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INDEPENDENT AUDITORS REPORT 

HONORABLE MAYOR AND MUNICIPAL COUNCIL 

MUNICIPALITY OF SANTA ISABEL, PUERTO RICO 

We have audited the accompanying financial statements of the governmental activities, each major fund, 
and the aggregate remaining fund information of the Municipality of Sant4 Isabel, Puerto Rico, as of and 
for the year ended June 30, 2009, which collectively comprise the Municipality's basic financial 
statements as listed in the table of contents. These financial statements are the responsibility of the 
Municipality's management. Our responsibility is to express an opinion of these financial statements 
based on our audit. 

Except as discussed in the following paragragraph, 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. 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 
financia l 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 provide a reasonable basis for our opinions. 

Tne Municipality does not maintain adequate records for capital assests, acumulated depreciation and 
related depreciation expense and were unable to satisfy ourselves about such balances through alternate 
procedures. Therefore, we were not able to obtain sufficient evidence to satisty ourselves about the capital 
assets of governmental activities recorded in the accompanying statement of net assets for $31,054,887, 
net of accumulated depreciation of $6,319,239, and the amount of depreciation expense stated at 
$763,632 reported in the accompanying statement of activities for the year then ended. 

The Municipality does not recogniz.ed in the Ge~eral Fund and the State Legislative Joint Resolutions 
Fund liabilities normally paid in a timely manner and ih full from expendable available financial 
resources. Instead, these liabilities were recorded as long term liabilities in the governmental activities in 
the accompanying statement of net assets, based on the assertion that the Municipality Legislative branch 
authoriz.ed the issuance of $810,000 and $6,500,000 of general obligation bonds subsequent to the year 
ended on June 30, 2009, principally to finance debts with other governmental entities, suppliers, 
contractors and claims and judgments pending at June 30, 2009 GASB Interpretation No. 6, Recognition 
and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial Statements 
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state that liabilities that governments normally pay in a timely manner and in full from expendable 
available financial resources should be recognized when incurred, without regard to the extent to which 
resources are currently available to liquidate the liability. If these liabilities were accounted for properly, 
liabilities and expenditures reported in the Genera] Fund and the State Legislative Joint Resolutions Fund 
would be increased by $5,533,088 and $1,533,793 respectively, and the fund balances would be 
decreased by $6,773,869 and $1,319,750 respectively, as of June 30, 2009. 

In our opinion, except for the effects of such of adjustments, if any, as migth been determined to be 
necessary had we been able to obtain sufficient evidence to satisfy ourselves on the amounts reported as 
capital assests and related accumulated depreciation, the financial statements referred to above present 
fairly, in all material respects, the respective · financial positfon of the governmental activities of the 
Municipality's of Santa Isabel as of June 30, 2009, and the respective changes in financial position, 
thereof for the year then ended in conformity with accounting principJes generally accepted in the United 
States of America. 

Also, on our opinion, because of the matters discussed in the preceding paragraphs, the financial 
statements referred tp above do not present fairly, in conformity with_ accounting principles generally 
accepted in the United States of America, the respective financial position of the General Fund and the 
Legislative Joint Resolutions Fund of the Municipality of Santa Isabel as of June 30, 2009, and the 
respective changes in financial positioo, thereof for the year then ended .. 

In addition, in our opinion, the financial statements referred to previously present.fairly, in all material 
respects, the respective financial position of the Head Start Fund, the Capital Improvement Bond Fund, an 
the aggregate remaining fund information of the Municipality of Santa Isabel, as of June 30, 2009, and the 
respective changes in financial position, thereof for the year then ended in conformity with accounting 
principles generally accepted in the United States of America. 

The Management's Discussion and Analysis and budgetary comparison information on pages 5 through 
13 and page 62, are not a required part of the basic financial statements but are supplementary 
information ~quired 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 inf~rmation and express no opinion on it. 

In accordance with Government Auditing Standards, we have also issued a report dated July 2, 2010, on 
our consideration of the Municipality's internal control structure over financial reporting and our tests of 
its compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral 
part of an audit performed in accordance with Government Auditing Standards and s~ould be read in 
conjunction with this report in considering the results of our audit. 

The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional 
analysis as required by U.S. Office of Management and Budget Circular A-I 33, Audits of States, Local 
Governments, and Non-Profit Organizations, and is not a required part of the basic financial statements. 
Such information has been subjected to the auditing procedures applied in the audit of the financial 
statements and, in our opinion, is fairly stated, in all material respects, in relation to the financial 
statements taken as a whole. · 
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As discussed in Note 13, the Municipality Legislative branch authorized the issuance of $810,000 and 
$6,500,000 of general obligation bonds subsequent to the year ended on June 30, 2009 principally to 
finance debts with other governmental entities, suppliers, contractors, and claims and judgments pending 
at June 30, 2009. These these liabilities were recorded as long term liabilities in the governmental 
activities in the accompanying statement of net assets. 

Also, on March 2009, the Administration for Children and Families of the United States Department of 
Health and Human Services took posession of the administration and operation of the Head Start and 
Early Head Start programs which were administered by the Municipality since year 1999, These 
programs transactions were accounted for in the Head Start Fund, a major fund for the year ended on June 
30, 2009. 

MENDOZA & RAMOS 

C ONTADORES PUBLICOS A UTORIZA.DOS, C .S.P . 

July 2, 2010 
Guayama, Puerto Rico 

The stamp number 2395416 
was afirxed to the original of this report. 
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COMMONWEALTH OF PUERTO RJCO 
MUNJCIPALITY 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 
Management's Discussion and Analysis (MD&A) for the readers of the Municipality's basic financial statements. This 
narrative representc; an overview and analysis of the financial activities of the Municipality for the fiscal year ended June 
30. 2009. Because this MD&A is designed to focus on the current year activities, resulting changes and currently known 
facts, we encourage readers to consider the information presented in this MD&A in conjunction with the additional 
information furnished in the accompanying basic financial statements. 

FINANCIAL IDGHLIGHTS 

a) Government-Wide Highlights 

• Assets- The Municipality has reported assets amounting to $33.9 millions in the accompanying statement of net 
assets, of which the most significant are capital assets, cash and tax receivables amounting to $24.7 millions, $7.2 
mill ions and $2 millions, respectively. 

• Liabilities - The Municipality has reported liabilities amounting to $3 I millions in the accompanying statement 
of net assets, of which the most significant are deferred revenu~s, bonds payable, intergovernmental payable and 
accounts payable, amounting to $1 million, $15 millions, $3 millions and $4.9 millions respectively. 

• Net assets - The assets of the Municipality exceeded its liabilities by $2.9 millions at June 30, 2009, which is 
presented as "net assets" in the accompanying statement of net assets. Restricted net assets and unrestricted 
deficit amounted to $5.6 millions and ($19.8) millions, respectively. Net assets invested in capital assets 
amounted to $17. I millions. 

• Net change in net assets - The Municipality's net assets decreased by $1.8 millions during fiscal year ended 
June 30. 2009. Net assets at June 30, 2008 (as restated) amounted to $4.7 millions. The decreased in net assets 
was principally for a reduction of property tax, municipal license tax and construction excise taxes collected and 
a reduction of state grants in comparison with the prior fiscal year. 

• Revenues - The Municipality has reported total revenues amounting to $I 6. 1 millions in the accompanying 
statement of activities, of which the most significant are tax revenues, operating grants and capital grants and 
contributions amounting to $5.8 millions, $7.7 millions, $2.2 million and $.4 millions, respectively. 

• Expenses - The Municipality has reported total expenses amounting to $17.9 millions in the accompanying 
statement of activities. 

b) Governmental Funds Highlights 

• Assets- The Municipality's governmental funds have reported combined assets amounting to $9.9 millions in the 
accompanying balance sheet - governmental funds, of which the most significant are cash, accounts receivables 
and due from other funds, amounting to $7. I millions, $2 millions and $.8 mill ions respectively. 

• Liabilities - The Municipality's governmental funds have reported combined liabilities amounting to $4.1 
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 $2.2 millions, $.6 
millions, $.8 millions, and $.5 millions respectively. 
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• Governmental fund balances - The Municipality's governmental funds reported combined fund balance 
amounting co $5.8 millions, of which $5.6 millions and $.2 millions represents reserved and unreserved fund 
balances, respectively. 

• Net change in governmental fund balances - The Municipality's governmental fund balances decrease by $2 
millions during fi:Scal year ended June 30, 2009. The decrease in fund balances represents the excess of revenues 
and other financing sources over expenditures and other financing uses. 

• Revenues - The Municipality's governmental funds have reported combined revenues amounting to $15.8 
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 
I icense, sales tax and construction excise taxes amounting to $2.4 millions, $9 .9 millions, $I. I millions, $1.8 
millions and $.:'5 million, respectively. 

• Expenditures - The Municipality's governmental funds have reported combined expenditures amounting to 
$17.9 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 $8.4 millions, $2.7 millions, and $2.6 millions 
respectively . 

USING THIS ANNUAL REPORT 

This annual report consist 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 (govemment
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 

The Municipality's financial statements include three components: (1) 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 information (combining financial statements) in addition to the basic financial statements themselves. 
These components are described below: 

G<>vernment-Wide Financial Statements 

The f?Overnment-wide financial statements are designed to provide readers with a broad overview of the Municipality's 
operations and finance 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 to those used by most businesses. Th~y take into account all revenues and 
expenses connected with the fi scal year ended June 30, 2009 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. 
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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 present~ information showing how the Municipality's net assets changed during the fiscal year 
ended June 30, 2009. 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 revenue~ (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. 

Th!! 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 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 projects 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 
u~cd to account for essentially the same functions reported as governmental activities in the governmental-wide financial 
statemenL~. 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 y~ar (June 30, 2009). 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. 
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For financial reporting purposes the Municipality has five major funds: (1) the general fund, (2) state legislature joint 
r~solutions, (3) the head start, (4) the capital improvement bond fund and (5) the debt service. 

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 
daLa 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. 

lNFRAS1'RUCTURE ASSETS 

Historically, a government'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 Lhe 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 
standard~. 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 perfonnance over time. 

A~ of JUiy I, 2003, the Municipality retroactively recorded the historical costs of infrastructure assets. Also the 
Municipality elected to depreciate infrstructure assets instead of using the modified approach. 

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 
or the Municipality, net assets (excess of assets over liabilities) amounted to $2.9 millions at June 30, 2009, compared to 
$4.7 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 ($17.1 millions). 
The Municipality's net assetc; is also composed of net assets amounting to $5.6 mill ions tha·t are restricted for (I) future 
deht serv.ice 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 deficit of $19.8 millions. 

The unrestricted deficit is the consequence of previous budgets which did not provide funding for incurred long-term 
ohligations 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. 
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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 MunicipaJity'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 MunicipaJity's financial position, as reported in the government-wide 
financial statementc;: 

Condensed Statement of Net Assets: 

2009 2008 Change % 
Current assets $ 9, 158,627 $ 12,379,725 $ (3,221,098) (26%) 
Noncurrent assets 24,735,648 19,422,418 5,3 13,230 27% 

Total assets 33,894,275 31,802,143 2,092,132 7% 

Curre~t liabilities outstanding 12,642,749 9,020,224 3,622,525 40% 
Noncurrent liabilities outstanding 18,325,796 18,064,013 261 ,783 1% 

Total liabilities 30,968,545 27,084,237 3,884,308 14% 

Net assets/(liabilities): 

Invested in capital assets, net of related debt 17,094,648 11,556,418 5,538,230 48% 
Restricted 5,653,086 10,227,470 (4,574,384) (45%) 
Unrestricted ( 19,822,004) ( 17 ,065,982) (2,756,022) 16% 

Total net assets $ 2,925,730 $ 4,717,906 $ (1,792,176) (38%) 

This Space Has Been Left Blank Intentionally 
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Changes in Net Assets 

The Municipality's net assets decreased by $2.8 millions. Approximately 37 percent of the Municipality's totaJ revenues 
came from taxes, while 61 percent resulted from restricted and unrestricted capital and operating grants, contributions and 
reimbursements, including federal financiaJ assistance. The Municipality's expenses cover a range of services. The largest 
expenses were for general government (47 percent), culture, recreation and education (15 percent) and urban and 
economic development ( J 5 percent). 

The following is a condensed presentation of the Municipality's resuJts of operations, as reported in the govem!Ilent-wide 
financial statements: 

Condensed Statem ent of Activities : 

Revenues: 

Program revenues: 
Operating. grants and contributions 
Capital grants and <.:on tributions 

C harges for se'rvice s 
Clcneral revenue s: 

Property taxes 
Municipal license taxes 
Sales taxes 

Construction excise taxes 
Un re stricted intergovernmental contributions 
Unrestricted interest on deposits 

Miscellaneous 

Total revenues 

Expenses: 
General government 

Urban and economic development 
Pub l ic safety 

Health and sa nitation 
Cul ture. recreation and education 
P ub lic h ous ing and welfare 
Interest on bonds. notes and capital lease obligati 

1 ota l expenses 

Net increase in net assets 

Net assets - at beginning of year. as restated 
Net assets - at end of year 

2009 2008 

$ 3, 164,868 $ 3,908,275 $ 
2.2 10,219 1,337,767 

82 .636 75, 140 

2,432,940 2,695,4 72 

1,075,319 1,2 80,672 
I ,82 I ,430 1,867,879 

504,754 1,138,266 
4,5 15,383 3,729,760 

170,879 I 09,947 
133,431 178,696 

l 6,l I l ,859 16,321,874 

8,373,347 5.591.021 

2,6 I 5,340 4,871.656 

I ,276,118 592,033 

877,67 3 564, I 22 

2,698,!28 4, 167,423 

I ,332,533 1.322. 197 

730,896 523,693 

17 ,904,035 17,632,145 

(1,792,176) ( I ,3 I 0,'2 7 I ) 

4,717,906 6 ,028, J 77 
$ 2,925,730 $ 4,717,906 $ 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S GOVERNMENTAL FUNDS 

Change % 

(743,407) ( 19%) 

872,452 65% 

7,496 10% 

(262,532) ( 10%) 

. (205,353) ( 16%) 

(46,44 9) 100% 

( 633,5 12) (56%) 

785,623 21% 

60,932 55 % 

(45,265) (2 5%) 

(2 10,015) (I%) 

2,782,326 50% 

(2,256,31 6) (46%) 

684,085 I 16% 

313,551 56% 

( 1,469,295) (35%) 

I 0,336 1% 

207 ,203 40% 

27 I ,890 2 % 

( 48 I ,905) 37 % 

(1,310,271) (22%) 

(1,792,176) (38%) 

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 funds is to .provide information on near-term 
inflows, outflows, and balance of spendable resources. Such information is useful in assessing the Municipality's 
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financing require~ents. In particular, unresen1ed 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 results of operations of governmental funds: 

Cotxlensed Baiarx:e Sheet - G>vt'Jl1DBltal fmds: 2008 Oiange % 

T ct.al assets - major funds $ 4,847,171 $ l 0,352,9(:6 $ (5,505,795) (53%) 
T eta I assets - noilllajor funds 5,074,178 7,CJl5,134 (2,<XX>,9~) (28%) 

TcraJ assets 9,921,349 17,428,HD (7,50S, 751) (43%) 
T ctal ti abilities - major fllild; 2,946,001 I0,855,3ffi (7,9ffi,502) (73%) 
T eta I Ii abilities - norrnajor funds 1,151 ,915 1,545,915 (394,00)) (25%) 

Total liabilities 4,098,716 12,401,218 (8,302,502) (67%) 
Furr! Balances: 

Resened - naj cr funds 1,fffl,358 4,140,633 (2,533,275) (61 %) 
Resened - ronmaj er ftnds 3,922,263 5,529,219 (l,ro>,9~) (29%) 

U1resened -nonrraj er fmds 

lJnresened -maj er funds 293,012 (4,642,9-;D) ·4,935,982 (106%) 
Total net as.5ets - $ 5,822,633 $ 5,026,882 $ 7'Y5,751 16% 

Comensed Stafmltt of()perajoa; -Go~ fund;: 

Tctal reverues - majer furrls $ 13,017,242 $ 12,948,685 $ 68,557 1% 
Tctal revernes - noomajorfurrls 2,802,888 2,S00,492 (<Jl,604) (3%) 

Total re\el'me; · 15,820,130 15,849,177 (29,047) (0%) 
Tctal experrlitures - majcr fwl:ls 13,434,956 15,628,.m (2, 193,547) (14%) 
Tctal experrlitures - nmmajor 4,409,844 3,867,740 542, 10:l 14% 

Total expenditure; 17,84{8X> 19,496,243 ( 1,651,443) (8%) 
Other financing srurces - majcr furrls ( excl u:ling 

operru ing trarn;fers anmg fund;) 0 6,101,COO (6,101,<XX>) (100%) 

~change in fmd l:alan:::es $ (2,024,670) $ 2,453,934 $ (4,478,604) (183%) 
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CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

The accompanying statement of net assets reported total gross capital assets, at cost, amounting to $3 1,054,887 of which 
$ 12, 195,303 represents buildings, structures and buildings improvements assets at June 30, 2009. The related 
accumulated depreciation and amortization of capital assets amounted to $6,3 I 9,239, of which $2,599, 150 is related to 
buildings, structures and buildings improvements assets at June 30, 2009. This investment in capital assets includes land, 
buildings, improvements, equipment, infrstructure 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 cost~ incurred to purchase or construct capital assets were $6, 139,853 for the year ended June 30, 2009. 
Deprec iation charges for the year totaled $763,632. Disposal assets for the year totaled $62,99 1. 

