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Msxoozac Re'utos
Contadorcs P blicos Autorizados, C'S P

P.O. Eox il: . Guayda, Puerto Rico 0078s

INDEPENDENT AUDITOR'S REPORT

HONOMBLE MAYOR AND MLNICIPAL COTNCIL

MLD{ICIPALITY OT SAN-TI ISABEL, ITIERTO IUCO

We have audited lhe accompanying financial sutements of the govemmental acti!ities' each maior fund'

and the agJ.gale remain'ng f-o into*"i'"n IfJ" i'''r'"lip'riiv "rst" tsabel Pue(o Rico as ofand

1,,lr the vear ended.rure lo, zolo. *n'tr 
't"orit"li"ly lirnpitt tr''t \4uni+alil)-s^Iasic financial

il#:#t ffi; iri'irr.-otr"'oi'"ont"no These financiat statements are the responsibilitv of the

if#ffi#.';;il;,t. o" t"'pontiulitv i' lo express an opinion of these financial st{ements

based on our audit.

ExceDl a. discL,td i.1 Lhe folrowlng paragragraphs we conducted our audil in accordance \ iIh audilinP

i]],lH ;;;;i;;..;pt.o ln 
"'Junit'a 

f-!' "i 
o'"'i* -a rhe nandaJds applcahre Io finanLial

;ll-;';":;il*; ;;;r,)i,, e,ai'i'c stiiiii'i"u"a uv *'"-colnptroller General or the united

Srates of America- Those standards *qrl." ,f,^i *J ftun "ni 
p"tfo- ihe audil. to oblain reasonable

assurance about whether trt" ,",p""t;'" fin-"iui ttui"tiln" "tt 
iitt or 

'^terial 
m;sstatement An audit

;ffi;;ft";,;; a test basis, evidence supportins the "'"*I *d,!:"-l::.*.1 in the respectlve

financial statenents. An audit also in"ruoes 
'sii'sing-tt1e 

accounting principles used and significant

estimates made by manag"."n, * *"tt " iu"ilffi itte o""ralt rn-ii't suGmeoe presentation We

i"ii.r" ,-r,"lor, 
"rait 

p.iide a reasonable basis for our opinions'

Ihe Municipalil) did _ol mdintained adequale records for capilal assest' acumr'lakd deprecidlion and

related deDre.ialion expense ard we'e 
""oiti" 

t"ii"i' o'""i"es abort such ba:znceq-lhtrough allemare

n.ocedures. t herefore' *e *ere nor abte ro obuin 'li'ii*t 
t';a"ntt 

'o 
tulisty ourselves aboul $e capiral

,sset, of soverL'nenral aclivilies'ecorded t"If"'"tt"tp-y'g *t""nt oin'asseg for Sll l 5655'

n'J:r";.";;;'J l""p,..',ii- "r sr'o,." iial-;; l;J;"'"' or depreciarion exFense 'Iared 
at

$750.r45 repoa( I in the,..o.p-ving'rut'L'#9il'1i1-iJi;1'ry.y1:i:l*'"'l;FL'"'-lli"'JTrl
i"" ii*,r .",. *+a tune 10. 2010. the Municipalily did not 

'dopl 
tne provrsrons.u' rt'

'ff,:::ii:":;i:,:"";;,';:,i;;;;;;,;i;;'i.i;,":,,kenis or capnat .assas and tar.tnsuranre R'cove'rcs

issued bv rhe Covernmenrdt e."ornring s#a'"ral o#a. ilni.n requit"a rni Municipalirv ro e!hruaLe

oromroent evems or chang.. ln 'i""*-'": J#";i''J"'pit't "tt"o 
to at''Tin: wheth€r an in:pairment

of a caoiLal assel has occ 'r,.a stcaute of *tisle-p-utru?e Iiom accounting principle" generall) accepled in

;;."fii.; ;;,-, ;i;;.u.o ro, capirur ^,"". ir,. ".,"" 
and ner assets repoaed in rhe a.companvrns

statemen! of nel assets a.. muteriatty misstaii i* Jgnint^t "*n* 
thaico-ulc not"be derermined-aj

lune i0.2010. In addirion, the expenses unJ trre netiesrrti of operations rePoned in ihe accompanyng

#i:;#;i;t*',;;;;.; ll." 'i!'o'"a 
r"' "'"'"it tt^ *ua not be deier'nined foi the 6sca1 vear

ended June 30, 20i0

2



INDEPENDENT AUDITOR'S REPORT

As shown in Note I0, the accompanying basic financial statement: do not disclose ttle debt service

maturities of the notes and balances puy"tt"-. tj1". Pue(o Rico Treasury Department, $721,058,

Municioai Re\enue Collecrion Cenler. Suo zoa. iueno Rico Heahh S'wices Administralion $59 8q5'

ilillll ;:,il:i il;r;.;-ii;;;. Retirement Svsrem Adminisrration s 
'.9'111 i"!"F.'Il

Medical ln.r.rrance corporaiion. 5 2t,2.207 al lune l0' 20l0 In our optruon drqcLo(ure or UU\

i"r""*r"r", J."qr"J tr;alcounting p'inciphs generailv ;ccepted in the United states ofAmerica'

The Municipality did not recoglized in the General Fund liabilities nonnally paid in a timely manner and

ir'n iiil".'"-p;"a"ur"naila-ble financial resources lnstead, these Iiabilities were recorded as long term

ii"tiiit"r l, ,i" gou.-r"ntul activities in th" a"tomp-ying statement of n-et 
^asse6' 

hased on the

assedion that the Municipality I-"glst^ti," liuJ uud'oti'"J th" issuan'e of $2'670'000 of general

^hriaad^n h...t (,rhrenrenr to the vear enaeJ on lune :0, 20t0, principally to finance debts \ilth other

ffi 5#,i#;';#*,'.',;;i;, H;";;;; ;endins at runc r0 i0 r 0 GASB Inrerp-reu'on No 
-6'

"Reonnian and lleasu,;e af Cer tain Liabiliti?\ and ExFPnditutes in OoT et nme n tat |tna ' tnunLtut

;;;::;:;i;":,;";:;i;;til;.-;;; ;;;;;s normanv pav in a iimelv manner and ir' tun rrom

a-p.rarnf. 
"taifrlf. 

