kevenue Keg1s•er lo suppor' ...... 
ledger; 

j::il> \V ..,.., • II I \I~ --· • - • -• 

e. a Disbursement Register to support transactions to be posted in the 
General Ledger; 

f. a Purchase Orders and Contracts Register to record purchase orders 
and contracts issued against the budgeted amounts for each account tn 
order to maintain an adeauate budaetary control. 

For Child Care and Development Bk>ck Grant, The requisition of funds system 
established by the Commonwealth of Puerto Rico Child Care and 
Development Administration {ACUDEN) has been designed to request funds 
quarter1y. Therefore, each ~arter, we complete and submit the request of 
funds form provided by ACUDEN, reporting the amounts of fundS received to 
date, the total award expended to date, a forecast of expenditures tor the next 
three months (payroll, fringe benefits, contractual services, etc.), and the total 
amount of cash requested based on the referenced information. 

The funds requested and received from ACU DEN each Quarter are disbursed 
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Municipality of Santa Isabel 

Corrective Action Ptan 
Single Audit 2004-2005 

In compliance with the OMB Circular A-133, Subpart C-"Auditees", 300 "Auditee responsibilities", we prepared the 
corrective action plan described above on March 23, 2005 in accordance with 316(c). 

Di or 
Early and Head Start Programs 

~9-~--7? 
b Hon. Enrique Questell Alvara.do 

Mayor · 
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