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 ha~ 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 
("Payment Capacity"). 

The Municipality is required under applicable laws and regulations to levy th Special Additional Tax in such amounts as 
shall be required for the payment of its general obligation municipal bonds and notes. In addition, principal of and 
interest on a ll 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 bond~ and notes to the extent that the Special Additional Tax Levied by the Municipality, 
t0gether 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. 

ECONOMIC 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 increases 
not generally exceeding ten percent. Federal grant revenues may vary if new grants are available but the revenue is also 
very predictable. 

12 



Those factors were considered when preparing the Municipality's budget for the 2009-2010 fiscal year. There were no 
significant changes between the budget for fi scal year 2008-2009 and the one for fiscal year 2009-20 I 0. 

FINAL COMMENTS 

The Municipality of Santa· lsabel 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. 

FINANCIAL CO.NTACT 

The Municipality's financial statements are designed to present users (citizens, taxpayers. customers, investors and 
crecjitors) 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' Director of 
Finance, Mrs. Irma M. Vargas Aguirre, at PO Box 725, Santa Isabel, Puerto Rico, 00757. 



Commonwealth of Puerto Rico 
Municipality of Santa Isabel 

Statement of Net Assets 
June 30, 2009 

Assets 
Current assets: 

Cash in commercial banks 

Accounts receivable, net of allowance for doubtful accounts: 
Property taxes 

Intergovernmental 
Sales tax 

Municipal license 
Construction excise taxes 
Interest 
Miscellaneous 

Restricted assets : 

Cash with commercial banks 
Cash with fiscal agent 
Investments 

Total current assets 

Noncurrent assets: 

Capital assets, net of accumulated depreciation and 
amortization of $6,319.239 

Total noncurrent as:>ets 
Total assets 

Current Liabilities (due within one year): 
Accounts payable 

Accrued intere:;t payable on long-term debt 
Deferred revenues 

Current portion 0f long-term obligations: 
Bonds payable 

Other debts 

Total current liabilities 

Noncurrent liabilities (due in more than one year): 
Total liabilities 

Net assets (liabilities): 

Invested in capital assets, net of related debt 
Restricted for: 

Capital projects 
Debt service 

Other specified purposes 
Unrestricted net assets 

Total net assets 

$ 422,286 

97,282 
1,660,954 

171.058 
2,981 

44,525 
8,653 
1,500 

453,095 

6,296,293 

9,158,627 

24,735,648 
24,735,648 

$ 33,894,275 

$ 605,618 
153,672 

1.007,037 

533,000 
10,343,422 
12,642,749 

18,325,796 

$ 30,968,545 

$ 17,094,648 

4,554,416 
1,393,315 
(294,645) 

( 19,822,004) 

$ 2,925,730 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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Functions/programs 

Governmental activities : 

Commonwealth of Puerto Rico 
Municipality of Santa Isabel 

Statement of Activities 
June 30, 2009 

Program Revenues 

Operating Capital 

Char ges for grants and grants and 
Expenses services contributions contributions 

General government S 8.:m.341 $ $ $ 
Urban and t:eonomic development 
Public safety 
Health and sanitation 

Culture. recreation an_d eduC'ation 
Welfare and housing assistance 
Interest on long-term obligation 

Total governmental activities 

2.615,340 

1,276, J 18 

877,673 

2,698.128 

IJ32,5'.B 

730,896 
$ 17.904,035 $ 

General Revenues: 
Taxe:;; 

Property taxes 
Municipal license taxes 
Sales taxes 
Construction excise taxes 

Total taxes 

13,444 154,069 

6,424 290,176 

62,768 2,313.276 

407,347 

82,636 $ 3,164,868 

Grams and contributions, not restricted to specific programs 
Interests on deposits 

Miscdlaneous 
Total general revenues 

Net changes in net assets 

$ 

Net assets at beginning of the year. as restated 
Net assers at the end of the year 

The accompanyin11 notes to the basic financial statements are an integral part of this statement. 
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1,598.417 

200,000 

411,802 

2,2 10,2 19 

Net Expenses 
and Charges 

in Net Assets 

$ (8.37J,347) 

(849.410) 

(779,518) 

{877.673) 

89.718 
(9;!5, 186) 

(730,896) 

$ ( 12.446.312) 

2,432,940 

1,075.319 

1.821.430 

504.754 
5.834,443 

4.5 15,383 

170,879 

133.431 
10,654,136 

(1 ,792, 176) 

4,717.906 

$ 2,925,730 



COMMONWEATH OF PUERTO RICO 
Ml JNICIPALITY OF SANTA ISABEL 

Balance Sheet 
Governmental Funds 

June 30. 2009 

MAJOR FUNOS 

State Legislative Capital Other Total 

Joint Improvement Nonmajor Governmental 

Gener;;! Fund Resolutions Head Stan Bond.~Fund Debt Service Fund Funds 
ASSETS 

ca.,h in commerrial hank.\ $ ~22.286 $ s 422.286 

Accoum rcceivahle. net of 
doubtful account.: 

Propcny raxe~ 97.282 97.282 
Municipal license 2.981 2.981 

f'onsouccion excise tax.e:-. 44.525 44 52.5 
Sale-s rax 122.380 48.678 171.0.58 
Interest 8.C>.53 8.653 
01hcr 1500 1.500 

l)ue from other funds 607.968 13~.188 19.566 762.722 
Due from governmental enti1ic:-. 1.169.667 135.187 .156.100 1.660.954 
Other 
Rc-stricrcd a.ssecs: 

C'ash in commerical bank 12.5.1 13 1.27 1 .n6.711 453.09.'\ 
Ca'h in focal a~em I 2.'\.465 4.340.372 1.801.027 .l l.429 6.296.293 
I nvestmeots 

Tomi a.'<'i<ll> s 2.503.425 $ 260,301 s 136,458 $ 4.340.372 $ J.946.987 733.806 s 9.92U49 

LIABILITIES 
Account> payabl~ $ .'\:l.79.l $ 20.000 136.458 $ $ 395 . .167 s 60.5.618 
Intergovernmental 
Due to olller fund>. 14.440 26.258 722.024 762.722 
Deferred revcn~ 2.H2.180 34,524 2.176.704 
Ma1ured hood.' d~ and payable 400.000 400.000 
Marured imcres1s due and p.iyable 153.672 15.'\.()72 

Tomi liahilitic' 2.2 10.413 46.258 136.458 553.672 1.1 51.915 4.098.716 

FUND BALANCE 
Rcse1w<l for: 

r.ncumbrancc' 7.161 7.161 
0.,1>1 service 1.39'.U l.5 l.393.315 
Capital projec1s 214.043 4.340.372 4.554.415 
Other specified purpc>.<e' U3.465 (4 18.109) -294.644 

llnreservcd. reponed in: 
C.)enera~ fund h>2386 102.386 

Toral fund balances 293,012 214.043 4.340.372 1.393.3 15 -418.109 5.822.633 
TOTAi. LIABILITIES AND FUNO BALANCE 2.503.425 $ 260.301 $ 136,458 $ 4.340.372 $ 1.946,987 s 733.806 $ 9.921349 

The accompanying norcs to the hasic financial statements arc an integral part of this statement. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Reconciliation of the Balance Sheet - Governmental Funds 

to the Statement of Net Assets 

June 30, 2009 

Aggregate fund balance reported in the balance sh~et - governmental funds 

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

Capital assets used in governmental activities are not financial resources, therefore, are not 
reported in the govemmenal funds 

Deferred (unavailable) revenues in the governmental funds that are recorded as revenues in 
the statement of a.ctivities 

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 agendes 

Debt to suppliers 

Claims and Judgments 
Landfill closure and postclosure care costs 

Net assets as reported in the accompanying statement of net assets 

$ 

$ 

5,822,633 

24,735,648 

1,169,667 

(166,145) 

(I ,297,982) 

(14,591,000) 

(7,079,064) 

(3,788,544) 

(888,724) 
(990,759) 

2,925,730 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 
Staccmcnt of Rcvenue.1, Expendicure.< and 

Oianges ip Fund Smocc • Govcrnmerual Funds 
Year £nded June JO. 2009 

MNORFUNDS 

State 
I .ei:islative C:apical Total 

Joim Improvement Other Non-major Governmental 
General Fund Resolution.< Head Srart Bond.I Fund Debt Service Fund~ Fund< 

REVENUES 
I ~Ile"\ : 

l'ropcny 13l<l!S ~ 1.87.l.OOO $ $ s 559.940 s s 2.432.940 
Municip.~I liren.<e l.075_'ll9 l.07.S_ll9 
("on"tru<·1ioo excise taxes 504.754 504.754 
Sak> t:u J.38.'l.710 437.720 1.821.430 
< 'hnrJ(l'' of servke 70.3()4 12.272 82.C>Jb 

11 11Cr~ovemnlt!0!1ll ,!!Tllnt• and t'OO!Tillut ion.-: 
l'•dcr-JI ~ovc.rnmen1 1.508.297 2.462.712 3.'171.009 
S1:ur- ~ovcmment 4.223.654 1.076.174 327.904 5.C>27.7.l2 

ln\'CSt1~n1 l!.3rninJ!.." 168.465 1.281 1.133 170.879 
Mi..c-rlbnt.'OU.' IJ,'l.4lr 1.U.431 

Toial R..-venue' s 9.432.697 $ 1.077.455 s 1.508.297 s s 998.793 s 2.802.888 s l.S.820.130 

£XPENDITllR£S 
<'um·m: 

< ;"·n~rnl ~overnment 5.948.993 5.948.99.1 
I irtian and economic development 1.606.451 241.059 197.908 1.800.220 .l.845.6.18 
Puhlir <:ifecy 634.814 140.114 25.939 250.061 1.050.928 
1 lcalth a.n<l Sanitation .S.S.S.0.1.S 7.587 5C>2.622 
t 'uhun:. =rcation and ecil.l('alion 861.6.'!I 106.463 1.508.297 1.257.680 480.781 4.214.902 
Wdfon· :ind hou.,init a.<.<i<tallCt' 559.0:i3 3.500 389.668 952.821 

l"l.,•f)I >Cl'\i<"~: 
l'rindp.il 538.000 538.000 
ln1crcs1 730.896 730.S<l6 

'J'ornl l"'pendirures 10,166.6:!7 491. 136 1,508.297 1.48).527 1,268.896 2.928.317 17.844.800 
1'..x't·r"' t l)CfitiellC'y) of Rev~nuc> o~r ~xpendirure, (733.930) 586.319 ( l.481.527) .(270.103) (I 25.429) (l.024.670) 

·c >Tl lloll ~lNl\Nl.JNG SOlJllC'ES II ISE.'il 

rran-fcr in from olher fuOO- 206.80.S 20C>.805 
Tra1t,frr our 10 other fund-. (206.805) 1206.805) 
<;pedal Item.' 
Procc..>c.l' from hond is.<uaocc 

·rill~ I Other ~inaocing Soul'('C> tus~,) <206.805) 206.805 

NET CHANG£ IN FUND BALANCES (0£f'ICITSJ (940.7:•.S) 586.319 ( 1.481.527) (63.298) ( 12.5.429) (2.024.670) 

Fl 'NO 8ALANC£ !DEFICIT) AT BEGINNING 
m· YEAR. AS RESTAT£0 1.233.7<7 <372.276) 5.821.899 1.456.613 (292.680) 7.847_l03 

Fl 'NU BALANCE AT END OF' YEAR s 293.012 $ 214,043 $ 0 s 4.340.372 $ 1.393.31.S s (418.109) s 5.822.633 

l'IW at'<"\lnlpanyin~ nOles 10 lhe lla.<i<' finon('ial statcmenL~ are nn intejO'lll part Of this sratement 
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Commonwealth of P uerto Rico 
Municipality of Santa Isabel 

Reconciliation of Statement of Revenues. Expenditures and Changes 
in Fund Balance - Governmental Funds to the Statements of Activities 

For the Year Ended June 30,2009 

Net change in fund balances- t0tal governmental funds 

Governmental activities amounts reported in the statement of activities and the statement of Revenues. 
expenditures and changes in fund balances governmental funds are different because: 

Revenues in the statement of activities that not provide current financial resources, therefore are not 
reported as revenues in the funds: 

Net Change in PREP A Contribution in Liue of Taxes Revenue Deferred in GFFS 
Net Change in State Treasury Department Christmas Bonus Reimbursement Deferred in GFFS 

Under the modified accrual basis of accounting used in the governmental funds. expenditures are not 
recognize for transactions that are not normally paid with expendable financial resources. In the 
Statements of Activities . however. wich ii.. presented in the accrual basis, expenses and liabilities are 

presented regardless of when finacial resources are available: 

Net Change in Compensated Absences Liability 
Net Change in Christmas Bonus 
Landfill Closure and Post closure care costs 
Net Change iri PREP A Contribution in Liue of Taxes Liability 
Net Change in Retirement System Administration 
Net Change in claims and judgements 
Other intergubemamental debts 
Suppliers debt-.; 

Govennental funds repon capital outlays as expenditures. However in the statement of activities, the cost 
of those assets is allocated over their estimated useful lives as depreciation and amortization expenses. 
This the amount by which capital outlays exceed depreciation expenses. 

Repayment of principal of long-term obligation is an expenditures in the governmental funds, but the 
repayment reduces long-term liabilities in the statement of net assets 

Net changes in net assets reported in the accornpayning statements of activities 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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$ (2,024,670) 

291,729 
(26,976) 

215,435 
58,080 

(30,023) 
(291,729) 

(1.133,664) 
(888,724) 
(797,407) 

(3,564,168) 

5,313,230 

J,086,711 

$ (1,792,176) 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANT A ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

1. 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 Autonomous 
Municipalities Act of the Commonwealth of Puerto Rico (Law No. 81 ). 

The Municipality's governmental system consists of executive and legislative branches. The 
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 exer~ised 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, pub I ic safety, health, sanitatior)., education, culture, recreation, urban and 
economic development, and many other general and administrative duties. 

a) Financial 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. 2009, in confonnity with accounting principles generally accepted in the 
United States of America, as prescribed by the Governmental Accounting Standards Board 
(GASB). 

According to the financial reporting model established by GASB Statement No. 34, Basic 
Financial StatPments - and Management's Discussion and Analysis - for State and Local 
Governments (GASB No. 34), the minimum required financial statement presentation applicable 
to the Municipality is compo~ed 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). 

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, 2009, 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. 

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 -
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

Accounling and Financial Reporting for Nonexchange Transactions, (2) GASB Statement No. 
37 - Basic Financial Statements - and Management's Discussion and Analysis - for State and 
Local Governments: Omnibus, (3) GASB Statement No. 38 - Certain Financial Statement Note 
Disclosures and (4) GASB Interpretation No. 6 - Recognition and Measurement of Certain 
Liabilities 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 (F ASB) and its predecessor bodies, such as the Accounting Principles Board (APB), 
issued on or before November 30, 1989, provided those pronouncements do not conflic~ with or 
contradict GASB pronouncements. Accordingly, in conjunction and simultaneously With the 
adoption of GASB No. 34, the Municipality also adopted the following p{onouncementc;: ( 1) 
APB Opi~ion 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 Adjustments. The Municipality has elected to not apply all 
statements and interpretations i~sued by FASB after November 30, 1989. 

b) Financial Reporting Entity 

The accompanying basic financial statements include all departments, agencies and municipal 
entities that: (1) 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 tho~e of the Municipality would cause the Municipality's basic 
financia l statements to be misleading or incomplete. 

GASB SLatement No. 14 - The Financial Reporting Entity (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 
wi ll on that organizati<:>n or (2) the potential for the organization to provide specific financial 
benefit<; 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. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

The Municipality's management has concluded that, based on t:he aforementioned criteria, there 
are no legally separate entities or organizations that should be reported as component units of the 
Municipality as of June 30, 2009 nor for the year then ended. 

c) Government-wide Financial Statements 

The accompanying GWFS are composed of: (1) the statement of net assets and (2) the statement 
of activities. These financial statements do not report fund information but rather report 
information 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 objectives 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. 

The accompanying statement of net assets provides short-term and Jong-term infonnation about . 
the Municipality's financiaJ position and condition by presenting all of the Municipality'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 capitaJ 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 asset<;. For the purposes of detennining 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 
cre~faors, grantors, contributors, Jaws 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, 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

charge or otherwise 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 · 
earned 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 earmarking, are not reported as 
restricted net assets. These designations consist of management's plans for the use of 
resources, which are subject to change at the discretion of the Municipal Legislature. 

• Unrestricted net assets - These consist of net assets that are neither externally 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 ca·n beremoved 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 resull'> of the Municipality 's operations by 
showing how the Municipality's net assets changed during the year ended June 30, 2009, 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.). 

A function/program describes a group of activitfes 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 unit<; are classified within the following functions/programs in the accompanying 
basic financial statements: 

Genera) Government: 
Municipal Legislature 
Mayor's Office 

Department of Finance and Budget 
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COMMONWEALTH OF PUERTO RICO 
MUN1CIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

Department of Human Resources 

Department of Municipal Secretary 

Department of Internal Audit 

Deprutment of Public 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 

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 thos~ 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 separatefy 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. 