n"ancial resourcis <hould he recognized wlen incuned without rega'd Io lhc exrenl

ro \rhich resources are (urrenrly ataitaute ro i:rq'idate ile Iiability' Iffiese liabililies were 
'jccotrnred 

for

"r.r.rir.liroit,l". 
**ned i" ihe General Funduouldbe increaied b) $l 27ooq8 andlhe iunc halance

*outd te aecreas.a Oy $ I.2?0.698. as ofJune 30. 2010'

Because of the matters discussed in the preceeding paragmphs the scope of our \ ork w^as not sufflcient to

enable us to express, and we ao not "*p,",,,--'opiniin 
on the lLnancial position of the governmenlal

activities ofthe Municipality of Santa lsabet as ofl'unt :0, zOfO' *O rf'" rispective changes in financial

;.';i;;;ffi;i;;;,'"i ir'* 
".a"4 

i,, 
""'i"rmitv 

with a"counting principles senerallv accepted in

the United States ofAmerica-

Also, in our opinion, because oi the mafters discussed in the precealing pam$aphs, the General Fund

financial statements referred to above ao .o, p.o""t fairly, in confonnity wrth accounting principles

penerallv acceoled in rhe r nir.a StuLes ofem,ica. the rerpectire financial po5ition oflhe Ceneral [und

6frhe hiunicipalirl ofsanra Isabel ac ofJune i0 2010'

In addition, in our opinion, the financiat statements refened to previously present fairly' in all materiai

resDects- lhe reqDeclive finrn.iut po,irion ofit't i"pital tmprovementBond iund the Dehr service Fund'

;ff;:".j}";H';"i,i',^c ;;"5 t;r"*,il;" "i 
ir" MuniciParir) or santa Isabel as orrune 10' 20r0'

and the respeclive changes in financial p"tiiio",- if'" "0f 
t"i-mi year then ended in confomlity with

,"*r"iirg p.i""ipf"t g";rally accepted i; the Unittd States ofAmerica'

The Management's Discussion and Analysis and budgetary comparison infonnation on-pages 5 rhror:gh

is ,"i pE; it. ,'. nor a 'equired. pu"oi tr''' u'*;t'tin"niirl ''utem'nrs 
bur are supple'nerta4

rlrormalion requ'red oy 
"to'nung 

p''nt'piti qtn"'uliy 
"ttpt"a 

in lhe u'liled slates ol America' we

;;;; ;;;r;J:;";i" I'',hea pro.edur... *riir -*i"'a p'in i4ll 
",1 lt'':r::^'r nianasemenl

,i*rroi"iir," t.*odt 
"fmeasurement 

and presentaion.ofthe iupplemenlary inflormalion However' ue

dii not airait the infonration and express no opinion on it'



INDEPENDENT AUDITOR'S RIPORT

tn accordance with G.. ?lnment Auditing Standardr, we have also issued a report dated December 29,

201 l, on our consideration ofthe Mlnlicipality's intemal conuol structue over inancial reporting and our

tests olits compliance wilh cenain provisions oflaws, rcgulations, conlracts, and $ants That rcport is an

inregral part oi an audit performed in accor.dance wirh Gayernment Atuliting Standards and shor-rld be

readin conjunction with this report in considerin8 the results ofour audit.

TheaccompanyingScheduleofExpendiluresofFederalAwardsispres€ntedforpurposesofadditional
analysis as req;i; by U.S. Office of Management and Budget CircularA-|33, Audits of States' Lacal

Gouernments,'and Non-Proft Organization:, and is not a required part of the basic financial statements'

iuch information has been subjicted to the auditing procedutes applied in the audit of the financial

sratements and, in ,ur opinion, is fairly stated, in all material respects, in relation to the financial

slalemenls taken as 1 whole-

t[ I r.n \ I
l4Qrrba €,[r"-n-r+a] CDi[ s
MENDou& N,AMOS

C1NTADORES P UBLICOS AIITO PJZADOS, C,S.P,

December 29, 20l l
Guayama, Puerto Rico

The nrnp numb.rz57ll5l
s!5,flixedtoth.orisin,lolthisr.port



MU^-ICP,LITY OF SANTA ISABEL'

COMMOI\\I EALTH Of PT]ERTO IUCO

Managemeni s Discl'ssion and Analysis

Fiscal Yea Ended June 10 2010

As management of the Municipality of Santa Isabel (the Municipdity)' we offer re-aders the following discussion and

analysis ofthe Municipaliry'. nnun.iut u"ti'ititi"t'""poita-1" tt'" 
^"i"tp"i''"g 

basic financial statements as ofand for the

fircal year ended June j0.2010. we .".",,;;';:;;"; ;; 
';;;ije' 

ri'e inro|.nraion p"sented here in coniuncrron u'irh

addirional info.mation thar is funrshed rn the alo,p"nying nn*";"t thremenls which follou tnis na'ral;ve'

Besides, this document includes comparative data wiih prior year as this i'f"T:tl"i-:1t available for the fiscal year

ended on June 30, 2009, fourth year ofimplementation '-'i 
Govimmental Accounting S-landards Board (GASB) Staiemenr

No.34, ,,Basic Financiot stot"*"r,r , ,na uo)ri"-"rti-i,ti"tt,ii ,rLd ,+nll,is 
-snte 

and Local Garernments'"

This MD&A is prepared i, ora., to ,orpty *irl, ,i.i, pronouncement and. ar'ong other purposes' to provide the financial

siatements users withthe following major infolmation:

. a broader basis in focusing ii4portant issues;

. acknowledgement ofan overvielv ofthe Municipality's financial activities;

" provides for an evalualion of;ts financial conditiot as ofthe end of fiscal year 2009-2010 compared with prior year

resultsl

. identification ofuses offunds in the financing ofthe Municipality's variety of activities and:

. asses management's abiiity lo handle budgetzry functions'

FINANCIAL HIGHLIGHTS

Gove,mett-Wide Highligl|ts:

.TheMunicipalily'stotalassetsamountedto$40,859,465atJune30'2010'ofwhich524'0'79'29'7(59%)coa:istof
capital asseE \net ofaccr.,l,'.d d.p;;t;;;; t-""i'"'i"" of sz o:0 158)- $l i5l'856 I joi') consisr of casl" and

cash equivalenls (of which 5q7c.7ll """t'iii'io-* trlini pu'po'"'' $12J28007 (llior cons'st of cash !ri

fiscal asenr (which are re(rr:cred p,i^"i;'ji; i;;;pu;i;;o;"t"'""a atu' service) and $2 ?00'ro5 (70o) cons:'t or

accounts rcceivable.