24 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

• 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 pwposes - 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. 

General revenues are the default category for revenues. It in~ludes all revenues and gains that do 
not meet the definition of program revenues. Property taxes, municipal license taxes, sales taxes 
and construction excise taxes are reported as general revenues. Al I other nontax 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 ex~nses. 

The general government 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 func;ls 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 furiction. Accordingly, the Municipality does not allocate general government 
(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 aJI 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 manner similar to private 
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business enterprises, where the costs of providing goods or services to the general public is 
financed.primarily through user charges. 

d) Governmental Flf,nd Financial 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 statemef\ts 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'.~ responsibility to justify that its actions in the current year have complied with 
public decisions concerning the raising and spending of public moneys in the short term (one 
fiscal year). 

Each gover~mental fu~d 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 established by the Municipality. For financial reponing 
purposes, the Municipality classifies its governmental funds within the following categories: 

• General fund. - 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 compell ing reasons has required the use of 
another fund: (I) legal requirements, (2) GAAP requirements or (3) the demands of sound 
financial ad!"Jlinistration requiring the use of a governmental fund other than the general fund. 

• Special revenue funds - The special revenue funds are major and nonmajor funds, as 
defined below, used by the Municipality to account for revenues derived from grants or other 
revenu~ sources (other than major capital projects) that are either self-restricted by the 
Municipality or legally restncted 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 provided that all 
applicable legal requirements are appropriately satisfied. In this case, a special revenue fund 
to account for such kind of transactions wi ll be used only if legally mandated. 

• Debt service fund - The debt service fund is a major fund, as defined below, used by the 
Municipality to account for the accumulation of resources for, and the payment of, principal 
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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 1 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-term 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 funds - Capital projects funds are major and nonmajor 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 projects 
funds. 

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 nonmajor within the govemmentaJ fund financial 
statements. Major individual governmental funds are reported individually as separate columns 
in che governmental fund financial statements, while data from all nonmajor 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 purposel->. In addition, any other fund is considered a major fund for 
financial reponing purposes if its total assets, liabilities, revenues or expenditures of that 
individual governmental fund are at least IO percent of the corresponding element total (assets, 
liabilities, revenues or expenditures) for all governmental funds. For the purposes of ap·pJying 
the aforementioned major fund criteria, no eliminations of interfund balances have been made. 
Total revenues for these purposes means all revenues, including operating and nonoperating 
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-revenues (net of allowances), except for other financing sources. Total expenditures for these 
purposes mean all expenditures, including operating and nonoperating 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, (3) the head start fund, (4) the capital improvement bond fund, 
and (5) debt service 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) paniaJly 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 Head Stan 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 
Health and Human Services related to Head Start and Early Head Start Programs. The purpose of 
the amounts awarded by the Gran tor is restricted to (1) provide specific services to eligible 
participancs. 

The Capital Improvement Bond Fund is a major capital projects fund used to account for 
proceeds of general obligation, public improvement or special obligation bonds. These proceeds 
are used for the acquisition, construction or improvement of major capital facilities and other 
assets. 

The Debt Service are used to account for the accumalation of recourses for and the payment of, 
general Jong-term debt principal. interest, and related cost. 

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-l ike transactions are generally recorded when the exchange takes place. In exchange 
transactions, each party to the transaction receives and gives up essentially equal values. 
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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 pennits, chSlfges 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 nonexchange transactions are 
recorded using the criteria set forth by GASB Statement No. 33, Accounting and Financial 
Reporring for· Nonexchange Transactions (GASB No. 33), which the Municipality adopted on 
July I. 2003. GASB No. 33 established accounting and reporting standards for nonexchange 
transactions involving cash and financial or capital resources (for example, most taxes, grants and 
private donations). In a _nonexc~ange 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 nonexchange transactions- into the following four 
classes in the accompanying basic financial statements: (a) derived tax revenues, (b) imposed 
nonexchange revenues, (c) government mandated nonexchange transactions, and (d) voluntary 
nonexchange transactions. 

In the case of d_erived 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 subject to tax take place). 

In the case of imposed nonexchange 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 amount<; 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. 

Government-mandated nonexchange 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 (s'uch as the Municipality), and the provider government requires the recipient 
government to use those resources for a specific purpose or purposes established in the 
provide.r'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. 
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. • For other types of grarits (mainly grants and contributions with purpose restrictions but 
with. no time requirements), receivables and revenues are recorded when all applicable 
eligibility requirement<; are met. When the provider is a government (including the 
government of the United St.ates 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 nonexchange transactions (such as donations and 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 nonexchange 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 nonexchange transactions are recorded when it is probable 
that a Joss 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 GFFS 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, 2009, 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, 2009. 
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 revenues. 

In a manner similar to the GWFS, but subject to and limited by the availability criteria discussed 
above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and 
exchange-like transactions are aJso 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. 
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All revenues, expenses, ga,ins, losses and assets resulting from nonexchange transactions are 
recorded in a similar manner to the GWFS, using the prev iously discussed criteria set forth by 
GASB No. 33 for nonexchange 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 u~ed or the first period that the use of the resourees is permitted. 
Receivables .and revenues from reimbursement-type grants, contributions, donations and 
entitlements are also generally recorded as qualifying reimbursable expenditures are incurred , 
while receivabl.es and revenues from other types of grants are recorded when all eligibility 
requirement<; 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 1, 2003, the Municipality adopted the provisions of GASB 
Interpretation No. 6, Recognition and Measurement of Certain Liabilities and Expenditures in 
Governmental .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 liabil ities. 

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 resour~es are currently available to liquidate the liabi lity. 

Modifications to the accrual bas1s of accounting include: 

• Employees' accumulated vacation,. sick leave and compensatory time (compensated 
ab~ences) is recorded as expenditure when consumed. The amount of the unpaid 
compensated absences 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 1 of the following fiscal year, 
which are recorded when re~ources 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. 

• Executory 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 governmental 
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 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. 

fJ Stewardship, Compliance and Accountability 

Budgetary Control 

According to the Autonomous Municipalities Act of the Commonwealth of Puerto Rico, the 
Mayor and ·its A<;iministrative 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 
budge.ting, 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 10 and May 15. respectively. The Commissioner preliminary verifies that the 
Project complies with all the applicable laws and regulations and may provide comments and 
suggestions to the Mayor on or before each June J 3. 

The Municipal Legislature has 10 business days, up to June 13, to discuss and approve the 
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 

32 



COMMONWEALTH OF PUERTO RICO 
MUNJClPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

identifying other sources of reven~e 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 it 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 permits the Municipality to continue making payments for itc; . 
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 information 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. · 

Budgetary Accounting 

The Municipality's annual budgets are prepared under the budgetary (statutory) basis of 
accounting. which is not in accordance with GA.AP. 

Under the budgetary basis of accounting, revenue is generally recognized whe~ cash is received. 
Short-term and Jong-term borrowings may be used to finance budgetary excess of expenditures 
over revenues. 
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The Municipality uses encumbrance accounting to record the full amount of purchase orders, 
contracts and other ~ommitments 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 rear be c~ried 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, 2009. 
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, 2009. Copies of that report may 
be obtained by writin·g 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 granters varies from year 
to year, and the respective amounts are granted at their discretion. 

g) Unrestricted 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 
(GDB), 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 governmental entity responsible for the 
imposition and collection of property taxes on 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 Jaws 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 
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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, GDB 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 law. 

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 consi.sts of 
unspent proceeds of bonds and notes, and the balance of interest and noninterest 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. 

h) Unrestrictt:d and Restricted Accounts and Not.es Receivable 

ln the accompanying GWFS, receivables consist of all revenues earned but not collected at June 
30, 2009. Major r~eivable balances for the governmenta.1 activities include property taxes and 
intergovernmental receivables. 

Tax r~ceivables 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 Mu~icipaJity's debt service, as established by law. 

Intergoyernmental receivables are composed of: ( J) amounts owed to the Municipality for 
reimbursement of expenditures incurred ·pursuant to federal and state funded programs (recorded 

· in the gen~ral fund, 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 
condi.tions and the periodic aging of accounts receivable. 

Activities among funds that are representative of lending/borrowing arrangements outstanding at 
the end of the fi~cal _year are referred to as either "due to/from other funds" (i.e. the current 
portion of interfund .Joa~) 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. 
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Inventories consist of materials, supplies, food and medicine inventories held for consumption. 
Generally. inventories are recorded as expenditures when purchased (purchase method). 

j) C:a]Jital.A.ssets 

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 a~ 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 deflate 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 licensed vehicles constructed or acquired 
during or after the year ended June 30. 2004. 

Major outlays for capital assets and improvements are capitalized in the statement of net assets as 
projects 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. 

This Space Has Been Left Blank Intentionally 
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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 to20 

5 to20 

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. 

k) Deferred Revenues 

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 hefore it has a legal claim to them. 
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l) Compensated Absences 

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting 
for Compensated Absences, issued by GASB (GASB No. 16). Compensated absences incl~de 
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 
statemenl of net assets is limited to leave that: (1) is attributable to services already rendered on 
or before June 30, 2009 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 Jaw and provides for the accumu.lation 
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 I .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 Jaw. 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 termination 
of employment, an employee does not receive compensation for compensatory time, if not 
consumed. After 10 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. 

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) Long-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 OFFS 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. 
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On July I, 2003, the Municipality adopted the provisions of APB Opinion No. 21, Interest on 
Receivables and Payables (APB No. 2 I), 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 <!,pproxhnates the rate that woµld 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 unamorti~d 
discount, which is the difference between the present value and the face amount of the notes. 

n) Accounting for Pension Costs 

For the purpose of applying the requirements of GASB Statement No. 27, Accounting for 
Pensions by State an9 Local Government Employers (GASB No. 27), the Commonwealth of 
Puerto Ric;o_ 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. Accordingiy, no portion of the net pension obligation (NPO) related to ERS 
has been a llocated 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 allocated 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 accompanying basic financial statements are equal to the statutorily required contributions, 
with a liability recorded for any unpaid required contributions. 

o) Risk Management 

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 aJJ municipalities of Puerto Rico. The Treasury Department pays the 
insurance premiums on behaJf of the M unicipality 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 injuries caused by automobile 
accidenlS. This insurance is obtained through the Automobi le Accidents Compensation .· 
Administralion ("ACAA", by its Spanish acronym), a discretely component unit of the 
co·mmonwealth. This insurance is compulsory for all licensed vehicles used on public roads and 
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highways in Pue~o 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' cpmpensation 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 c;!isability, or dealh 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 pol.ides have not been cancelled or terminated at June 30, 2009. In the past three 
years, the Municipality has not settled claims that exceeded insurance coverage. 

p) Reservations of 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 fond balances: · 

• Encumbrances - 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. 

• Capital Projects - Represent the reservation of amounts to be used for future expenditures 
for capital projects under contracts and other coffimitments. 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. 

• Other Specified Purposes - Represent resources set aside for use in federal and state grant 
programs accounted for in the special revenue funds. 
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Permanent reallocations of resources among the Municipality's funds are classified as interfund 
transfers. The Municipality has the following types of activities recorded among fonds in the 
accompanying GFFS: 

• Operating Transfers - 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. 

• Advances· - 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 permitted by GAAP. 

r) Use of Estimates 

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. 

s) Future Adoption of Accounting Pronouncements 

The GASB has issued the following standards that have effective dates after June 30, 2009: 

• GASB Statement No. 51, Accounting and Financial Reporting for Intangible Assets (GASB 
No. 51 ). This Statement requires that all intangible assets not specifically excluded by its 
scope provisions be classified as capital assets. This Statement is effective for periods 
beginning after June 15, 2009. 

• GASB Statement No. 52, La.nd and Other Real Estates Held as Investment by Endowments 
(GASB No. 52). This Statement requires endowments to report their land and other real estate 
investments at fair value. Governments also are required to report the changes in fair value as 
investment income and to disclose the method and significant assumptions employed to 
determine fair value, and other information that they currently present for other investments 
reported as fair value. This Statement is effective for periods beginning after June 30, 2009. 
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• GASB Statement No. 53, Accounting and Financial Reporting for Derivative Instruments 
(GASB No. 53 ). This Statement addresses the recognition, measurement, and disclosure of 
information regarding derivative instruments entered into by state and local ·governments. · 
Deriv.ative instruments are often complex financial arrangements used by governments to. 
manage specific risks or to make investments. This Statement is effective for periods 
beginning after June 15, 2009. 

• GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions 
(GASB No. 54). This Statement establishes fund balance classifications that comprise a 
hierarchy based primarily on the extend to which a government is bound to observe constrains 
imposed upon the use of the resources reported in governmental funds. This Statement is 
effective for periods beginning after June 15, 20 I 0. 

• Statement No. 57 OPEB Measurements by Agent Employers and Agent Multiple-Employer 
Plans. This Statement addresses issues related to the use of the alternative measurement 
method and the frequency and timing of measurements by employers that participate in agent 
mulliple-employer other postemployment benefit (OPEB) plans (that is, agent employers). The 
provisions related to the use and reporting of the alternative measurement method are effective 
on issuance ( 12/2009) The provisions related to the frequency and timing of measurements for 
actuarial valuations first used to report funded status information in OPEB plan financial 
statements are effective for periods beginning after June 15, 2011. 

• Statement No. 58 Accounting and Financial Reporting for Chapter 9 Bankruptcies. This 
Statement provide accounting and financial reporting guidance for governments that ·have 
petitioned for protection from creditors by filing for bankruptcy under Chapter 9 of the u ·nited 
States Bankruptcy Code. It requires governments to remeasure liabilities that are adjusted in 
bankruptcy when the bankruptcy court confirms (that is, approves) a new payment plan. This 
Statement is effective for reporting periods beginning after June 15, 2009. 

• Statement No. 59 Financial Instruments Omnibus. This Statement update and improve 
existing standards regarding financial reporting and disclosure requirements of certain 
financial instruments and extemaJ investment pools for which significant issues have been 
identified in practice. The provisions of this Statement are effective for financial statements for 
periods beginning aft.er June 1.5, 2010. 

The impact of these statements on the Municipality's basic financial statements has not yet been 
determined. 

2. DEPOSITS 

The Municipality maintains its deposits of cash in various commercial banks located in Puerto Rico, 
GDB and CRIM. Th_e balances deposited in commercial banks are insured by the Federal Deposit 
Insurance Corporation ("FDIC") up to a maximum of $250,000 per depositor. 
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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, 2009. Risk 
categories are described as follows.: 

Category l: 

Category 2: 

Category 3: 

Deposit is insured or collateralized with securities held by the Secretary of 
the Treasury' agent<.. 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 uncollateraJized; inctuding 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. 

This Space Has Been Left Blank Intentionally 
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The carrying amount (book balance) of cash at June 30, 2009 consists of the following: 

State 
legislative Capital 

joint Head ixrp:'O\-em!nt Dett 
Gmeral resdution start bond service Nommjor 

fund flllld fund fund fmd funds . Totals 

!Jircstriacd (Caltgcry 11 

Cash in corrrrerdal t><11l;s s 422,286 $ 

R¢;tri<'ux! (Category I): 
C.ash in a>~cial hM~ 125.I 13 1.271 326,711 

R~ ricted (category 3 ): 
Cash in GOB or CRIM, as ft;caJ 
agd'lts 123.465 4,340.372 1,801,027 31.429 

Tow d.:p,>sil~ ~ ~5,751 125,.113 1,271 4,:WQ,372 1,801,()27 358.140 $ 

The Municipa I ity' s bank balances in commercial banks amounting to $875,381 at June 30, 2009 
were fully collateralized (Category I). The bank balance of deposits in GDB and CRIM, which is 
uninsured and uncollateralized (Category 3), amounted to $6,296,293 at June 30, 2009. 

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 se lf-assessed tax generally based on the business volume measured by gross sales. 
The Municipality establishes the applicable tax rates. At June 30, 2009, 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 been 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 filed every April I 5 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 July 15 and 
January J 5, suhsequent to the filing of the declaration. 

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 
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ended June 30 of the subsequent calendar year. If a tax payer e lects 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 $972,513 at June 30, 2009, which represents municipal licenses collected in 
advance for the taxable year 2009-2010. 

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 lega l 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 generaJJy 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, 2009 was 8.53% (of which taxpayers 
pay 8.33%. 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 J 957 market prices. The total real property tax 
rate in force at June 30, 2009 was I 0.53% (of which 10.33% is paid by 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 
$I 5,000 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. 

CRJM 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 infonns 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 
actuall y 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. 

Law No. 81 provides for the levy of an annual special tax of I .03% of the assessed value of all real 
and personal property not exonerated from taxation. Such special tax is levied and collected by 
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CRIJ\.1. 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. · 

In addition, 1 .50% of the total per~onal and real property taxes collected by CRIJ\.1 is restricted for 
the Municipality's debt service requirements and is retained by GDB 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: 

1. Thirty five percent (35%) of it~ 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 
Equal i~tion 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 Conunonwealth. · 
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5. DUE FROM GOVERNMEJ\11 AL ENTITIES 

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

Puerto Rico Power Authority (PREPA) 

Commonwealth 
entities 

2005-2006 contribution .in liue of taxes $ J ,092,498 
US Department of Health and Human 

Services- Head Start 
Community Development Block Grant 
State Depatment of Labor- Law 52 & 82 
Other programs 
State Department of Education - Child and 

Adult Food Program 
Puerto Rico Department of Treasury 

Christmas bonus reimbursement 

33,856 
93,848 

77,169 

Total . $ 1 ,297 ,37 I 
======= 

$ 

$ 

Federal 
government 

135,187 
219,863 

8,533 

363,583 

The amount due from Puerto Rico Department of Treasury - Christmas bonus ($77, 169) and 
($1 ,092,498) from PREPA are recorded as deferred revenues in the gpvemmental funds statements 
(general fund) s ince is not available as required by modified accrual basis of accounting. 

This Space Has Been Left Blank Intentionally 
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6. INTERFUND BALANCES 

On July I. 2003 the Municipality adopted the provisions of Statement No. 38, Certain Financial 
Statement Note Disclosures. issued by the Governmental Accounting Standards Board. This 
statement requires the disclosure of the flow of resources between funds and to assess the· 
collectibility of inter[und balances. lnterfund balances at June 30, 2009 consisted of the following: 

Operating transfers-in: 

Non major G6teral 
Operating transfers-out: Dtl>t service fund funds fund T otal 
Major funds: 

General fund $ '.!06,805 s $ $ 206.805 

Non major funds 

Total $ 206,805 $ $ $ 206,805 

Nonmajor 
State legislative joint government.al 

Due/advances to: General fund resolutions fund funds Total 
Major funds: 

General fund $ 14.441 $ 14,441 
Stair legislative joinl resolution funds J 1,220 n,538 1.500 26,258 
Head start fund 
Dent service fund 

Nonmajor f!ovemmcma l funds 590,748 121,650 3.625 722.023 

Total $ 607,968 135,188 19.566 $ 762,722 

At June 30, 2009 all amounts due w among funds are considered collectible by the Municipality's 
management. 

This Space Has Been Left Blank Intentionally 
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Capital asset activity for the year ended June 30, 2009? was as follows: 

Depreciation and amortization of capital assets was charged to functions/activities m the 
accompanying government-wide statement of activities as follows: 

C"OST BASIS· 

Cost hasis of capll~I a~''"· not ,vhjC('t 
to dcpreriacion and nmonization: 

l.nnd 
Con.,1ruc-tion in proizrcss 

ToL,I co~ ba.-.is of capital a:<.<tt<. noi 
subject to depredation and amortization 

Co.<i ha~;, or capital 3,'<rts_ subject to 
dcpret·fotion and nmorrizntion 

Buildin.es. ~ructa~s and huiJdinJ! improvements 
lnfr:istruc-tult' 
Land Improvement> 
LiCl'n-"<·tl vehicles 
Mochincry and rquipment 

to depreciatio n and amonization 
TcuJ cost basis of capital a~cl~ 

ACCUMULATED DEPRECIATION ANO AMORT17.ATION· 
Buildin)!S. ~ructurcs and huildini improveme'tt~ 
lnfrasrruC"ru~ 

I.and Improveme nt' 
JJ cens..•tl vebides 
Mxhifk•ry and equipment 

Toial ac-cumula"'d depreciation and amon ization 

CAPITAi. ASSETS. NEr 

Tl~ ~predation expt·n.<t is deta iled as follow: 
Gc:nc-r.il ~ove

0

rM1cnt 
Puhlk safety 
Wclfa~ and housini: a,.._,istanC"e 
Cuhure rC('n.:aiion and education 
Health and .~nnita1ion 
Urban and C<'Ooomic- ul'Vrlopmcnt 

To~1I dfpn:<"ia1ion and amoni.zarion eitpen.<e 

$ 

s 

s 

s 
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Balance 
at 

June 30, 2008 

I.I 65 ,285 s 
5.158.253 

(>323 538 

12, I 95~l03 
2.890.023 

62,800 
2,289,919 
12 16 442 

18654 487 

24,978.025 

Balance 

at 

June 30,2008 

2.348.613 
l.290.572 

4,710 
1,419,976 

491.736 
5.555 607 

19,422.418 

Balance 
Additions/ Disposal sf at 
increases decreases June 30. 2009 

267,906 s 1.4:1:1.19 1 
:1701.1 34 8.859 387 

3969 040 10292 . .578 

12.195303 
1.544.04(> 4,434.069 

(>2.800 
186.0.57 (.55.540) 2.420.436 
440 710 !7,451) I 649 701 

2170 813 £62,991) 20.7(12,309 

6 IJ9 853 £b2.991 I s 31,054.887 

Depreciation and Balance 

Amortization at 

Ex11ense Reclassifications June 30.2009 

250.537 $ 2..599.150 
l 86.692 1,477.264 

1. 130 5.840 
183,91 9 l.(>03.895 
141 354 633 090 

763.632 b.3192.W 

s 24.735.648 

57.487 
83,460 
8.715 

225.993 
b.113 

.181.8(>4 

s 7(>3.0.H 
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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. 447 approved on May . 
J 5, l 95 I, as amended, and became effective on January l, 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 asse~s may not be transferred to another system ot used for any 
purpose other than to benefit each system's participants. The System issues publicly available 
financial reports that indude its basic financial statements and required supplementary information 
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 benefit-; pepend u'pon age at retirement and number of years of credited service. Benefits . 
vest after I 0 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. 447 of May I 5, I 95 I, which created the System, 
was enacted with the pw"j)ose 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 
3 I, 1999, had the option to either stay in the defined benefit plan or transfer to the new program. 
Persons joining the government on or after January I, 2000, are the only required to become 
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 nor 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 10.00 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) earn a 
combination of both alternatives. Participants receive periodic account statements similar tb those of 
defined contribution plans showing their accrued balances. 
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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 l, 2000. · 

Funding Policy: 

Contribution requirements are established by law and are as follows: 

Municipality 
Employees: 

Hired on or before March 3 I , I 990 

H.ired on or after April I, 1990 

9.275% of gross salary 

5.775% of gross salary up to $6,600 
8.275 of gross salary over $6,600 
8.275% of gross salary 

On August I 2, 2000, Act No. I 74 was approved to allow certain participants of the ERS to be 
eligible for early retirement upon attaining at least age 55 with 25 years of service, provided they 
·made their election on or before April ], 2001. Those who elected early retirement under this law 
will receive monthly benefits of 75 percent (if 25 or more year of service and 55, or 30 or more years 
or services and age 50) or benefits of 65 percent (if 25 years of service by Jess than age ?5) 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 participa~ts reaches the normal 
retirement age. 

Historically, the Commonwealth ha<; 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 
Municipa.lity is only required by Jaw 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 in the accompanying basic 
financial statements. 

9. LONG-TERM DEBT 

The Municipality's Legislature is legally authorized to determine the contracting of debts of the 
Municipality. Nevertheiess, the laws and regulations of the Commonwealth also provide that: 
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• Direct obligations of .the Municipality (evidenced principally by bonds and notes) are 
hacked 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 valorern 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, 2009, the Municipality is in 
compliance with the deht limitation requirements. The general long-term debt activity for the year 
ended June 30, 2009 was as follows: 

Bonds and bond anticipation n01e payables 

Notes payable 10: 

Puerto Rico Treasury Department 

Financing agreemen1 tor lhe excess ol property la;c 

advances over colleC!Jons 

Financing agreemenl to settle 1wo legal demands 

Income Tax Withheld 

CRIM 

Advances ove1 collections through fiscal yea1 2000 

Act No. 146 -Financing of delinquent property tax accounts sole 

LIMS Reimbursemenl 

State Department of Labor· Financing Agreemen1 

Compensated absences 

Es1ima1ed landfill dosure and post dosure care costs 

Puerto Rico Power Authonty · fiscal year power utility expense 

Chnstmas bonus 

Water and Sewers Authority 

State Insurance Fund Administranon 

Several Suppliers 

Firs1 Medical Insurance 

ELA's Employees Association 

Claims and Judgments 

S1ate Retirement System Administration 

Total 

Balancea1 
June30, 

2008, 
as restated 

$15,471,000 

44,218 

1,056,B51 

1,357,987 

516,503 

502,487 

75,742 

202;006 

1,513.417 

960,736 

800.769 

224,225 

181,606 

202.422 

37.877 

186,499 

464,384 

$23, 798, 729 
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Borrowings 
or 

Additions 

s 0 

184,821 

186,651 

968,259 

30,023 

1.092,498 

166,145 

314,782 

3.488,460 

75,708 

169,153 

888,724 

1,133,664 

$8,698.888 

Paymenis Balance at 
or June 30, DueWtthin 

Deductions 2009 One Year 

$ 480,000 $14,991 ,000 $ 533.500 

37.902 6,316 6,316 

192,155 864,696 192,155 

1,542,808 1,542.808 

9.406 507,097 9.406 

20,937 481.550 20.937 

20,079 55.663 21 .291 

63,810 324,847 324,847 

1, 183.694 1,297,982 86,162 

990,759 

800,769 1,092,498 1,092.498 

224,225 166,145 166.145 

60,000 436,388 436,388 

202,422 

3.526,337 3,526,337 

262,207 262,207 

169,153 169,153 

888,724 888,724 

1,598,048 1,598,048 

$3,295,399 $29.202,218 $10,876,922 
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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, 2009 is composed of the 
following debts: 

General and Special Obligations: 
~1.850.000 renl bond series of 2003 payahlt in annual insullmems rangin~ from $30,000 to $140.000 through July 
2027. imeresi ran!tinl! 2.43'A· to 6.50'). 

S7.m.ooo rent bond "<"ries of 2003 p;>yable in annual installmenL' ranging from SI0.000 to $55.000 through July W27. 
intcrco<I ran~ing 2.43'l 10 6.;,o<¥. 

sn.ooo renl bond seric.< of 1994 payabl<' in annual iostallmems ranging from $1.000 to S2.000 through January 2018. 
i111erc><1 at 4.5% · 

$205.CXJO rem t>ood serie' of 1997 p;>yahle in annual in.,1allments ranging from ~S.000 to $20.000 through July 2022. 
inter~sl run~ing 4.874 10 b . .569' 

~2 1 5.000 rem oond series of 1994 payable in annual ;,~,tallments ranging from $5,000 to $15,000 through January 2018. 
interest at 4.5% 

$235.000 rel)I t>ond series of.2000 payable in annual in'tall1Mnts ranging from SI0,000 to $30,000 through July 2011. 
inttresl rnn11;in~ 2.7~ to 7.81'J. · · 

~\24,000 re111 bond scrie.< of 1987 payabk- in annual installme!!L~ ranging from $7.000 to $23.000 through January 2011 . 
imereSI at 5.0'l'. 

$361.000 relll bond series or :?003 payable in annual in.'<ll!llment.< ranging from $9.000 to $25.000 tbrou)tli July 2019. 
inten:st at 5.0'li> 

$230.000 renl oood series of .2003 payable in annual iA<tallmenL' rangin.g from $9.000 to $22.500 through July 2019. 
i111~n:s1rnnging4.50~ to Ii.II()~. · 

$580.000 j(l!neral obli~a1ion.• bond' serie' of 2001 payable in semi annual itt.,tallmenl< ranging of $35.000 to $80.000 
1hrou~h July 2010. im<'n:st rani:ing.from 5% to 8.0% 

$to30.000 general obligation.~ hood.' scric' of 1997 payable in semi annual in.<taUments ranging of $10.000 to $60.000 
1hrou~ July 2020. interest from 4.7'l to 6 6~4 

S755.000 ~ncral ohli~ation bond.< series of 2001 payabit' in semi annual installments ranging of SS.000 to $65.000 
throu~ July .?025. irncn-st ranging from 5'lfo to 759f. 

$18:1.000 J!Cneral ohliltation bond.' serie.< 2004 payable io st'mi annual i1istallmeDL• rangin~ from $5.000 10 S 15,000 
1hrouj!h July 202R. imercs1 11111ginj! 5.0% to 6.5% 

$185.000 l!eneral obli.11a1io11 bond.' series 2004 payable in s.-mi annual in.~tallments ranging from $5.000 to S 15.000 
1hrOuj!h Ju ly W28. imer~sr 11111~jn11 5 O'lf. m 6.09f. 

~:15.000 general ohligation note series of 2003 payable in semi annual in<tallments ranging of $5,000toS10.000 through 
July WIO. intere,1 ranging from 5'J. ro 6'lf. 

S.'I00.000 iaencral obli~a1ion hood i<cries or :!001 payable in annual installment< ranging of $7.000 to $21.000 through 
July 2029. imerc.'<I at 4.75/f. 

$1.410.000 ~I ohliga1ion hood series o>( 2006 payable in ·annual ' instaUmenl3 rang.iOg of S40.000 to $115,000 
thmu~ July 2025. inccn-sl ran!tinf! 5 .. '2 10 5 . .'i\¥> 

$~.6\l0.000 ttcnernl ohlii?ation hond series of 2007 payahle 1n annual in~tallments rangin~ of $40.000 to $225.000 
through July 20'.ll. interest n1 5.5'il-
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Outstanding Amount 

1.620 .. 000 

640.000 

18.000 

150.000 

II J.000 

80.000 

45.000 

154.000 

188.000 

155.000 

455.000 

645.000 

160,000 

160.000 

20.000 

264.000 

1.280.000 

2.605.000 
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S2 I 0.000 gcner~I obli~tion bond series of 2007 payable in 3nnual instaUmenL' ranging of S25.000 to S35,000 through 
July 20 15. inten:.~1 a1 :'>.5% 

$74.'i.OOO ge!l<'rnl obh)!.ation bond scrici. of 2008 payable in .1nnual installments ranging of S:?0.000 to $70.000 through 
July 2027. inien:s1 fl!OJ!.ing 2.4J'lf. to 7.0'ii> · 
~:5350.000.000 ~encral obliprioo bond serie.< of 2008 payai>le in annual itL'tallmcnts ranging of S85,000 ro $456.000 
rhrou)lh July :?032. inrercs1 ran)?iD!! :?.43% to 7.50'1f· 

Total bonds: 

160.000 

725.000 

5.356.000 

s 14.991.000 

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 follows: 

Year ended 
June 30, Principal Interest Total 

2010 $ 533,500 $ 775.815 $ 1.309.315 
2011 563.000 947.113 1.5 J 0. J 13 
2012 487.000 9 J 3,879 1.400.879 
2013 480.000 883.401 1.363.401 
2014 518.000 85 1.243 1.369.243 

2015-2019 2.838.000 3,953,713 6.791. 713 
2020-2024 3,529,500 2.656,976 6,186.476 
2025-2029 3,776.000 1.384.124 5.160.124 
2030-2034 2,266,000 310.518 2,576.518 

Totl!ls $ 14,991,000 12.676.782 $ 27.667.782 
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Notes Payable 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 I 993. The outstanding principal balances of 
the note payable to CRIM amounted to $6,316 at June 30, 2009. The principal and implicit interest 
maturities are as follows: 

Year ending 
June 30, 

2010 

Total 

$ 

$ 

PrincipaJ 

6,28 1 $ 

6,28 1 

Interest Total 

35 $ 6,316 

35 $ 6,316 

Loan for pavment of legal settlement - On December 1, 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. This note has an imputed interest rate of 5.00% and was originally 
recorded at its present value of $1,5.09, 718, net of an unamortized discount of $411 ,830, at inception. 
At June 30, 2009, the balance of this note amounted to $864,696. The principal and discount 
amortization maturities are as follows: 

Year ending Principal Discount 
June 30, amortization amortization Total 

2010 $ 157,078 $ 35.077 $ 192,155 
2011 164,328 27.827 192,155 
2012 171,578 20.577 192,155 
2013 178,828 . ]3.327 192,155 
2014 96,076 96,076 

Total $ 767,888 96,808 $ 864,696 
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Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to ~nter into a 
financing agreement of up to $200 million, 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 CRIM, 
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 Joan. 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 GDB 
and CRIM co pay off the remaining $559, 133 of excess of property tax advances' through fiscal year 
2000 and 2001 . CRIM retains the principal and interest from the property tax advances of the 
Municipality. The amounts retained by CRTh1 are remitted to GDB on July I of each year through 
July I, 2032. The repayment agreement bears interest at variable rates determined by GDB. The 
outstanding principal balances of the note payable to CRIM amounted $507,097; at June 30, 2009. 
The principal and interest maturities are as follows: 

Year ending 
June 301 Princi~al Interest Total 

2010 $ 9,997 $ 30,267 $ 40,264 
2011 10,625 29,579 40,204 
2012 I 1,293 28,848 40,140 
2013 12,002 28,070 40,073 

20 14-2018 72,317 126,868 199,185 
2019-2023 98,076 98,644 196,7 19 
2024-2028 133,010 60,366 193,376 
2029-2033 159,777 12,358 172,136 

Total $ 507,097 415,000 $ 922,097 

This Space Has Been Left Blank Intentionally 
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Financing of delinquent property tax accounts sold - On April 22, 2002, the Municipality entered 
into a financing agreement with CRIM in the amount of $688,000 for the-payment of delinquent 
property tax account sold to private investors. The financing agreement in the form. of a line of credit 
bearing interests at 6.50% during the first 5 years, and variable interests 125 points over LIBOR rate 
during the next 25 years. At June 30, 2009, the outstanding principal balances amounted to 
$481,550. The principal and interest maturities are as follows: 

Year ending 
June 302 PrincieaJ Interest -Total 

2010. $ 20,937 $ 29,952 $ 50,889 
20 1 I 20,937 28,650 49,587 
2012 20,937 27.348 48.285 
2013 20,937 26,046 46,983 

2014-201'8 104,685 110,692 215,377 
2019-2023 104,685 78,334 183.019 
2024-2028 104,685 45,574 150,259 
2029-2032 83,747 13,022 96,769 

Total $ 481,550 359,618 $ 841,168 

LIMS - On June 28, 2001, 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 municipal ities, for the management of a digital database of taxpayers 
properties located in Puerto Rico. The face amount of the loan was $18I,1 I 3 and bears no interest. 
The note is payable in monthly instailments of $2,024 through December 1, 2011. This note has an 
imputed interest rate of 5.95%. At June 30, 2009, the balance of this note amounted to $55,663. The 
principal and· interest maturities are as follows. 