n The Municipality's total liabilities amounted to $37,266,405 at June 30' 2010' ofwhich $24' 165'783 (65%) consist of

bonds and notes payable, se,151,885 i;;;i;;;;;;i;;""'nts pavable and accrued liabilities $t'309'845 (3%)

consist of accrued compensated ^0t"";"t'"2;,i'g; 
(3"/")-"oniti ot un"u.ata revenues' and $l'393'700 (4%)

corNisi ofestimated landfill closura and pos: ( losure care costs'

u The Municipality's lotal assets exceeded its liabililies (net assets) by $3'593'060 at June 30 2010'

" The Municipality's total revenues amounted to 515,317 
'362 

for the i:'al year en'led June 30' 2010' of which

56,745,944 (4494) xosef.o. tu*"., st,io:,ogt ti+lo) tos" fto1n int"tg'venL,1-ntal gEnts and contributions' and

iila,llq (2;/O 
"*r" 

fro* .hurg", fro.n''"'u'it"', 'it""ll*"0" '"u"n"t 
and irterest on deposiis'



MUNiCIPALITY oF SAMA ISABEL,

CoMMoNItrf,ALTH of PUERTo Rrco
Management's Discussion and Analysis

Fiscal Year Ended June 30, 2010

. The Municipality's total expenses amounted to $15,48?,100 for the fiscal year ended June 30' 2010' of which

$11,216,739 {12%) wherc;n"ro"a in pi*iaing ali""i t"*;""t and benefiti to citizens in relation to urban and

economic development, h"utrt ,na .anlt"ti_onl pu-tri" sar"ry, *"rru.e *a rrousiDg assistance, cultule, recreation and

, education- In additioni ttre t lunicipality 
'i-ncwiJ 

i" i3s:,oss (2%) of its toral expenses' in interests related to its

tfi",rn oulig"tion., arra S:,e87,:b: tio,"iilg"*"t go*'-*t 
"ttiuiliesro 

suppo( the Muricipalitv's tunctions

and progams. The Municipality's total expen"ses inciude depreciation and amortization of capital assets in the

,mount of$750,145 for the fiscal yea. ended June 30, 2010'

. The Municipality's total net assets decreased by $169,738 during the fiscal year ended June 3'' 2010

G overnmental Fuflds' Hig hliS hts :

. Tbe total tund balances ofgover nental tunds amounted to $6,542,978 atJune30,2OlO, ofwhich $6'85I'657 are

rele ed lor capital projecrs]aeU service, encumbnnces and other specific purposes' while 5308'679 are Dresented as

unreserved fund deficit.

during the fiscal )ear ended June 10. 20 0'o The fund baiances ol govemmental funds increased by $6,954'622

principall] due to proceeds from bonds issuance.

OVERVIEW OFTHE BASIC FINANCIAL STATEMENTS

The purpose offinancial reporting is to provide extemal users ofbasic financialstaternents with informatjon that will help

them to make decisions or draw conclusions about the Municipality. There are many exiemal partjes that.use the basic

financial statements ofthe Municipality; however, these paflies do not always have the same.specilic :bj*u::ti "li-11::lio addre.s the needs ofas rnanJ parias as reasonably possible lhe M$icipalily' rn accordance $llh reqJrred I'nancrar

reponing s'andards. p.'-."ntr-th.. NArnrc..."'lt bisc'rssion ana Analysis rMD&el. ^"T :" T:d,'-:tl::. .l:-.t1:
ac'compa_nying ttsic nnancial statements This narmtive represents an ove iew and analys;s oitL'e llnanclal acllvlrles or

irr" v,i"i"1p"i,y r. tr,l" flscal year ended June 30, 2010. Because this MD&A is design€d ro focus on the current year

"Jiriti"., 
ii.rril"g .tt-g". uni 

"urr"ntty 
t ,o*n ii"a, *" 

"n"outug" 
t"uaers to considei the information presented in lhis

liiAe in 
"onj*ltion 

*]rh the addition;l information fumished in the accompanying basic financial rtatements'

The Municipality's basic financial statements include three components: (l) govemmeni_wide financial statements

GwiiJ,-i'zi n ria n.""cial statements frnsi, ""Jiii""i" to the Lasic. financrJ statements (NBFS) rhis report also

i.*arJ Jil,:"*f *qrired informaiion in addilion to the basic finan€ial statements fiemselves These components are

describ€d below.

The basic financial stalements focus on: (I) the Municipality as a whole (govemment-wide financial reporting) and,-(2)

the Municipalit-v's irrajor indjvidual govern nental funds: Both pe^pectives allow the users to address televant questrons'

broaden a basis for comparison iyear to year ot go'"t;*i to Sovernmenu and eniance the Municipality's

accounrabilily. 'l he componenl, o" llre basic financlal slaremenls arc dcscrlbed oelou'

6
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MUMCIPALITY OF SAI''TT ISABEL,

COMMONT EALTH OF PUERTO fuCC,;

Management's Discussion and Analys!
Fiscal Year Ended June 30,2010

Government-Wide Fioancial Statements

The GWFS are composed of: (1) the slatements of net zssets (SNA) and (2) the slaiemen! of activities (SA) These

financial statements can be found immediately following lhis MD&A GWIS are designed to provide reeders with a

iio"Jorerrl"* oi g,e riaunicipality's operari'ons as a wiole in a manaer similar lo private_secior businesses These

statements provide short_term and iong_ienn information about lhe Municipaliry's financial position' which assist the

Municipality's rnanagemenl ro determ-ine the economic condition at June 30, 2li0 The CWF-S are preparcd using

methods that arc similar to lhose used by most private businesses.

Both of the govemment-wide financial statements distinguish f''rictions of the Municipalit. tl:":-iil l'.'ltlllll
supported by ioies and intergovemmental activities @overnmental actitirrer) from.other lunctions tnal are rntendeo I0

r"iJu.. Ul 6,'r.ignific^nt po'rtion oftheir costs througir user fees and charges (business-We activities) '

t. Statement of Net Assets

The pupose of SNA is ro attempt to report all assets owned and all liabilities owed by the Municipality ..The
Mrnicipality reporu ofall of its issets Jhen it acquires ownership over ihe.assets and reports all of its liabilities

*t 
"n 

tli.y ,r" in.ulr"a. For example, the Municip;ity repofts buildings alld infiastructure as assets' even lhough

they are ;ot available to pay the ;bliSations incuned-by ihe Municip;lity on the other hand' the Municipalily

rep'orts liabilities. .u"h u. il^i.. 
"ndjrdg..ntt, 

bonis ard notes.payable, obiigations under capital leases'

cJmpensaterl absences and certain accountsiayable and accrued liabilities, even though these liabilities might not

be paid until several fiscal yearc into the fufure.