Year ending June 
30 Principal Interest Total 

2010 $ 21,292 $ 3,000 $. 24,292 

2011 22,577 1,715 24,292 

2012 11,794 351 12,145 . 

Total $ 55,663 5,066 $ 60,729 

57 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANTA ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

c) Puerto Rico Power Authority (PREPA) 

The Municipality indebtedness to PREPA on the payment of the power utility for current fiscal year 
that amount to $1,092,498. The outstanding balance will be paid from · the PREPA annual 
contribution in lieu of taxes during next fiscal year. Therefore, an account receivable of $1,092,498 
to PREPA was accrued in the GWFS and general fund at June 30, 2009. The receivable in the 
general fund was charged against deferred revenue because it was not a current available financial 
resource at June 30, 2009. 

d) Compensated Absences 

At June 30, 2009. the liability for compensated absences is composed as follows: 

Due within Due after 
One year one year Total 

Vacations and sick leave $ 723.676 $ 574.306 ~1.297.982 

Total $723.676 $ ~:Z4.JQ~ $1.297 282 

10. LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS 

Slate 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 landfiJI site for 30 
years after closure.Although closure and postclosure care costs will be paid only near or after the date 
that the landfill slops accepting waste, the Municipality reports a portion of these closire and 
postc losure care costs as an operating expense in each period based on landfill capacity used as of 
each statement of net assets date. The $990,759 reported as landfill closure and postclosure care 
liability at June 30, 2009, represents the cummulative amount reported to date based on the 
percentage used of the estimated capacity of the landfill. These amonts are based on what it would 
cost to perform all closure and postclosure care in 2004. The closing date of the landfill is the year 
20 I 0. Actual cost may be higher due to inflation, changes in technology, or changes in regulations. 
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1 J. COMMITMENTS AND CONTINGENCIES 

Liti.gati.ons 

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

With respect to pending and threatened litigation, the Municipality has not reported liabilities in the 
general fund for awarded unfavorable judgment because there is not liabilities 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. 

Federal Programs 

The municipality participates in a number of federal financial assistance programs. These programs 
are subject 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 $7, 161 in the general fund at 
June 30, 2009. 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. 
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During the current fiscal year, the Municipality revised its fund financial statements and its 
government-wide financial statements, which resulted in the reclassification of debt balance 
previously reported as fund liabilities to long term debt 

a) Governmental Fund Financial Statements 

The following schedule presents a summary of the prior-period adjustments recorded in the 
accompanying balance sheet - govemmentar funds, and reconciles the fund balances, as 
previously reported by the Municipality at June 30, 2008, to the beginning fund balances in the 
accompanying basic financial statements, as restated: 

Major governmental funds 

Legi.<lativc Capital 

D:b1 Head Joinl improvemcn1 Other 

C.eneral service Stan Resolutions bonds ttovcrnmental 

fond fend fund Fund fund fund.< 

A' prninusly rqxmcd in 1he audi1etl 

lin:ul<"i~I stat•m•nts a1 June .~0. 2008 $ 14.642. 470) .l!~J 1.456.613 2,684.020 

(3.056.296) 

5.821,899 (292.680) 

Atld /1 <kd~ll: prior-period lldju.<1Jtleot$ 
Tmal fond balanc-c al Junt 30. 2008. 

:1, "''talcd 

5.876.717" r _ 

~ 1.233.747 1.456.613 

b) Government-Wide Financial Statements 

(372.276) 5.821.899 (292.680) 

The following schedule reconciles the total net asset balance at June 30, 2008, as previously 
reported by the Municipality, to the beginning net assets, as restated in the accompanying GWFS: 

As previously reported in the audited 
financial statements at June 30, 2008 
Add:/( deduct): prior-period adjustments 

Total net asset<; at June 30. 2008, 
as restated 

60 

Net assets
governmentaJ 

activities 

$ 3,609,372 

1,108,534 

s 4,717,906 

Total 

governmencal 

funds 

s 5.026.882 

2.820.421 

s 7.847.303 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANT A ISABEL 

Notes to Basic Financial Statements 
June 30, 2009 

13. SUBSEQUENTS EVENTS 

On July 7, 2009 the Municipality's Legislative branch authorized the issuance of $810,000 of general 
obligation bond principally to finance debts with other governmental entities and suppliers. The 
interest rate on the bond is prime rate variable plus 1 .50 percent and maturity date is July J, 2035. 

On May 27, 2010 the Municipality's Legislative branch authorized the issuance of $6,500,000 of 
general obligation bond principally to finance debts with other governmental entities, suppliers, 
contractors, and claims and judgments. The interest rate on the bond is prime rate variable plus 1.50 
percent and maturity date is July 1, 2036. 
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Actual amounts 

Budgeted amounts 

Revenues: Orig!nal Final 

Property taxes $1,682,409 $1.682.409 

Municipal license taxes 1,370.460 1,370,475 

Sales tax 1.600,000 1.600,000 

Construction ext·isc taxes 2,783,545 2,783.545 

Intergovernmental grants 4.411.005 4,411,005 

Interest on dcp<'sits 50.000 50,000 

Charges for service.~ 51.000 51,000 

Miscellaneous 76.000 677.221 

Total revenues Sl2.024.418 $12,625,655 

Expenditures: 

General government 3.549,406 3,$55.352 

Urhan and economic development 5.138.036 5.544,995 

Health and sanitation 616.513 616,513 

Public safety 708.248 709,404 

Public housing and welfare 888.436 788.305 

Culture. recreation and education 1.1 23,779 I.I 11,086 

Total expenditures $I 2.024.418 $12,625,655 

Reconciliation of differences: 

Sources/inflows of financial resources: 

Actual amounts (hudgetary hasis) "available for appropriations" from the 

budgetary comparison schedule 
Differences-budget 10 GAAP: · 
No budgeted revenues 

Total revenues and special item reported on che 

statement of revenues. expendirures and changes in fund balances 
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(budgetary 

basis) 

$2.214,718 

1,105.1 83 

1,375,579 

1.188.116 

3,422.886 

. 179.599 

16.184 

105,543 

$9,607.808 

5.822.374 

2,747,106 

580.643 

664.283 

631.854 

934.496 

$11.380.756 

Variance with 

final budget -

over (under~ 

$ 532.309 

(265.292) 

(224.421) 

( 1,595.429) 

(988,119) 

129,599 

(34.8 16) 

(571.678) 

($3,017.846) 

( 1,967.022) 

2.797.889 

35.870 

45,121 

156.452 

176.589 

$1.244.899 

$ 9.607.808 

!175. 111) 

$ 9.432.697 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF SANT A ISABEL 

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

June 30, 2009 

Reconciliation of differences (concluded): 

Uses/outflows of financial resources: 

Actual amounts (hudgecary basis) "total charges to appropriations" from the 

· budgcl~ry comparison. schedule 

Oiffcrences-hudg:ct to GAAP: 

No hudgeced expenditures 

Total expenuitures reported on the statement of revenues, 

expenditures and changes in fund baJarices 
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$ 11.380.756 

(J.007.324) 

$ J0,373,432 



l. 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 fiseal 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 annua l budget as presented in the Budgetary Comparison Schedule-General Fund is the 
budget ordinance at June 30, 2009 representing the original budget. There were no supplemental 
appropriations for the year ended June 30, 2009. 
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MUNICIPALITY OF SANTA ISABEL, PuERTO RICO 

SCHEDULE OF EXPENDITURES OF FEDERAL A W ARDS 
YEAR ENDED JUNE 30, 2009 

Federal Grantor/Pass-Through 
Grantor/Program Title 

U.S. Department of Ag~cnlture 

Program: 

Passed through the P.R. Deparunent of Education: 

Child and Adult Care Food Program 

Total US. Depart~ent of Agriculture 

U.S. Devartment of Housing and Urban DeveloRment 

Program: 

Direct Program: 

Section 8 Hou.sing Choke Voucher 

Program: 

Passed through the Office of Commissioner of Municipal Affairs: 

Community Development Block Grant -Small Cities Program 

Total U.S. Department of Housing and Urban Development 

U.S. Dei:!i!!tment of Health and Human Services 

Program: 

Direct Program: 

Head Start and Early Head Start 

Program: 

Passed through the P.R. Department of Family-Administration 

for Care and Integral Development of Childhood: 

Child Care and Development Block Grant 

Total U.S. Department of Health and Human Services 
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Federal Pass-Through 
CFDA Grantor's 

Number Number ExpenditUres 
(note B) (note C) (note A) 

10.558 N/AV $ 109,773 

109,773 

14.871 NIA 368,625 

14.219 N/AV 1,434,760 

1,803,385 

93.600 NIA 1,508,297 

93.575 N/AV 660,768 

2,169,065 



MUNICIPALITY OF SANTA ISABEL, PUERTO RICO 

SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
YEAR ENDED JUNE 30, 2009 

Federal Grantor/Pass· Through 
Grantor/Program Title 

U.S. De~artment of Homeland Securitv 

Program: 

Passed through the P.R. Governor Authorized Representative (GAR): 

Disaster Grants -Puhlic As~istance 

Passed through the Governor Office - Public Security Affairs Office: 

Homeland Securi1y Grant Program 

Total U.S. Department of Homeland Security 

Total federal awards expenditures 

CFDA 
Number 
(Note 3) 

97.036 

97.067 

The accompanying notes are an integral part of this schedule. 

66 

Grantor's 
Number Expenditures 

{Note 4) (Note 1) 

N/AV 45.519 

N/AV 122,993 

122,993 

$ 4,250,735 



MUNlCIPALITY OF SANTA ISABEL, PlJERTO RICO 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
YEAR ENDED JUNE 30, 2009 

NOTE I: BASIS OF PRESENTATION 

The accompanying schedule of expenditures of federal awards includes the federal grant activity of 'the 
Municipality of Santa Isabel, Commonwealth of Puerto Rico (the Municipality) for the year ended June 
30, 2009. The Municipality's reporting entity is disclosed· in Note 1 to the Municipality's basic financial 
statements as of and for the fiscal year ended June 30, 2009. 

The accompanying schedule of expenditures of federal awards is presented on the modified accrual basis · 
of accounting. 

The information in this schedule is presented in accordance with the requirements of OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore', some amounts 
presented in this schedule may differ from amounts presented in, or used in the preparation of, the basic 
financial statements. 

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality's 
accounting records and is not intended to present financial position or the results of operations. The 
financial transactions are recorded by the Municipality in accordance with the terms and conditions of the 
grants, which are consistent with accounting principles generally accepted in the United States .Of 
America. Expenditures are recognized in the accounting period in which the liability is incurred, if 
measurable or when actually paid, whichever occurs first. 

NOTE 3: FEDERAL CFDA NUMBER 

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

NOTE 4: PASS THROUGH GRANTOR'S NUMBER 

State or local government redistribution of federal awards to the Municipality, treated as if they were 
received directly from the federal government. OMB Circular A- I 33 requires the schedule to include the 
name of the pass through entity and identifying number assigned by the pass through entity for federal 
awards rece ived as a sub-recipient. Numbers identified as N/AV are not available. 

NOTE 5: MAJOR PROGRAMS 

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

END OF NOTES 
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P.O. Box 35 • Guayama, Puerto Rico 00785 

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF 

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT 
AUDITING ST AND ARDS 

To the Honorable Mayor and 
Members of the Municipal Legislature 
M UNICIPALITY OF SANTA ISABEL, P UERTO RICO 

We have audited the financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of the Municipality of Santa Isabel, Puerto Rico (the 
"Municipality") as of and for the fiscal year ended June 30, 2009, which collectively comprise 
Municipality of Santa Isabel's basic financial statements and have issued our report thereon dated 
December 30; · ~009~ The report's opinion on governmental wide financial statement was qualified 
beca~e tlie ~~cipality ~oes not maihtairted adequate records regard¢g capital assets; a~U1llula.~ 
depreciation ~d felctted depreciation expense reported in ihe governmental activities. Also! . the ~po~' s 
opi,~ioh on: general Fuqq and State Legislative Joint R~solutions Fund was adverse because the 
M.uni~ipal_ity qo~s not recognized in these Funds liabilities normally paid in a timely manner ru.J.d in full 
fror'n' exp¢ndable available . financial resources. Moreover, the report's opinion on Hea,j · Start rund, 
Capi~ Il?prciverhent Bond Fund, and the aggregate remaining fund information was unqualifi~: Except 
as discussechri'_the preceding sentences; we conducted our audit in accotdarictfwith. auditi.hg ·staridards 
generally accepted in the United States of America and the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the United States. 

Internal Control Over Financial Reporting 
.· . . . . 

In. planning _and performing our audit, we considered the Municipality's internal control over financial 
reporting. a~ basis for . designing our auditing procedures for the purpose of expressing our op!niort 01_1 the 
finanCial statements, but- not for the purpose of expressing an opinion on the· effectiveness of the 
Municipality's internal control over financial reporting. Accordingly, we do not express an opinion on the 
effectiveness of the Municipality's internal control over financial reporting. · 

Our consideration of internal control over financial reporting was for the limited purpose described m the 
preceding paragraph and would not necessarily identify all deficiencies in iiiternal control over fitj.ancia! 
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we 
identified certain deficiencies in internal control over financial reporting that we consider to be significant 
deficiencies. 

A control . deficiency exists when the design or operation of a control does not allow managemynt or 
empfoyees, · in the normal course of performing their assigned · functions, to prevent or d~tect 
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination· of 
control deficiencies, that adversely affects Municipality's ability to initiate, authorize, record; process, or 
report financial data reliably in accordance with generally accepted accounting principles such that there 
is more than a remote likelihood that a misstatement of the Municipality's financial statements. that is 
more than inconsequential will not be prevented or detected by the Municipality's internal control. We 
consider the deficiendes described in the accompanying schedule of finding and questioned costs to be 
significant deficiencies in internal control over financial reporting. Significant deficiencies are described 
in the accompanying schedule of findings and questioned costs as finding number 09-0 l and 09-02 .. 
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INDEPENDENT AUDITORS REPORT 

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in 
more than a remote likelihood that a material misstatement of the fmancial statements will not be 
prevented or detected by the Municipality's internal control. 

Our consider3:tion of internal control over financial reporting was for the limited purpose described in the 
first paragraph of this section and would not necessarily identify all deficiencies in the internal control 
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant 

· deficiencies that are also considered to be material weaknesses. However, of the significant deficiencies 
described above, we consider 09-01 and 09-02 to be material weakness. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Municipality's financial statements are free 
of material misstatement, we performed tests of its compliance with · certain provisions of laws, 

·regulations, contracts, and grants agreements, noncompliance with which could have a direct and material 
effect on the ~termination of financial statement a.rµounts. 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 matter that are required to 
be reported under Government Auditing Standards and which are described in the accompanying schedule 
of findings and questi_~~C?d costs as findings 09-01, 09-02 and 09-03. 

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

This report is intended solely for the information and use of the management, Municipal Legislature, 
Office of the Comrnis~ioner of Municipal Affairs, federal awarding agencies, state funding agencies, and 
pass-through entities, and other regulatory agencies, and is not intended to be and should not be used by 
anyone other than these specified parties. · 

MENDOZA & RAMOS 
CERTIFIED PuBLIC ACCOUNTANTS, C.S.P. 

Guayama, Puerto Rico 
July 2, 2010 

St.amp number 2395417 was 
affixed to the original of this 
report. 

2395417 
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I MENDOZA & RAMOS 
Contadores Publicos Autorizados, C.S.P. 

P.O. Box 35 • Guayama. Puerto Rico 00785 

INDEPENDENT AUDITORS, REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO 
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE 

WITH THE OMB CIRCULAR A-133 

To the Honorable Mayor and 
Members of the Municipal Legislatur e 
MUNICIPALITY OF SANT A IS ABEL, PuERTO RICO 

Compliance 

We have audited the compliance of the Municipality of Santa Isabel, Puerto Rico (the -"Municipal_ity") 
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, 2009. The Municipality's major federal programs are identified in the 
summary of auditor 's results section of the accompanying Schedule of Findings and Questioned Costs. 
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its 
major federal programs is the responsibility of the Municipality's management. Our responsibility is to 
express an opinion on the Municipality's complian~ based on o~ audit. 

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

As described in the accompanying Schedule of findings and questioned costs. the Municipal ity did not 
comply with the requirements that are applicable to its major programs, as follows: 

Reference Compliance Requirement Major Program 
Number 

09-04 Reporting Community Development Block Grant I Small Cities 
09-05 Eauipment and Real Property Management Community Development Block Grant I Small Cities 
09-07 Cash Management Section 8 Housing Choice Vouchers 
09-11 Eauipment and Property Management Child Care and Development Block Grant 
09-13 Reporting Head Start 
09-14 Reporting Head Start 
09-15 Matching, Level of Effort, Earmarking Head Start 

Compliance with such requirements is necessary, in our opinion. for the Municipality to comply with the 
requirements applicable to such programs. 
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INDEPENDENT AUDITORS REPORT 

Internal Control Over Compliance 

The management of the Municipality is responsible for establishing and maintaining effective internal . 
control over compliance with requirements of laws, regulations, contracts and grants applicable to federal 
programs. In planning and performing our audit, we considered the Municipality's internal control over 
compliance with the requirements that could have a direct and material effect on a major federal program 
in order to determine our auditing procedures for the purpose of expressing our opinion on compliance, 
but not for the purpose of expressing an opinion on the effectiveness of internal control over compliance. 
Accordingly, we do not express an opinion on the effectiveness of Municipality's internal control over 
compliance. Our consideration of internal control over compliance was for the limited purpose described 
in the preceding paragraph and would not necessarily identify all deficiencies in the entity's internal 
control that might be significant deficiencies or material weaknesses as defined below. However, as 
discussed below, we identified certain deficiency in internal control over compliance that we consider to 
be significant deficiency and a material weakness. 

A control deficiency in an entity's internal control over compliance exists when the design or operation of 
a control does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program 
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, 
that adversely affects Municipality's ability to administer a federal program such that there is more than a 
remote. likelihood that noncompliance with a type of compliance requirement of federal program that is 
more than inconsequential will not be prevented or detected by the Municipality's internal control. We 
consider the deficiency in internal control over compliance described in the accompanying schedule of 
findings and questioned costs as findings 09-06, 09-08, 09-09, 09-10, 09-12 and 09-15 to be significant 
deficiencies. 

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in 
more than a remote likelihood that material noncompliance with a type of compliance requirement of a 
federal program will not be prevented or detected by Municipality's internal control. Of the significant 
deficiencies in internal control over compliance described in the accompanying schedule of finding and 
questioned costs, we consider items 09-06, 09-08, 09-09, 09-10 and 09-15 to be material weaknesses. 

Municipality's responses to the findings identified in our audit are described in the accompanymg 
schedule of findings and questioned costs. We did not audit Municipality's response and, accordingly, we 
express no opinion on them. 

This report is intended solely for the information and use of the Municipal Legislature, management, 
Office of the Commissioner of Municipal Affairs, federal awarding agencies, state funding agencies, and 
pass-through entities, and other regulatory agencies, and is not intended to be and should not be used by 
anyone other than these specified parties. 

MENDOZA & RAMOS 

CERTIFIED PlIBLIC ACCOUNTANTS, C.S.P. 

Guayama, Puerto Rico 
July 2, 2010 

Stamp number 2395418 was 
affixed to the original of this report. 

2395418 



MUNICIPALITY OF SANTA !SABEL. PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

Financial Statements 

Type of auditors' report issued: 

Internal control over financial reporting: 
• Material weakness (es) identified? 
• Significant deficiencies identified that 

are not considered to be material weakness (es)? 

Noncompliance material to financial statements noted? 

Federal A wards 

Internal control over major programs: 
• Material weakness (es) identified? 
• Significant deficiencies identified that 

are not considered to be material weakness (es)? 

Type of auditors' report issued on compliance for 
Major Programs: 

Any audit findings disclosed that are required to be reported 

1'81 Unqualified Opinion · for head start 
fund, capital improvement bond fund, 
and the aggregate remaining fund 
information 

1'81 Qualified Opinion for govemment
wide financial statement 

1'81 Adverse Opinion for general fund and 
state legislative joint resolutions fund 

0 Disclaimer Opinion 

·1'81 Yes D No 

1'81 Yes 0 None Reported 

1'81 Yes D No 

1'81 Yes D No 

1'81 Yes D None Reported 

0 Unqualified Opinion 
1'81 Qualified Opinion 
0 Adverse Opinion 
0 Disclaimer 

in accordance with 510(a) OMB Circular A-133? 1'81 Yes D No 

The Municipality's major programs were: 

CFDA Number 

14.228 
14.871 
93.575 
93.600 

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

Auditee qualified as low-risk auditee? 

Name of Federal Program 

Community Development Block Grant 
Section 8 Housing Choice Vouchers 
Child Care and Development Block Grant 
Head Start and Early Head Start Programs 

$300,000 

D Yes 1'81 No 
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MUNICIPALITY OF SANTA ISABEL, PUERTO Rlco 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

FINDING 

CATEGORY 

TOPJC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 
AND CORREC'TNE ACTION PLAN 

09-01 

INTERNALCONTROL\COMPLIANCE 

FIXED\ CAPITAL ASSETS AND EXPENDITURES-SUDSIDIARY 
LEDGER 

The Municipality has not maintained complete and adequate records in 
order to obtain sufficient, competent evidential matter with respect to the 
Capital Assets reported in governmental activities and, accordingly, the 
amount by which this departure wou1d affect the assets, net assets, and 
expenses of the governmental activities is not determinable. 

Chapter IX, Article 9.002 of State Act Number 81 of August 30, 1991 
states that the municipaJity should. maintain updated property accounting 
records. Also the GASB Statements No. 34 requires that all capital 
assets, including infrastructure, must be presented in the Statements of 
Net Assets and that these assets must be depreciated during its useful 
life. 

Competent and sufficient evidential matter related to the capital assets 
was not available to support the value, completeness and ownership of 
these assets. 

The Municipality's Government Wide Financial Statements do not 
present fairly, the financial position of the governmental activities, and 
the change in financial position of the Municipality. 

We recommend that the Municipality should continue the compilation of 
documents to support the value, completeness and ownership of its 
capital assets, to comply with the requirements of the GASB Statement 
No. 34. 

NONE 

Actually, the Municipality's Finance Department staffs continue 
updating the capital assets subsidiary ledger in order to comply with the 
GASB No. 34 capital assets requirements for the fiscal year ended on 
June 30, 2011. 

Implementation Date: June 30, 20 I 1 

Responsible Person: Mrs. Irma M. Vargas 
Finance Department i;:>irector 
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MUNICIPALITY OF SANT A ISABEL, PUERTO RICO 

SCHEDULE OF F~'DlNGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

FINDING 

CATEGORY 

TOPIC SENTENCE 

CONDITlON 

CRITERIA 

CAUSE 

EFFECT 

09-02 

INTERNAL CONTROLS\ CO:MPLIANCE 

ACCOUNTING SYSTEM 

The accounting system and manuals used by the Municipality to account 
and register the financial transactions during the fiscal year does not 
provide for the summarization of transactions that pennit the preparation 
of Municipality's financial statements in conformity with the General 
Accepted Accounting Principles of the United States of America 
(GAAP). 

According to Article 8.010 (a) and (b) of Law Num. 81 for the 
Municipalities of Puerto Rico, the computerized system and the 
procedures of accounting and property will be design so that it allows the 
MunicipaJity to carry out its functions, at the same time as they serve co 
maintain an uniform and coordinated accounting, that provide a complete 
picture of the financial operations of the Municipality and the necessary 
financial information that assist the Municipality Legislature, the 
Governor, and the Secretary of the Puerto Rico Treasury Department in 
the perfonnance of its respective · responsibilities. Municipalities 
accounting will be based on funds, Generally Accepted Accounting 
Principles and the requirements established by the Governmental 
Accounting Standard Board. Also the pronouncements of the NationaJ 
Committee on Governmental Accounting and the "Blue Book" will be 
used to design municipalities' accounting systems and fiscal procedures. 

Municipality's accounting system and financial reports are subject to 
State's agencies requirements which does not allow nor provide the 
Municipality with the necessary tools capable of recapturing the financial 
information and provide financial statements. 

The lack of an adequate accounting system which can captures all the 
financial information and generates Municipality's financial statements 
for each fiscal year affect the Municipality ability to measure the 
financial and nonfinancial perfonnance of programs and activities; 
adequately safeguard significant assets and properly record various 
transactions; and hinder the Municipality from having reliable financial 
information to operate in an economical, efficient, and effective manner. 

Sound decisions on the current results and future direction of vital 
programs and policies are made more difficult without timely, reliable 
and useful financial perf onnance information. 
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MUNICIPALITY OF SANTA ISABEL. PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 . 

RECOMMENDATlON 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 
AND C'ORREC'TlVE ACTION. PLAN 

The Municipality should establish and implement the necessary measures 
that allow the summarization of the financial transactions in order to 
prepare the financial statements in conformity with GAAP. 

None 

The Municipality maintains two set of accounting records; a manual 
system and a uniform computerized accounting system provided in the . 
past by the Office of the Commissioner of Municipal Affairs(OCAM) to 
all of the municipalities of Puerto Rico (as required by Law No. 8 ! ). The 
manual system is the primary financial records for financial statements 
preparation purposes at the end of each fiscal year due to the fact that the 
computerized system real accounts balances carried forward from prior 
years were affected by accounting errors in the first years of the system 
operation. 

Some of the manual accounting records maintained by the Municipality 
consist of the following records, that provide information based on cash 
and budgetary basis: a) Cash Receipt Books - To record all receipts 
issued by the Official and Auxiliary Cash Collectors; each receipt is 
posted under each account of fund column title, and at the end of the. 
month each column total is posted to the General Ledger; b) Cash . 
Disbursement Books - To record all cash disbursements made by the 
Official Payer; each cash disbursement is charged -to and account or to a 
fund, and at the end of the month each account or fund total is posted to 
the General Ledger; and c) Purchase Orders and Contracts Registers -To 
record ptirchase orders and contracts issued against the budgeted 
amounts for each account or fund. 

We are considering alternatives to for the acquisition of new accounting 
·software, and therefore, we will hope to solve our accounting system 
condition in a near future. 

Implementation Date: June_30, 201 I 

Responsible Person: · Mrs. Irma M. Vargas 
Finan~e Department Director 
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MUNICIPALITY OF SANTA !SABEL, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR E DED JUNE 30. 2009 

FINDING 

CATEGORY 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

AND CORRECTIVE ACTION PLAN 

09-03 

COMPLIANCE 

LIABILITY RECOGNITION 

The Municipality did not recognized in the General Fund and the 
State Legislative Joint Reso"lutions Fund liabilities by $5,533,793 
and $1,319,750 respectively, that are normally paid in a timely 
manner, and in full, from expendable available financial resources. 
Instead, these liabilities were recorded as Jong term liabilities in 
the governmental activities in the accompanying statement of net 
assets. 

GASB Interpretation No. 6, Recognition and Measurement of 
Certain Liabilities and ~xpenditures in Governmental Fund 
Financial Statements state that liabilities that governments 
normally pay in a timely manner and in full from expendable 
available financial resources should be recognized when incurred, 
without regard to the extent to which resources are currently 
available to liquidate the liability. 

These liabilities were recorded as long term liabilities in the 
governmental activities in the accompanying statement of net assets 
based on the management assertion that these liabilities will be liquidated 
with the proceed of two general long term bonds issuances authorized 
subsequent to the year then ended. 

The General Fund and Special Legislative Joint Resolutions Fund 
do not present fairly, the financial position and the change in 
financial position thereof, for the year then ended. 

Liabilities that the Municipality normally pays in a timely manner 
and in full from expendable available financial resources should be 
recognized when incurred in the governmental funds. 

None 

As discussed in Note 14 in the accompanying Basic Financial 
Statements, the Municipality Legislative branch authorized the issuance 
of $810,000 and $6,500,000 of general obligation bonds after year ended 
on June 30, 2009 principally to finance debtS of the General Fund with 
other governmental entities, services providers, suppliers, contractors, 
and claims and judgments pending at June 30, 2009. 
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MUNJCIPALITY OF SANTA ISABEL, PuERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLJANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

09-04 

COMMUNITY DEVELOPJvfENT BLOCK GRANT/SMALL CITIES 
(CDBG) (CFDA NO. 14.228) DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT PASS THROUGH STATE-OFFICE OF 
COWAISSIONER OF MUNICIPAL AFFAIRS 

COMPLIANCE 

REPORTING 

Non compliance with reporting requirements 

Amounts reported during the fiscal year to the Lead Agency (OCAM) 
were incorrect. Reported amounts as of June 30, 2009 could not be traced 
to any accounting record or financial reports since they were not 
maintained. For such reason, in order to determine Programs' 
expenditures during the fiscal year a check register was examined. 
Based on such evaluation we noted that the amounts reported _to the Lead 
Agency (OCAM) were (under)/overstated as follows: 

Amount per 
Program Year Amount Reported Financial Records Difference 

03-FC-006 $ 230,860.86 $ 302,741.16 $ -71,880.30 
2005-AB-ADM 47,204.94 47,174.44 30:50 

06-FC-008 4,725.00 9,450.00 -4,725.00 
2006-AB-ADM 63,449.62 64,272.60 -822.98 

06-AB-001 14,537.13 35,976.06 -21,438.93 
07-FC-002 14,445.03 14,710.85 -265.82 
07-AB-002 20.288.45 20,240.18 48.27 
08-FC-003 61,287.18 60,995.25 291.93 

08-AB-ADM 53,496.56 53,527. 16 -30.60 
08-.AB-002 52,208.07 52,500.00 -291.93 

As specified in 24 CFR 85.20(b)(l), 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. 

Lack of adequate accounting records and fiscal control. 

The continuance occurrence of this situation inhibits the Lead Agency 
(OCAM) and other Federal award agencies from monitoring the 
programs financial performance. In addition, the Program could be 
sanctioned by the federal awarding agency due to the inaccurate filing of 
financial rep01ts. 
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MUNICIPALITY OF SANTA ISABEL, PUERTORICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

AND CORRECTIVE ACTION PLAN 

The Municipality should establish a plan and implement Jhe 
corresponding internal controls to ensure that all Program's transactions 
and activities are properly recorded and fairly presented in accordance 
with program requirements and that all financial transactions' supporting 
documents are properly safeguarded. In addition, should establish and 
maintain a subsidiary ledger to accurately account for inter fund 
transactions. 

None 

The Municipality is. in the process to engage a. Program .Accountant in 
order to reconcile accounting records with reports submitted to the Lead 
Agency. 

Implementation Date: October 31 , 20 I 0 

Responsible Person: Mrs. Janice Brugman 
Federal Programs Department Director 
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MUNICIPALITY OF SANTA ISABEL, PlJERTO RICO 

'SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2009 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

09~os 

COMMUNITY DEVELOPMENT BLOCK GRANT/SMALL CITIES 
(CDBG) (CFDA NO. 14.228) DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT PASS THROUGH STATE-OFFICE OF 
COMMISSIONER OF MUNICIPAL AFFAIRS 

COMPLIANCE 

EQUIPMENT AND REAL PROPERTY MANAGEMENT 

Lack of controls over property and equipment items acquire~ with 
Federal Funds. 

The Municipality and the Community Development Block Grant I Small 
Cities Program (CDBG) are not maintaining internal controls over 
property and equipment items acquired with Federal Funds. In testing 
property and equipment we noted the following: 

- The Municipality could not provides us with adequate property records 
which include a description of the property, serial number or other 
identification number, the source of the property, who holds title, the 
acquisition date, cost of the property, percentage of Federal participation 
in the cost of the property, location, use and condition of the property, 
and any ultimate disposition data including the date of disposal. 

- The CDBG Program did not count with a general ledger or a property 
subsidiary ledger where all property and equipment transactions are · 
registered. For such reason, we could not ascertain that all capital 
outlays and property dispositions were recorded. In addition, related 
annual depreciation is not being calculated and accounted for. 

- We could not ascertain that all the property and equipment acquired it 
is being used by the Program's personnel and for Program's purposes. 

- Inventory report contains information which it is incorrect and lack of 
some of the property and equipment acquired during the year or 
physically observed. 
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MUNICIPALITY OF SANTA ISABEL, PUERTO RICO 

SCHEDUbE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

CRITERlA 

CAUSE 

EFFECT 

24 CFR 85.32(d) establishes that procedures for managing equipment 
will, as a minimum, meet the following requirements: 

(I) Property records must be maintained that include a description of the 
property, a serial number or other identification number, the source of 
property, who holds title, the acquisition date, and cost of the property, 
percentage of Federal participation in the cost of the property, the 
location, use and condition of the property, and any ultimate disposition 
data including the date of disposal and sale price of the property. (2) A 
physical inventory of the property must be taken and the results 
reconciled with the property records at least once every two years. (3) A 
control system must be developed to ensure adequate safeguards to 
prevent loss, damage, or theft of the property. Any loss, damage, or theft 
shall be investigated. (4) Adequate maintenance procedures must be 
developed to keep the property in good condition. 

24 CFR 85.20 (b)(3), establishes that effective control and accountability 
must be maintained for all grant and subgrant cash, real and personal 
property, and other assets. Grantees and subgrantees must adequately 
safeguard all such property and must assure that it is used solely for 
authorized purposes. 

Chapter Vil, Section 3, 14, 15(2) and 22(2) of Municipality's Basic 
Standards, establish that the Municipality's Finance Director is 

. responsible for the custody, conservation and use of municipal prope11y 
against theft, damage or inadequate use. The Finance Director, also, will 
be responsible for the accounting of all property transactions and records 
maintenance. All property acquired must be numbered and properly 
identified. A property record detailing unit number, name, description, 
cost, acquisition date, brand, serial number, and property location must 
be completed for each property acquired. An annual physical inventory 
must be taken and the results recon"ciled with the property records. 