The difference between the Municipality's toitl asse6 alld total liabilities rep(rred jn SNA is presented as 
'€l

assers,whichissimilartolhetotalowners,equitylePoedbyacomfiercialenterpriseinitsfinancialstatements.
elthough the purpose of the Municipality is notio accumulate net 

-assels, 
as this amount increases or decreases

over d;e, sucil a;ount represents a;seful indicator ofwhether rhe financial position ofthe Municipailtv is t!1h'

improving or deteriorating, respectively.

2, StatementofActivities

The SA presenls information showing how the Municipality's nel assets changed during the fiscaL year ended

lun" :0, !OlO, ty p.".""tirg all ofthe Municrpalily s revenues and expenses' As previously discussed' the items

,.port"i in S,n ,i"."*rred_in a manne, simili to the approach used by a commercial enterprise in that reven'r€s

ui! .""oenir"a *i 
"n "*ned 

or established criteria are saiisfied, and expenses are recorded when incuned bv the

Mun;cipality. Consequently, revenues are repoded even when they mai nol beroliected for several months after

the end oftire fiscal yea. und 
"*p"n.". "r".""oded 

even though thcy may not have used cash during the curyen1

year,

AlthoughSAlooksdifferentFomacommercialenterprise,sincomestatemen!thedifferenceisoflIyii)forriat,
not sub"stance. Whereas the bottom line in a commercial enterprise rcpresents ils net incone, the M"ricipality

reports an amount d€scribed as net change in net asse,s, which is essentially the same concept'



L)

MuIrctPALfry oF saN'rA rsABEL,
COMMONWEALTH OF PT]ERTO I{CO

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

The focus of SA is on the re, cor, ofvarious activities govided by the Municipality. The statement begins u'ith a

column that identifies the cost of each of the Municipality's major imctiors. Another coiumn identifies the

revenues that are specifically .elated to the classified goverrunental functions. The difference between the

expenses and reven;es relaled to specific functions/programs identifies the extent to which each function of the

Municipality draws from general revenues or is self-financing tfuoirgh fees, intergovemmenlal aid- and other

sources ofresources.

Tnis statement also presents a comparison between direct expenses ald program revenues for each function ofthe
L4unicipality.

GWFS and FFS presen'! all of the Municipality's Sovernnental activities, which are supported mostly by taxer,

ir:aergovemmental revenues (such as federal and state grants and confibutions), and charge for services. All services

no.m;lly associated with th€ Municipality fall into thi; category, including culture, recreation and educ2-i!on; gen€ral

govemment; health and sanitationt public safety; welfare and housing assistance; and urban and economic

development.

Fund Financial Statements

The Municipality's FFS consist of: (l) the balance sheet SovenL'nental funds and (2) the statement of revenues,

excenditures an; changes in fund balances Bover nental funds. These financial slatements rcport the financial

position, the resul6 of;pe.ations of the Municipality's govemmental funds, with an emphasis on the Municipality's

major govemmental fu nds.

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for
specific aci;itie; ;bjectives. The Municipa,ity, like most other state and local goverrunents, uses frnd accounting

to ensure and demonitrate compliance with finance-related legal requirements. Each fund is considered an

independent fiscal entity accounted for within a set ofself-balancing accounis tlBt comprise ils assels, liabilities, fund

equiiy, revenue, and expenditures. FunC accotmting segegales funds according to their intended purpose and is used

to ai; management in Jemonstrating compliance with legal, financial and contractual provisions. All ofthe funds of
rhe Municipality can be divided into two categories: goverrunenral flmds and proprietary funds

1. Gov€rnmental funds

Govemmental funds are used to account for most ofthe services Fovided by the Municipality These funds are

used to accouat for essenlially the same functions reported as goverfunental activities in the GWIS' Unlike

GWFS, the focus ofgovernmental funds in the FFS is directed to speciic activilies ofthe Municipality rather than

the Municipality as; whole; therefore, governmental funds in FFS report the Municipality's operations in morc

detail than the GWFS.

Governrnental funds in FFs provide a detailed shr,rt term view of the Municipality's finances that assisl in

determining whether there will be adequare financial resources available to meet the cuffent needs of the

Municipaliiy, which is, evaluating the Municipality's near_term financing requirements. For financial reporting

purposis, the Municrpal;ty ctassifies its govemmental funds within lhe lollowing types: (1) Seneral fund, (2) debt

service fund, (3) special revenue funds, (4) capital projec6 tunds and (5) permanent tunds.
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Managemeni s Discussion and Analysis

Fiscal Year Ended June 30,2010

Govemmental funds FFS are prepared on an accounting basis that is significantly different from that used to

prepare GWFS. In ger,eral, govimmental funds FFS focus on neal_terrn inflows and outflows of expendable

hnanciul resources, cinsequenily, they measure and account for cash and other assets that can easily be converted_

to cash. For exam;le, amoLrns reported on the balance sheet include capilal assets within a very short period of
rime. but do nor in;luoe capital assets such as land and buildings. Governmental fund liabilities generatlyiaclude

amounts that nolmally are going to be paid within a short perioal after the end ofthe fiscal year' The difference

between a fund,s totai assets and total liabilities is repofted as the fund balance or deficit, and gen€rally indicaies

the amount that can be used to finance the ne)ii iis;al year's activities. Likewise, rhe operaling siatement for

governmental funds reports only those revenues anal expenditEes that were collected in cash or paid w;th cash'

iespectively, during the cunent fiscal year or very shortly after the end oithe fiscal year'

Because the focus ofgovemmental funds FFS is nanower than that ofthe GWFS, it is useful to compare th€ fund

information presenteJfor govemmental funds with similar information Fresented for Eovemmental activities in

the GWFS. By doing so, ieaders may better understand the long_term impact of the Municipality's near-term-

financial clecisions- Both the governmental funds' balance sheet and tle governmental funds' statement of

revenues, expenditures and chanles in fund balances provide a reconsiliatlon to facililate the comparison bet\'veen

govemment;l funds and the goverrunental-activities reported in the govemment-wide financial statements-

The Municipality has three major govemmental funds. Each major fund is presented in a separate column in the

balance sheet - loremmental hrndl and the stalement oftevenues, expenditures and changes in fund balances

govemmental fu"nds. The three major govemmental funds are: (l) Seneral fund, (2) debt service firnd' and (3)

Capital improvement bond firnd.