The Municipality has inadequate internal control procedures that 
guarantee adequate records, registering and safeguarding of property. 

Due to the lack of internal controls and updated property accounting 
records, we could not validate the accuracy and completeness of the 
annual physical inventory report and any other related report. For such 
reason, we were unable to adequately perform our tests of real property 
and equipment management in order to ascertain compliance with 
applicable federal laws and regulations. 
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MUNICIPALITY OF SANTA ISABEL, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

RECOMMENDATION 

QUESTJONED COSTS 

MANAGEMENT RESPONSE 

AND CORRECTIVE ACTION PLAN 

The Municipality is exposed to the risk of possible unauthorized use and 
disposition of equipment due to the lack of internal controls and property 
records. In addition, sanctions could be imposed by the State CDBG 
Program or the federal awarding agency. 

The Property ·Division must require each office, department and federal 
program that acquires property and equipment to submit a report 
including a full description of the assets, location, use, responsible 
person, cost, and any other pertinent data. In addition, the CDBG 
Program and the Accounting Department should establish a property 
control account and a subsidiary ledger. to provide for the reconciliation 
of property. A physical inventory of the Municipality's property should 
be performed as soon as possible for all departments and all differences 
should be investigated, adjusted and.,reconciled with the property records 
maintained by the Municipality's federal program offices. 

None 

Actually, the Municipality's Finance Department staffs continue. 
updating the capital assets subsidiary ledger in order to comply with the 
GASB No. 34 capital assets requirements for the fiscal year ended on 
June 30, 2011. Therefore, we will request to the Property Division staff 
to take into account the Federal regulations requirements. 

Implementation Date: June 30, 2010 

Responsible Person: Mrs. Janice Brugman 
Federal Programs Department Director 
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MUNICIPALITY OF SANTA ISABEL, PUERTO RJco 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

09-06 

COMMUNITY DEVELOPMENT BLOCK GRANT/SMALL CITIES 
(CDBG) (CFDA NO. 14.228) DEPARTMENT OF HOUSING AND 
URBAN DEVELOP:rvfENT PASS THROUGH STA TE-OFFICE OF 
COMMISSIONER OF MUNICIPAL AFFAIRS 

INTER.~AL CONTROL OVER COMPLIANCE 

FISCAL REQUIRE:rvfENTS 

Inadequate accounting records 

Municipality's Community Development Block Grant Program does not 
maintain accounting records. Proper accounting policies regarding 
revenue recognition, expenditures, assets, liabilities and fund balance 
were not followed. Month-end and year-end closing procedures were not 
performed according to Program's federal regulations. These situations 
cause that general ledger accounts were not in balance as of June 30, 
2009. 

As stated in 24 CFR 982. l 58(a) the PHA must maintain complete and 
accurate accounts and other records for the program in ~ccordance with 
HUD requirements, in a manner that permits a speedy and effective 
audit. In addition, 24 CFR 92.20(b) establishes that the financial 
management systems of other grantees and subgrantees must meet the 
following standards: (1) 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 or 
subgrant; (2) grantees and subgrantees must maintain records which 
adequately identify the source and application of funds provided for 
financially-assisted activities. These records must contain information 
pertaining to grant or subgrant awards and authorizations, obligations, 
unobligated balances, assets, liabilities, outlays or expenditures, and 
income; (3) Effective control and accountability must be maintained for 
all grant and subgrant cash, real and personal property, and other assets. 

Program's accountant does not count with the necessary accounting 
knowledge and training to correctly perform their duties. 

These conditions inhibit the Municipality from having current accurate 
and reliable financial reports and information necessary for management 
to take efficient and effective actions, including corrective actions plans. 
Also, Municipality's failure to have accurate and complete accounting 
records could result in the qualification of the general purposes financial 
statements audit opinion. 
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MUNICIPALITY OF SANTA ISABEL, PUERTO Rlco 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

RECOMMENDATION 

QUESTJONED COSTS 

MANAGEMENT RESPONSE 

AND CORRECTIVE ACTION PLAN 

Accounting personnel should be trained or take some courses in 
accounting so they can adequately perform their duties. Furthermore, 

· they should be oriented regarding the related federal requirements. The 
general ledger should be revised to ensure that all Program's transactions 
and activities are properly recorded and fairly presented in accordance 
with program requirements. 

None 

The Municipality is in the process to engage a Program Accountant in 
order to correct of accounting records. 

Implementation Date: October 3 l, 2010 

Responsible Person: Mrs. Janice Brugman 
Federal Programs Department Director 
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MUNICIPALITY OF SANTA ISABEL, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR EJ"IDED JUNE 30. 2009 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CR IT ER LA. 

CAUSE 

EFFECT 

09-07 

SECTlON 8 HOUSING CHOICE VOUCHERS (CFDA NO. 14.871) 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

COMPLIANCE 

CASH MANAGEMENT 

Non-Compliance with Cash Management Requirements 

Section 8 Housing Choice Voucher Program does not have adequate 
controls over the timing of disbursements once federal funds are 
received. 

During the fiscal year 2008 - 2009, rhe Municipality received 
approximately $350,000 from Section 8 Housing Choice Vouchers grant 
funds. In order to determine compliance with the applicable cash 
management requirements, we selected for testing four out of twelve 
transfers of funds received during the fiscal year amounting $124,010 
(36%). The time elapsed between the receipt and the disbursement of 
such funds was from 14 days to more than a month. 

In addition, internal controls regarding the receipt of income are not 
adequately followed. Collections receipts were not issued to account for 
the receipt of monthly housing assistance and administrative fees funds 
electronically transferred to the Municipality. 

As stated in 24 CFR 85.20(b)(7); 85.21(c) and 31 CFR 205.33, Subpart 
B, grantees must minimize the time between the drawdown of Federal 
funds from the Federal government and their disbursement for Federal 
program purposes. 

Chapter Ill, Section 4(2)(g) of the Basic Standards establishes that a pre 
numbered receipt (OCAM CROI Model) should be issue by the 
Municipality' s Collector to account for all funds received. 

24 CFR 85.20(b)(3) establishes that effective control and accountability 
must be maintained for all grant cash and other assets. 

The aforementioned condition is mainly due to the lack of adequate 
controls that guarantee the adequate and promptly disbursement of 
federal funds transactions. 

If the recipient fails to expend those Federal assistance funds within a 
reasonable period, or fails to establish procedures to minimize the time 
between the transfer and payout of funds, the Municipality could be 
subject to penalties from the Federal Government and be adversely 
affected in the benefits they are entitled to receive in the future. 
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MUNJCIP ALITY OF SANT A ISABEL, PUERTO Rico 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

AND C'ORRECTIVE ACTION PLAN 

The Program should implement adequate internal control procedures 
which allow the promptly use of federal funds received. This could be 
attained by evaluating the procedures followed regarding payments to 
parti<::ipants, homeowners and Programs' providers. 

None. 

Program Staff was instructed to improve disbursement procedures to 
minimize the time elapsed between the receipt and the disbursement of 
Section 8 program funds in order to disburse funds in the next three to 
five days after receipt of funds; and to request to the Official Collector. a 
receipt issuance for each monthly housing assistance and administrative 
fees electronic fund transfer received by the Program. 

Implementation Date: October 3 I, 20 I 0 

Responsible Person: Mrs. Janice Brugman 
Federal Programs Department Director 
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MUNICIPALITY OF SANTA ISABEL, PlJERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

FINDING 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

09-08 

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

-
INTERNAL CONTROL OVER COMPLIANCE 

FISCAL REQUIREMENTS 

Inadequate accounting records 

Municipality's Section 8 Housing Choice Vouchers Program does no.t 
maintain adequate accounting . records. Proper accounting policies 
regarding revenue recognition, expenditures, assets, liabilities and fund 
balance were not adequately followed. Month-end and year-end closing 
procedures were incomplete and they were not performed according to 
Program's federal regulations. These situations cause that general ledger 
accounts were not in balance as of June 30, 2009. 

As stated in 24 CFR 982. I 58(a) the PHA must maintain complete and 
accurate accounts and other records for the program in accordance with 
HUD requirements, in a manner that permits a speedy and effective 
audit. In addition, 24 CFR 92.20(b) establishes that the financial 
management systems of other grantees and subgrantees must meet the 
following standards: (I) 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 or 
subgrant; (2) grantees and subgrantees must maintain records which 
adequately identify the source and application of funds provided for 
financially-assisted activities. These records must contain information 
pertaining to grant or subgrant awards and authoriz.ations, obligations, 
unobligated balances, assets, liabilities, outlays or expenditures, and 
income; (3) Effective control and accountability must be maintained for 
all grant and subgrant cash, real and personal property, and other assets. 

Program's accountant does not count with the necessary accounting 
knowledge and training to correctly perform their duties. 

These conditions inhibit the Municipality from having current accurate 
and reliable financial reports and information necessary for management 
to take efficient and effective actions, including corrective actions plans. 
Also, Municipality's failure to have accurate and complete accounting 
records could result in the qualification of the general purposes financial 
statements audit opinion. 
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MUNICIPALITY OF SANTA ISABEL, PUERTO Rlco 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED NNE 30. 2009 

RECOMMENDATlON 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

Accounting personnel should be trained or take some courses in 
accounting so they can adequately perfonn their duties. Furthermore, 
they should be oriented regarding the related federal requirements. The 
general ledger should be revised to ensure that all Program's transactions 
and activities are properly recorded and fairly presented in accordance 
with program requirements. 

None 

AND CORRECTIVE ACTION PLAN The Municipality is in the process to engage a Program Accountant in 
order to correct of account~ng records. 

Implementation Date: October 31, 201 0 

Responsible Person: Mrs. Janice Brugman 
Federal Programs Department Director 
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MUNICIPALITY OF SANTA ISABEL, P UERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2009 

FINDING NUMBER 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPJC SENTENCE 

CONDITION 

CRITERIA 

09-09 

CHILD CARE AND DEVELOPMENT BLOCK GRANT (CFDA NO. 
93.575) PASS THROUGH COMMONWEALTH OF PUERTO RICO
ADMINISTRA TION FOR CARE AND WI'EGRAL DEVELOPMENT 
OFCHILDHOOD(ACUDEN) 

U'ITERNAL CONTROLS OVER COMPLIANCE 

FISCAL REQUIREMENTS 

Inadequate fiscal control and la~k of adequate accounting records 

Municipality's Child Care and Development Block Grant Program (the 
Program) does not maintain an adequate fiscaJ control and accounting 
records over the management, use and registering of funds granted by the 
Lead Agency (ACUDEN). Among the deficiencies founds were the 
following: 

- The Program could not provide us with an adequate generaJ ledger or 
any related subs idiary ledger which detail assets, liabilities, 
encumbrances, receipts and expenditures of the Program for the fiscal 
year 2008-2009. We were not able to ascertain that all financial and 
accounting transactions were recorded. 

- The lack of proper accounting records does not make possible for the 
preparation of annual financial statements. 

- There are no control accounts to accurately account for the inter fund 
receivable and payables balances. Monthly Program's expenditures 
financed by the Municipality's general fund are not being registered, 
monitored nor accounted for by the Program. In addition, inter fund 
transactions regarding the reimbursement of money between funds were 
not supported by an analysis. 

- Program's financial and accounting records does not provided for the 
proper segregation and accountability of direct service, quality and 
admini$trati ve costs. 

- A budgetary control is not maintained. 

Provision 17(6), ( 11 ), (14) and (16) of the Delegation of Funds Contracts 
subscribed with the Lead Agency (ACUDEN) require the Program to 
maintain accounting subsidiaries, financial and accounting records, 
supporting documents, among others, that provide for the proper 
accountability, implementation of internal controls and monitoring from 
the Lead Agency and federal authorities. The Program will adopt written 
administrative and accounting procedures that provide for the 
trustworthiness of the financial information, and must maintain an 
adequate fiscal control that provide for the preparation of monthly and 
annual financial reports, budget control and bank account reconciliations. 
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MUNICIPALITY OF SANT A ISABEL, PlJERTO RICO 

SCHEDULE OF Fll'IDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

CAUSE 

EFFECT 

RECOMMENDATION 

45 CFR 98.67(c) establishes that fiscal control and accounting 
procedures shall be sufficient to permit: (1) preparation of reports; and 
(2) the tracing of funds to a level of expenditure adequate to establish 
that such funds have not been used in violation of the provisions of this 
part. 

As stated in 45 CFR 92.20(a) fiscal control and accounting procedures of 
the State, as wel I as its sub grantees, must be sufficient to (I) pennit 
preparation of reports required by this part and the statutes authorizing 
the grant, and (2) permit the tracing of funds to a level of expenditures 
adequate to establish that such funds have not been used in violation of 
the restrictions and prohibitions of applicable statutes; (b) The .financial 
management systems of other grantees and subgrantees must meet the 
following standards: (1) 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 or 
subgrant; (2) grantees and subgrantees must maintain records which 
adequately identify the source and application of funds provided for 
financially-assisted activities. These records must contain information 
pertaining to grant or subgrant awards and authorizations, obligations, 
unobligated balances, assets, liabilities, outlays or expenditures, and 
income; (3) Effective control and accountability must be maintained for 
all grant and subgrant cash, real and personal property, and other assets. 
Grantees and subgrantees must adequately safeguard all such property 
and must assure that it is used solely for authorized purposes; (4) Actual 
expenditures or outlays must be compared with budgeted amounts for 
each grant or subgrant. 

The Municipality's and Program's management have not established the 
procedures and adequate internal controls to ensure the adequate 
recording, safeguarding and custody of all related financial information. 

These conditions inhibit the Municipality from having current accurate 
and reliable financial reports and information necessary for management 
to take efficient and effective actions, including corrective actions plans. 
On the other hand, the awarding agency it is inhibits from monitoring the 
programs financial performance. Also, Municipality's failure to have 
accurate and complete accounting records couJd resuJt in the 
qualification of the general purposes financial statements audit opinion. 

The Municipality shouJd establish a plan and implement the 
corresponding internal controls to ensure that all Program's transactions 
and activities are properly recorded and fairly presented in accordance 
with program requirements and that all financial transactions' supporting 
documents are properly safeguarded. In addition, should establish and 
maintain a subsidiary ledger to accurately account for inter fund 
transact ions. 
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MUNICIPALITY OF SANTA ISABEL, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 200_9 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

AND CORRECTIVE ACTION PLAN 

None 

To correct the condition reported by the external auditors we will modify 
existing records in order to assure that the accounting records presented 
the financial position and the results of operation in sufficient detail to 
permit an easily audit trial and preparation on time of required financial 
reports. 

Implementation Date: October I, 2010 

Responsible Person: Mrs. Ruby J. Giraldo Melendez 
Program Accountant 
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MUNICIPALITY OF SANTA ISABEL, PUERTO Rico 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

FINDIN'G NUMBER 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

09-10 

CHILD CARE AND DEVELOPMENT BLOCK GRANT. (CFDA NO. 
93.575) PASS TI:IROUGH C01'v1MONWEALTH ·op PUERTO RICO
ADMINISTRA TION FOR CARE AND IN'TEGRAL DEVELOPMENT 
OFCH~DHOOD(ACUDEN) 

INTERNAL CONTROL OVER COMPLIANCE 

PROGRAM INCOME 

Lack of internal controls over program income 

In testing internal controls over program income compliance 
requirement. we detennined that the Program lack of internal controls 
over the billing, receipt, accounting, registering, deposit and unobligated 
balance at the end of each program year regarding parent's contribution 
for child care services and enrollment fees. 

The Program does not have an adequate general ledger, nor subsidiary 
ledger control accounts to accurately account for receivable balances, 
daily receipts, expenditures, encumbrances .and unobligated balance at 
the end of each program year. In addition, there are no internal controls 
in order to ascertain that all parents which are required to pay for child 
care services or annual enrollment fees are being paying. Also, no 
controls exists to corroborate that all fees that are being collected are 
promptly deposited, registered, reported and used according to applicable 
Program's regulations. 

Provisions 10 and 17(6), (8) and (11) of the Delegation of Funds 
Contracts subscribed with the Lead Agency (ACUDEN) require that the 
Program it is committed to comply with the nonns and procedures to 
make use of program income as required by the Federal law. In addition, 
the Program will maintain accounting subsidiaries, financial and 
accounting records, supporting documents, among others, that provide 
for the proper accountability, implementation of internal controls and 
monitoring from the Lead Agency and federal authorities. The Program 
will adopt written admjnistrative and accounting procedures that provide 
for the trustworthiness of the financial information, and must maintain an 
adequate fiscal control that provide for the adequate accountability of 
other sources of income. 
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MUN1CTPALJTY OF SANTA ISABEL, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

AND CORRECTIVE ACTION PLAN 

As stated in 45 CFR 92.20(b ), the financial management systems of other 
grantees and subgrantees must meet the following standards: (I) 
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 or subgrant; (2) Grantees 
and subgrantees must maintain records which adequately identify the 
source and application of funds provided for financially-assisted 
activities. These records must contain information pertaining .to grant or 
subgrant awards and authorizations, obligations, unobligated balances, 
assets, liabilities, outlays or expenditures, and income; (3) Effective 
control and accountability must be maintained for all grant and subgraAt 
cash, real and personal property, and other assets. 