Notes to Basic Pinatrcial Statements

The NBFS provide additional infomation that is essential for a full understanding ofthe data DrJvided in the GWFS

and FFS. The NBFS can be found immediately following the basic financial statements'

Other Supplementary Information

The basjc financial staremenrs are followed by a section of other supplementary information consisiing of budgetary

comparison schedule - general fund.

d)

This Space Hat Beeh Intentionally Left Blank
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COMMON.T EALTH of PUERao fuCO

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

T,INANCLA.L ANALYSIS OF GO\tsRNMENT.WIDE FINANCIAL STATEMENTS

The Municipality's overall financial position and operations at June 30, 20lO and 2009 are summarized as follolvs, based

on the infonnation included in the accompanying statement ofnet assetsl

2010

Cn!.rnhrnr,l.criviries Chanse

s%

(r:r5,358) 112%)

2009
(as restated)

Curent liabilities, excluding
long-tem obliBations

Long-t*6 obliBations:

Drc within one yed

Totalliabili!ies

Invesred in capital 6sets, net of

$t6,?80.168

24,019,297

,10,8j9,155 3,1,468,19C

S 9,1J2,147 V,441,426 'it%

24,',135,648 (656,151)

6,i91.0?5

\1%)

8,tlt,l14

4.189,694

24,161,371

-11261\4As

20,t49,01r

l.l05J0?
(t9,861278)

9.911,192

,!J62,414

r 9,068,399

1,121,120

12,062,065

21.711,6)8

1,63s,296

(19,150,1t6)

$--Ajss

(1,128,607) {s%)

$ t,591,060

1.670,01I

(111.t42)

$(16rJrS)

ta2yo

(t%)

Ar June 30, 2010, the Municipality's culrent assets, amountillg to $16,780,168 are mair y composed of restricted and

uffestricted cash and cash equivalents ($1,351,856), restricted cash with fiscal agent ($12,728,007), and restricted and

uffesficted intergoverrunental grants and contributions recelvable ($2,514,019).

The restricted cash represents resources legally designated for: (l) the palment of debt service, (2) the acquisition,

consrucdon and improvement ofmajor capital assets, and (3) the operations offederally and state funded graia programs.

Restricted cash also consisis ofunspent proceeds ofbonds issued for acquisilioq construclion ani lrlrrovement ofmajor
capital assets, ard io Day operational debts.

The Municipality's non-current asseis. amoundn C to $24,079,297 at l\tne 30, 2010, are substantially composed ofcapital
assets, with a cost basis of $i1,115,655, which are reported net of accumulated depreciation and arnortization of
$7,C:6,35t.

t0
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Management's Discussion and Analysis
Fiscal Year Ended June 30. 2010

At Juni 30, 2010, the Municipalily's cunent liabilities amounting to $3,715,334 are mainly composed of uneamed
revenues ($1,245,192) accounts payable and accrued liabilities ($4,469,711), and intergovemmental payables
($3,000,428). Uneamed revenues principally consist ol uneamed revenues associaled with municipal license taxes and

intergovemmental grants and conrribufions reiated to state and federally funded gant progams.

The Municipality's non-currenl liabilities, amounting to $28,551,071 at June 30, 2010, are mainly composed of portion
due within one year ofbonds ariC xotes payable (5900,998), and the portion due after one year ofbonds and notes payable
($22.471,832).

As noted earlier, nei .isets may serve over time .1s a ,rseful indicator ofthe Mun;cipality's fina cial position. The assets

of the Municipality e\ceede. Iiabilities by $1,591,060 at June 30, 2010. The most significant portion ofnet assets

($20,14s,031) reflects the Municipality's investment in capital assets (e.g. land, buildings, machinery, equipment.

fumiture, fixtures, infraslfircture. etc.), net of all related debt still outstanding that was issued to acquire, consfuct or
improve those assets. The Munic;pality uses these capiial assets to provide services to its citizeml consequently, these

assets are not available f.r future spending. Atthough fie Municipality's investment in capital assets is repoited net oflhe
outstanding related debt, ihe resolrrces needed to repay that debt must be provided by other sources, since capital assets

cannot be used to liquidale these liabiliries.

Another significafi ponion of ret assets ($3,305,307) at June 30, 2010, represents resources that are reslricted for debt

ser.rice payments and to fLnance the operations of federal and state funded progrtu'ns.

The remain;ng component oftotal net assets consists ofunrestricted net liabilities amounting tc ($19,861,278) ai June 30,

2010- These unrestricted net liabilities are the consequence ofprevious budgets that did not provide suI{icient funding for
incur.ed long-lerrn obligaiions, such ris bonds and notes payable, compensated absences, etc- Historically, a significanr
ponion ofsuch obligations has been budgeted on a pay-as-you-go basis.

The tolal net assets ofrhe Municipality decreased by S169,738 fo. the fiscal year ended June 30, 2010. Such decrease is

due to the excess oftotal expenses ($15,487,100), including deprecialion and amoflizaaion ofcapital assets of($750,145),
over total revenues ($15,3 t 7,362) for the fiscal year ended June 30, 2010.

This Space Has Been Intentionaly LeIt Blank
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Managemenf s Discussion and Analysts
Fiscal Year Ended June 30. 2010

The folloling is a condensed presentation of the Municipality's results of operations as .eported in the statement of
activities for the fiscal years ended June 30,2010 and 2009:

--i::rc!14)

2555,!31 2,214,2t9

34,12\ 32,63f

=.y8.4r7- 
s.4,.1r3

i0,304.479) (5,"4)

445,163 :0%

(5r,915) (6j!/o)

-(r.4rr.z,.t (]'%t

316,613 31e/.

155,309 14t)

2l,l5t 1%

002,106) (20v0

{223,070) (5'O

166,1t2) t22%)

Prcg@{plcrfic op.raiig ghns ud

Prognm'specific EpiEI gEns iid conhburions

Toral progBn Evenues

Connto*on .xcn. b r.s

unBricrdgtrs dcond6uions

Orh.r s.n.ml Ewn u.s ( vano6 surc.,
,robl 

gencEl rcvenuB

Udan od..onomic dlv.lopm.nr

Publ,.housing dwelfare

CulluE, rc.@ton bd eduohdn

IdeE$ on lon8 trm obligarions

Nd incEar. (dRr.,r4 io ner sseE

NeLs.t,:t b.girningorfis..lyar,$ 16rrt.d

NeLs..b,,..Dd oaaEgly.rr

I,?31.123

1,342,535

4,2&1,',1t1

2,432,940

1,321,,130

I r:?0,365
15511.t62

1.337,101

133,053

10.651,136

t6.l I1.359

),216,114

1,332,531

616,-179 (11o/o)

(794!91) {lrt%)

(3.648.976) (43%)

3,9\1221 t5l%

t542tt2) (41%)

(t62,114) Oe%)

(3r3,5r9) (17%)

(106,{09) \3N%)

(3{7,833) (43v0

15,437,100 17,066,967 0,579.367) (9%)

069,733) (9rj,t03)

(c5J,r03) (20%)

\,r{isi.jll

As previously mentioned, the Municipaiity's tolal net assets decreased by $169,738 during the current fiscal )'ar
Approximatelv 44% (56,745,944) of the Municipality's total revenues for '.he current fiscal year came from property,
municipal license, construction excise and sales and use taxes, while 54% ($8,i03,089) resulted from rest.icted rnd
unrestricted capilal and operating granb and contributions. Charges for services and other revenue\, am^,riling to
$268,329, provided 4% ofthe total revenues for th. crment fiscal year.
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The Municipality's expenses cover a wide range ofservices. The largest expenses ofthe Municipality fortie {iscal year
ended June 30, 2010 were related to: (1) gene.al administrative and operating costs ($3,887,303), which were classified as

"general govemment" and accounted for 25% of total expenses, (2) welfare and housing assistance ($826,124), which
accouated for 5olo percent of total expenses, (3) health and sanitation (S714,939), which accounted. for 5% of total
expenses, (4) urban and economic development ($6,562,561), which accounted fot 42yo of total expenses, (5) public
safety ($733,506), which accounied for 5% of total expenses, (6) culture, recreation and education ($2,379,609), which
accoun:ei for 15% of total expenses, and (7) interest on long-term obligations ($383,058), which accounted lot 2y, al
toul expenses. These expens is include depreciation of capital assets and defered charges in the amount of $750, 1 45, for
the fiscal year ended June 30 2010.

FINii\CIAL ANALYSIS OF GOWRNIIENTAL ACTII'ITIES

Analysis of Fitancial Posilion of Govenmental Futtds

..r discussed earlier, lhe Mur,iclpalify uses fund accounting to ensue and demonstrate compliance with flnance-related
llgal .equirements. The locus ofthe Municipality's govemmental funds is to provide ;nformation on near-term inflo\('s,
outflows, and balances of expendable resources- Such information is useful in assessiBg the Municipality's compliance
with finance-related iegal requirements. Specifically, L}reserved fund baiance may serve as a useful measure olthe
l\'lunicipality's net resources available for spnding at the end ofthe fiscal year.

Ai June 30,2010, fte total assets of govemmental funds amounted to $18,i25,057, which consisted principally of (1)

.ash and cash equivalents of$1,351,856 (7%), (2) cash in fscal agent of 512,728,007 (10%), (3) property and sales taxes,

intergovemmental, accrued interests and other receivables of $2,700,305 (15%). Such assets include cash, cash

squivalents axd receivables that are principally used for debt service, capital projects, encumbrances an.l other specific
pwposes.

At June 30, 2010, the total liabiijiies ofgovernmental tunds amounted to $11,582,079, which consisted principauy of: (i)
deferred revenues of $2,294,048 (20%), (2) accou s payab)e and accrued liabilities of $4,280,542 {31%), (3)

intergovemmental accounts payable of $3,000,428 (26%) and matued bonds and interests due and payable of$662,172
(6%).

The toial fund balances of govennnental funds amounted to 56,542,9'78 at Jrme 30, 2010, ol which $6,851,657 are

rcse ed for capital pro.jects, debt service, encumbmnces and other speciic p'rrposes, while $308,679 represent

unreserved fund defici!. The fund balances of governmental funds increased by 56,954,622 during the fiscal year ended

J.Ine 30, 2010, princ;pally due to proceed from bonds issuance ($7,310,000) during the current year.

This Space Has Eeen lhllt1lional\, Left Blank
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CoMMotw,uALTB oF PUERTo Rrco

lvianagemeit : Discussion and Analysis
Fiscal Yea:'Ended iune 30, 2010

The following table presents ihe condensed financial position of govemmental funds at June 30, 2010 anC 2009:

2010 2409
(as restated)

$ 8,856,535

1,8i2,680

Assets:

Total assets - major govemmental funds

Total assets - other govemmental funds

Combined total assets

Liabilities:
Total liabilities - mijor governmental funds

Total liabilities - other govemmentd funds

Combined total liabilities

Fund balances (leJicits) :
Reserved - major governmenlal funds

Reserved - other governmental funds

Uffeserved - major govemmental funds

Combined tolal fund balances

Totdl liabilities cfi.l fuhd halafices

$ 15,086,288

3,038,769

18,12i,057 i0,689,215

9,680,551

1,901,s25

9.722,i)4
1,378,725

r 1,582,079

5,714,414

1,13'l,243
(308,679)

11,100,859

s,369,331

453,9-55

(6,234,930)

6,542,978 (411,644)

$ 18,125,057 $ 10,689.215

Major Governmental Fuods

General fund (GF) - The CF is the principal operating fund of the Municipality. ihe !iF's total assets amorrllied to

$9,039,644 at June 30, 2Ol(]. Such assets consist principally oi (1) Cash in commercial bank ($372,125), (2) sales and

use tax receivables ($124,16i), (3) shofl-term amounts due from other funds ($890,194), (4) due fiom govenrmental

entities ($1,048,856), and (5) restricted cash in fiscel agent ($6,599,505).

The GF's total liabilities amounled to $8,681,207 :!! June 30, 2010. Such liabilities are composed mainly of: (l) defened

revenues ($2,014,235), a.d (2) accounls payable and accrued liabilities, including amounts due to other goverrunenls

(s6,212,277).