The Municipality's and Program's management have not established the 
adequate internal controls procedures to ensure proper recording, 
safeguarding and reporting of all related program income financial 
transactions. 

These conditions inhibit the Municipality from having current accurate 
and reliable financial information regarding program income. 
Furthermore, this condition represents a significant risk of loss of funds. 
Also, by not having an accounts receivable aging report, proper actions 
could not be taken against those parents which owed a considerable 
amount of money and services could be provided to children whose 
parents do not pay. 

The Municipality should establish and maintain a general and subsidiary 
ledger to accurately account for program income. Management should 
implement the corresponding internal controls to ensure that all program 
income transactions and activities are properly recorded and fairly 
reported in accordance with program requirements. 

None 

To correct the condition reported by the external auditors we will modify 
existing accounting records in order to assure that the accounting records 
presented the financial position and the results of operation in sufficient 
detail to permit an easily audit trial and preparation on time of required 
financial reports. 

Implementation Date: October I, 20 I 0 

Responsible Person: Mrs. Ruby J. Giraldo Melendez 
Program Accountant 
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MUNICIPALITY OF SANTA ISABEL, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2009 

FINDING NUMBER 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

09-11 

CHILD CARE AND DEVELOPl\ifENT BLOCK GRANT (CFDA NO. 
93.575) PASS THROUGH COMMONWEALTH OF PUERTO RICO
ADMINISTRATION FOR CARE AND INTEGRAL DEVELOPMENT 
OFCHILDHOOD(ACUDEN) 

COMPLIANCE 

EQU1PMENT AND REAL PROPERTY MANAGEl\ifENT 

Lack of controls over property and equipment items acquired with 
Federal Funds 

The Municipality and the Child Care and Development Block Grant 
Program (the Program) did not maintained adequate internal controls 
over property and equipment items acquired with Federal Funds. In 
testing property and equipment we noted the following: 

- The Municipality could not provides us with adequate property records 
which include a description of the property, serial number or other 
identification number, the source of the property, who holds title, the 
acquisition date, cost of the property, percentage of Federal participation 
in the cost of the property, location, use and condition of the property, 
and any ultimate disposition data including the date of disposal. 

- The Child Care Program did not maintain a general ledger or a 
property subsidiary ledger where all property and equipment transactions 
are registered. We were not able to assure that all capitalizable. 
expenditures and property dispositions are· recorded. In addition, related 
annual depreciation is not being calculated and accounted for. 

- We were not able to ascertain that all property and equipment acquired 
was properly identified through a numbered plate or any other 
identification form. In a visit to the child care centers we observed that 
most of the property it is not numbered nor identified. 

- We were not able to ascertain ·that all the property and equipment 
acquired it is being used by the Program's personnel and for Program's 
purposes. 

- An updated property and educative material inventory report is not 
bei.ng maintain for each Child Care Center as required by the Delegation 
of Funds Contract subscribed with the Lead Agency (ACUDEN). 

- The results of the last property physical inventory were not reconciled 
with a property subsidiary ledger or any other accounting record. 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

CRITERIA 

CAUSE 

EFFECT 

Provisions 7 (I) (g) of the Delegation of Fl,lnds Contract subscribed with 
the Lead Agency (ACUDEN) require that an adequate and update 
property and educational material inventory register should be 
maintained. 

45 CFR 92.32(d) establishes that procedures for managing equipment 
will, as a minimum, meet the following requirements: (1) Property 
records must be maintained that include a description of the property, a 
serial number or other identification number, the source of property, who 
holds title, the acquisition date, and cost of the property, percentage of 
Federal participation in the cost of the property, the location, use and 
condition of the property, and any ultimate disposition data including the 
date of disposal and sale price of the property. (2) A physical inventory 
of the property must be taken and the results reconciled with the property 
records at least once every two years. (3) A control system must be 
developed to ensure adequate safeguards to prevent loss, damage, or theft 
of the property. Any loss, damage, or theft shall be investigated. (4) 
Adequate maintenance procedures must be developed to keep the 
property in good condition. 

45 CFR 92.20 (b)(3), establishes that effective control and· accountability 
must be maintained for all grant and subgrant cash, real and personal 
property, and other assets. Grantees and subgratees must adequately 
safeguard all such property and must assure that it is used solely for 
authorized purposes. 

Chapter VII, Section 3, 14, I 5(2) and 22(2) of Municipality's Basic 
Standards, establish that the Municipality's Finance Director is 
responsible for the custody, conservation and use of municipal property 
against theft, damage or inadequate use. The Finance Director, also, will 
be responsible for the accounting of all property transactions and records 
maintenance. All property acquired must be numbered and properly 
identified. A property record detailing unit number, name, description, 
cost, acquisition date, brand, serial number, and property location must 
be completed for each property acquired. An annual physical inventory 
must be taken and the results reconciled with the property records. 

The Municipality has inadequate internal control procedures that 
provides for adequate records, registering and safeguarding of property. 

Due to the lack of internal controls and updated property accounting 
records. it was not possible to validate the accuracy and completeness of 
the Annual Physical Inventory Report and any other related report. For 
such reason, we were unable to adequately perform our tests of real 
property and equipment management in order to ascertain compliance 
with applicable federal laws and regulations. 
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MUNICIPALITY OF SANTA ISABEL, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

RECOMMENDATION 

QUESTIONED COSTS 

MANAGEMENT RESPONSE 

The Municipality is exposed to the risk of possible unauthorized use and 
disposition of equipment due to the lack of internal controls and property 
records. In addition, sanctions could be imposed by the Lead Agency or 
the federal awarding agency. 

The Property Division must require each office, department and federal 
program that acquires property and equipment to submit a report 
including a full description of the assets, location, use, responsible 
person, cost, and any other pertinent data. In addition, the Program and 
the Accounting Department should establish a property control account 
and a subsidiary ledger to provide for the reconciliation of property. A 
physical inventory of the Municipality's property should be performed as 
soon as possible for all departments and all differences should be 
investigated, adjusted and reconciled with the property records 
maintained by the Municipality's federal program offices. 

NONE 

AND CORRECTIVE ACTION PLAN The delegation of funds contracts provisions have established that the 
Grantee holds the title of each property and equipment items acquired 
with funds awarded. Also, the Grantee provided us a property and 
equipment subsidiary form and required us to include in it all of the 
property and equipment acquired with the funds delegated, and to 
conduct an annual physical inventory and submit the property and 
equipment subsidiary form properly completed. The Program staffs have 
been properly advised of the need to follow the property and equipment 
standards established in the delegation of funds contracts· provisions. 

Implementation Date: October 1, 2010 

Responsible Person: Mrs. Ruby J. Giraldo Melendez 
Program Accountant 
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MUNJCIP ALITY OF SANT A ISABEL, PUERTO RICO 

SCHEDULE OF FINDINGS AND QUF_,STIONED COSTS 
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FINDING NUMBER 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLJ.A.NC:E 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COST 

09-12 

HEAD START (CFDA 93.600) U. S. DEPARTMENT OF HEALTH 
AND HUMAN SERVICES 

INTERNAL CONTROL 

ALLOW ABLE COST/COST PRINCIPLES 

Disbursement vouchers not provided for testing. 

In our disbursement test, we examined 20 payments vouchers and, 6 of 
them, as detailed below, were not available for our audit procedures. 

Check Check 

Payee Number Check Date Amount 

Directora de Finanzas 2458 7/23/2008 $ 30,395.00 

Ana L Munoz Bermudez 2579 12/1/2008 1,860.00 

Directora de Finanzas 2585 1215/2008 2,571.30 
Wal-Mart Super Center 2629 2/4/2009 1,032.35 

Zee Service Company 2648 2/23/2009 442.60 
Kaplan Early Leaming Corp. 2651 2/23/2009 275.64 

Total $ 36,576.89 

Code of Federal Regulation 45, Subpart C, Section 92.20 (a) (6) states 
that accounting records must be supported by such source documentation 
as cancelled checks, paid bills, payrolls, time and attendance records, 
contract and subgrant award documents, etc. 

The Program internal control related to the record retention policies and 
procedures failed to adequately safeguard supporting documents. 

The Program could be sanctioned by the federal awarding agency due to 
the inadequately safeguard supporting documents to fiscal transactions. 

The Municipality Management should reinforce compliance with its 
record retentions internal control policies and procedures. Also, an 
additional effort will be made co locate the missing disbursement 
vouchers. 

$ 36,576.89 
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SCHEDULE OF Ff1'IDINGS A1'ID QUESTIONED COSTS 
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MANAGEMENT RESPONSE 

AND ('QRRECTIVE ACTION PLAN The Municipality's staffs have been properly advised of the need. to 
enforce the existing record retention policies and procedures. AJ~o, a 
staff was assigned to locate the missing disbursement vouchers. ... 

Implementation Date: Septemeber 30, 2010 

Responsible Person: Mrs. Irma M. Vargas 
Finance Department Director 

• 
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MUNICIPALITY OF SANTA !SABEL, P UERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30. 2009 

FINDING NUMBER 

FEDERAL PROGRAM. 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTIONED COST 

09-1 3 

HEAD START (CFDA 93.600) U.S. DEPARTMENT OF HEALTH 
AND HUMAN SERVICES 

COMPLIANCE 

REPORTI!\FG 

Payroll costs obligations incorrectly reported 

During the fiscal year 2008-09, Early Head . Start and Head Start 
Programs reported payroll costs obligations (retirement contributions and 
withholding) as outlays in the "SF-269 Report" submitted for the period 
ended on October 31, 2008 (first six months of the grant fiscal year) . 

. Funds were transferred to the Municipality's general account in order to 
make the related payments to the Commonwealth of Puerto Rico 
Employees' Retirement System, but these payments were pending 
at June 30, 2009. 

OMB Common Rule, Subpart C, Sec. 20 (b) (1), states that the financial 
management systems of other grantee must be 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. 

The Municipality did not complied with procedures to assure that the 
payroll costs obligations were paid to th~ Commonwealth of Puerto Rico 
Employees' Retirement System. 

The continuous occurrence of this situation inhibits the federal awarding 
agency from monitoring the programs financiar performance. In 
addition, the Program could be sanctioned by the federal awarding 
agency due to the inaccurate filing of financial reports. 

The Program's Administration has to establish procedures to be assured 
that the payroll costs obl igations be paid to the Commonwealth Agency 
in a timely basis. 

None · 
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MUNICIPALITY OF SANTA ISABEL. PUERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE _30. 2009 

MANAGEMENT RESPONSE 

AND CORRECTIVE ACTION PLAN As discussed in Note 14 in the accompanying Basic Financial 
Statements, the Municipality's Legislative branch authorized the 
issuance of $810,000 and $6,500,000 of general obligation bonds after 
year ended on June 30, 2009 principally to finance debts of the General 
Fund with other governmental entities (including debt with the 
Commonwealth of Puerto Rico Employees' Retirement System), services 
providers, suppliers, contractors, and claims and judgments pending at 
June 30, 2009. 

Implementation Date: June 30, 2010 

Responsible Person: Mrs. Irma M. Vargas 
Finance Department Director 
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MUNICIPALITY OF SANTA ISABEL. PlJERTO RICO 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
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FINDING NUMBER 09-14 

FEDERAL PROGRAM HEAD START (CFDA 93.600) U. S. DEPARTMENT OF HEALTH 
AND HUMAN SERVICES 

CATEGORY COMPLIANCE 

NONCOMPLIANCE REPORTING 

TOPIC SENTENCE Submission of final Financial Status Report (SF-269) 

CONDITION The Admin istration for Children and Families of the United States 
Department of Health and Human Services closed out the Head Start and 
Early Head Start programs grant to the Municipality on March 3, 2009. 
But, che Municipality did not submit the Financial Status Report (SF-
269) within 90 days after the tennination of the grant. 

CRITERIA OMB Common Rule, Subpart D, Sec. 50 (b), states that Within 90 days 
after the expiration or termination of the grant, the grantee must submit 
all financial, performance, and other reports required as a condition of 
the grant. Upon request by the grantee, Federal agencies may extend this 
time frame. 

CAUSE It's pending the liquidation of liabilities related to former program 
employees' accrued compensated absences at termination of the grant, 
pending to approval of funds by the Administration for Children and 
Families of the United States Department of Health and Human Services. 

EFFECT The Municipality is not in compliance with the OMB Common Rule, 
Subpart D, Sec. 50 (b). 

RECOMMENDATION The Municipality should solve the issue with the Administration for 
Children and Families of the United States Department of Health and 
Human Services about the accrued compensated absences, and submit a 
final SF-269 to the applicable Federal agency. 

QUESTIONED COST None 

MANAGEMENT RESPONSE 

AND CORRECTIVE ACTION PLAN We will solve the former employees accrued compensated absences issue 
with the Administration for Children and Families of the United States 
Department of Health and Human Services in September, 2010. After 
liquidation of these liabilities, we will submit the final SF-269 to the 
Federal agency. 

Implementation Date: September 30, 20 I 0 

Responsible Person: Mrs. Inna M. Vargas 
F inance Department Director 
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MUNICIPALITY OF SANTA ISABEL. PuERTO R ICO 

SCHEDULE OF FINDINGS AND QUESTJONED COSTS 
YEAR ENDED JUNE 30. 2009 

FINDING NUMBER 

FEDERAL PROGRAM 

CATEGORY 

NONCOMPLIANCE 

TOPIC SENTENCE 

CONDITION 

CRITERIA 

CAUSE 

EFFECT 

RECOMMENDATION 

QUESTJONED COST 

MANAGEMENT RESPONSE 

AND \ORRECTIVE ACTION PLAN 

09-15 

HEAD START (CFDA 93.600) U.S. DEPARTMENT OF HEALTH 
AND HUMAN SERVICES 

COMPLIANCE\ INTERNAL CONTROL 

MATCHING, LEVEL OF EFFORT, EARMARKJNG 

Monitoring Procedures over the Level of Matching Contributions 

The Head Start Program did not have adequate internal controls and 
procedures to ensure compliance with the required Jevet of matching 
contributions, because matching contribution was not documented during 
the grant program year 2008-2009, nor posted in the accounting records. 

Code of Federal Regulation 45, Subpart C, Section 92.20 (b) (4) Budget 
Control states that Actual expenditures or outlays must be compared with 
budgeted amounts for each grant or subgrant, and if unit cost data are 
required, estimates based on available documentation will be accepted 
whenever possible. Also, Code of Federal Regulation 45, Subpart C, 
Section 92.24 (b) (6) states that costs and third party in kind 
contributions counting towards satisfying a cost sharing or matching 
requirement must be verifiable from the records of grantees and 
subgrantee or cost- type contractors. 

The Head Start Program did not maintain an adequate control throughout 
the program year to obtain source documentation to monitor the level of 
matching contributions. 

The Municipality is not in compliance with the Code of Federal 
Regulation 45, Subpart C, Section 92.20 (b) (4) Budget Control. Also, 
the Municipality will not comply with the level of matching 
requirements. 

The Municipality should improve internal control policies and 
procedures regarding prospective grants with matching requirements in 
order to monitor compliance during the grant fiscal year. 

None 

We will consider enforcing control procedures in any other grant 
administered by the Municipality with matching requirements, if any. 

Implementation Date: Not Applicable 

Responsible Person: Mrs. Irma M. Vargas 
Finance Department Director 

JOI 



END OF SCHEDULE 

102 



MUNICIPALITY OF SANTA ISABEL, P UERTO Rico 

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS 
FOR THE FISCAL YEAR ENDED JUNE 30. 2009 

(I) Audit Findings that have been Fully Corrected: 

Finding Number CFDA 

08-03 Purchase and Expenditure Procedures 
08-05 Special Test I Rehabilitation 
08-07 Reporting 

07-02 Special Test 

Questioned 
Cost 

NIA 
14.228 
93.600 

14.228 

(2) Audit Findings not corrected or Panially Corrected: 

Questioned 
Finding Number CFDA Cost 

08-0 I Property, Plant and NIA None 
Equipment 
08-02 Accounting System NIA None 
08-04 Equipment and Real 14.228 None 
Property Management 
08-06 Cash Management 14.871 None 
08-08 Reporting - Internal Control 93.575 None 
08-09 Program Income 93.575 None 
08- J 0 Equipment and Real 93.575 None 
Property Management 

07-06 Equipment and Real 14.228 None 
Property Management 
07-20 Reporting 93.600 None 

06-06 Equipment and Real 14.228 None 
Property Management 
06-03 Reporting 93.600 None 

Coniments 

None Fully Corrected 
None Fully Corrected 
None Fully Corrected 

None Fully Corrected 

Comments 

Situation still prevails 

Situation still prevails 
Situation still prevails 

Situation still prevails 
Situation still prevails 
Situation still prevails 
Situation still prevails 

Situation still prevails 

Situation still prevails 

Situation still prevails 

Situation still prevails 

(3) Corrective action taken is significantly different from corrective action previously reported: 

NONE 

(4) Audit findings is no longer valid: 

07-1 2 Property. Plant and 
Equipment 
07- 13 Accounting Sysrem 
07-14 Equipment and Real 
Property Management 
07-15 Cash Management 
07-16 Reporting - Internal Control 
07-17 Program Income 

14.575 
93.575 

93.575 
93.575 
93.575 
93.575 
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Nooe 
None 

$83,002 
None 
None 
None 



END OF SCHEDULE 
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