At the end of the current fiscal year. reserved f,rnd balance for encumbrances and other specified purposes -eached

5667,i 16, unreserved fund deicil ofthe GF amoirnied to $308,679, while total flmd balancc "eached $358,437.

Caoital improvemenl bond fund (CIBF)- The CIBF'S total assels amounted io S1.152,234 at June 30, 2C1C, which

consist ofrestricted cash with fiscal agent ($3,352,234). The CIBF'S loral i;.bilities emounied to $337,174 a! June 30'

2010, which are composed mainly ofaccounts pay$le and accrued liabilities (S325.r';l)). At the end ofthe current fiscal

year, the CIBF had total reserved tund balances amcunted to $3,015,060.
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Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

Debt service fund (Dsn- The DSF'S total assets amounted to $2,694,410 at June 30, 2010, which consist mainly of
restricted cash in fis.al agent ($2,637,088). The DSF'S total liabilities amounted to $662,172 at June 30, 2010, which are

mainly composed of; (l) matured bonds due and payable ($473,000), and (2) matured inlerest due and payable

($189,172). At the end of$e current fiscal year, DSF'S total and reserved fund balance reached $2,032,238.

Other eovernmental funds (OGF)- The OGF'S total assets amounted to $3,038,769 at June 30, 2010, which consist

Inuinly of."tt.i"t"d 
"^h 

und .ash equivalents (3979,731), rcstricted cash in fiscal agent ($139,180), due from other

grve.nmental firnds ($454,695), and receivables liom intergovemmental grants and contributions ($1,a65,161) The

OGns lotal liabilities amounted to $1,901,526 at June 30, 2010, which are mainly composed of defened revenues

'.12:9,813), accounts payable and accrued ]iabilities ($743,203) and short{erm amounts due to {her flmds ($878,510)

At tiie end ofthe current fiscal year, OGF'S total reserved fimd balance reached $1,137,243.

Analysis of Operating Results ofcovemmental Funds

Maior Governmental Funds

Gg4e!g!.U!!l - The total fund deficit of the GF decreased by $6,593,367 during cur.ent fiscal year, principally due to

p.o""..d fto. bondr issuance to pay opemtional debts. Total revenues, expenditures and other financing aources (net)

amounted to $9,652,073, $10,192,721, and $7,134,015, respectively,.for the fiscat year ended June 30. 2010.

Approximately 52% ($5,048,832) ofthe GF's total revenues for the current fiscal year came from Froperty. municipal

liiinse, constiucrion excise and sales and use raxes, while 46% ($4,408,124) resulted from intergovcmmental Srants and

contributions. Interesl revenues, charges for services and miscellaneous revenues, amounting to $195,11?, pto\tded 2yo

ofthe total revenues for the cunent fiscal year,

The largest expenses of lhe GF for the fiscal year ended June 30, 2010 were related to: (l) general admiristrative and

operating costs ($4,I 14,551), which were classified as "general govemmenf' and accounted for 40% oftotal expenses, (2)

welfare ind housing assisrance ($373,515), which accounred for 4% percent of total expenses, (3) heahh and sanitalion
($643,252), which;ccounted for 6% of total expenses, (4) urban and economic developmenl ($4,228,684), which

accounted for 42% of total expenses, (5) public safely ($553,277), which accounted for 5% oftotal expenses, and (6)

culture, recreation and education ($279,442), which accounted for 3% oftotal expenses.

capitat improvement bond fund (CIBF), The total fund balance ofthe cIBF decreased by $1,)?2,930 during cunent

fiscal year. Total expendilures amounted to $1,172,930 for the fiscal year ended Jllne 30,2010.

cIBF's total expenditures for the cunent fiscal year came from cultute, rccreation and education (s1,160,6931, and urban

and economic de\elopmen r$12.2l?)
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Managements Discussion and Analysis
Fiscal Yeer l-.i.ded June 30. 2010

Debt service fund (DSn The total fund balance ofthe DSF increased by $850,897 during cunent fiscai year. Total
revenues, expenditures and other financing sources (net) amounted to $1,697,705, $1,00?,058 and $160,250, respecllvely,
lor the fiscal year ended June 30. 2010.

Approximately 75% ($1,277,492) ofDSF's total revenues for the current fiscal year came from restricted propeny laxes,
whlle 25o/a ($419,620) came fiom restricted sales and use ta.xes. DSF'S total expenditures forthe current fiscal year came
fiom principal and interests on b.r,,ds payable ($1,007,058).

Other sovernmental funds rOGF) -The totalfund hrlance ofthe OGF increoed by $683,288 during cunent fiscal vear.
Total rcvenues, expe,ditures and other financing Lses (n€t) amounted to $4,088,395, $3,420,842 and $15,715,
respectively, for the fi.cal yea ended June 30, 2010. Approximately 98% ($4,015,776) ofOGF'S total revenues for the
current fiscal year came from intergovemmental grants.

The largest expenses of the OGF for the fiscal yeej erded June 30, 2010 were related to: (l) urban and economic
developmenl ($2,158,646), which accounted ior 6i% of total expenses, (2) welfare and housing assistance ($444.494),
which accounted for 13% percent of total expenses, and (3) culture, rccreation and education ($720,042), which accounted
for 21% oftotal expenses.

BIIDGETARY HICHI,ICHTq

a) General Fund

The original and the final budget of the general fund for the fiscal year ended June 30, 2010 amounted !o
$11,075,700. Over the course oi:he fiscal year, the Municipality revised the GF's budget in order to include
in;reases and decrcases in revenues tha! were identified during dre course of the fiscal year based on curreni
developments that positively affected the Municipality's finances. The laws and regulations ofthe Commonwealth
mandate a balanced budget.

The total actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30,2010 were
$9,581,817, which is 13% ($1,493,883) lower than the budgeted revenues. [n addition, the tota] actual expenditures
(budgetary basis) ofthe geneml fund for the fiscal year ended June 30, 2010 were $9,663,119, which is 11%
($1,I99,256), lower than the budgeted expenditures.

The most significant fl{rctuations in actual rcvenues occured in consl rction excise ta,(es which had actual revenues
thal vrcre 52,047,82'7 lower than budgeted, and in property laxes and intergovernmental grants and contributions,
which had actual revenues that were $192,065 and $221,324 more than budgeted, respectively.

Also, the most significant fluctuations in actual expenditurei rnd encumbrances occurred in general goverment,
which had actual expenditures and encumbrances that were S644,189 lower than bulgeted, and publjc housing and

welfare, al)d cullure, recrealion and education, which had actual expenditures and encumbrances that were $179,746
and $250,539 lower than budgeted, respectively.
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Managemenf s Discussion and Analysii
Fiscai Year Ended June 30, 2010

CA?ITAL ASSETS AND DEBT ADMINISTRATION

a) Capital Assets

The Municipality has invested $31,115,655 in capital assets used in governmental activilies, which have an

accumulated deprcciation and amortization of $7,036,358 at June 30, 2010. The net capital assets ofgovemmental
activities inffeased during the current fiscal year due to the current fiscal yeat's capilal additions ($93,794), which
were partially offset by the depreciation and amortization expense ($75(i,145), and capital assets di,posal ($33,026)

for the same period.

Debt Administration

The Municipality finances a significant ponion of its construction activities through bond and note issuances. and

through state and federal grants. The proceeds from bond issuances designated for conslnrcTion activities are

committed in its entirety for such purposes and cannot be used for any otherpurposes.

At June 30, 2010, the Municipality's total bonded debt amounted to $21,687,500, consisting of bonds payable. Such

debl is backed by the tull fairh and credit ofthe Municipaliry. The following is a summary oithe deb! aclivity for the

fiscal year ended Jme 30, 2010:

. Bonds payable increased by 45% ($6,686,500) by the net effect oftotal principal palalents on bonds ($623,500)

and bond issuance ($7,310,000) nade duringtbe current flscal year.

. The Municipality has also certain outslanding notes payable due to Puelc Rico Treasury Depanmenl
($1,399,599). Durin8 the year, notes payable to the Treasury Department decreased by 12% by the total principal
payments on notes (S198,471) made during the curreot fiscal yea.

. The Municipality has also certain oulstanding notes payable due to CRIM ($1,018,789). Such notes payable

decreased by $52,225 during the curent fiscal year mainly due to lhe principal pa),rnents made during the same

period.

. Furthermore, the Municipality has estimated the landfill closure and post closure care costs in approximalely
$1,393,700.

Authorization to issue GeDeral ObligatioD Bonds

The Municipality Legislative branch authorized the issuance of$2,670,000 of general obligatjon bond subsequent to

the year ended on Jrlne 30, 2010 principally to finance'debts with other govemmental'entilies, suppliers and contrz c'r'
pending at June 30, 2OIO. These liabilities were recorded as long lerm liabilities in the govemmental activities in the

accompanying statement of net assets.

b)

c)
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Management's Discussion and Analysis
Fiscal Year Ended June 30,20i0

REQUEST FOR INFORMATION

This financial report is designed to provide a general ove.vierv ofthe Municipality's finances for all ofthe Municipality's
citizens, taxpayers, customers, investors and creditors. This financial report seek to demonstrate the Municipality's
accountability lor the money it receives. Questions concerning any ofthe information provided in this report or requesls
for additional information should be addressed to the Municipalily of Santa Isabel, Departmeni ofFiflance.
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Comrnonwealth of Puerto Rico
Municip{lity of Santa Isrbel

Starement of Net AsseF

June 30. 2010

Cu.rcnt assetsi

Cash i, commercial banks

Accounts receivable, net of allowance for doubtful accountsl

Propefty taxes

Intergovenl,1)enlal

Sales tax

Interest

Miscellaneous

Restricted assets :

Cash with conmercial bank
Cash with fiscal agent

Tolal current asseis

Noncurrent assetsi

Capital assets, nel ofaccumulated depreciation and

amortization of $7,036,358

Total .oncurent assets

Total assets

Curr€nt Liabilities (du€ within one year):
Accounts payable

Intergovernrenhl payables

Accrued interest payable on long{erm debt
Defered revenues

Curreni ponion of iong-terfl obligations:
Bonds payable

Other debls

Total current liabilities

Noncurrent liabilities (due in more than one yerr)i
Toral liabilities

Net assets (liabilities):
Invested in capjral assets, nel ofrelated debt
Restricted for:

Capitalprojects
Debt service

Odrer specifi ed pu,?oses

UffesEicted net asse6

Total net assets

312.125

22.031

2,514,019

159,4s4

250

919,731

12;728.001

16,780,168

24.0',79,297

24.079.29/
40,859,465

$ 20,149,031

625.460
2.505,234

|',t4.609
( i9,861.2il

$ 3,593.06C

4,2.80,542

3,000,428

t89,1,'72

t,245.192

628,000
3;t6t.694

r3,105,028

24.16t.3',77

$ 31.266.40s

The accompanying notes to the basic financial statements are an integral pan ofthis staterlent.
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Conrnonwealth of Puerto Rico
MunicipaliB of Santa Isabel

Statement of Activities
June 30,2010

Capital Ne:Expenses

C.antslnd .nd Cha.ges
Fuictio,s/prodrans

s 3,881,303

6,562,561

1i3,506
'114,939

2,319,609

826,t24

$ i5,,187.100

2,615,163

19,624

(1.88?,10_r)

(3,610,12t)
(.662,9',13J

(653,1r5)

\2,319,649)
160.576

4,241)t3
79,855

151,153

I I.27C,1165

(169,738)

3.162,194

.ontnbutioDs cont.ibutio.s 
'n 

Nel Assels

UIba md.co.of, ic developnenr

Culirc, rcEalion ad edu.arion

Welf@ dd housing Gsis!tuce

lntd*r on lonttem obligation

Toial govemmenral acriv ies

4,000

6,438

20.283

312,,611

24,411

36,541

986.?00

(r63,058)

_q,__q!4i!3)

3,269,583

1,231,128

402,648

1,842,585

G6ffil Rdenu6:
Ta6:

Propsry taxs
Muicipal lic6s. ui6
Sales d.s
Construclim s.is. tu6

Total la*
Gants ad conEibuli6, nor Gtrict€d io speific pogdns
Iilftsts on deposils

Miscellasus
Total e.neal Evols

Ner ch g€s ir net 6sea
N€t Nets at hegimilg of 

'ho 
y6, .s Esrat d

N.r 6scrs at thc end of tne y€a

The accmpmying i5'es to the basic abmcial sratenents ae irteBral part of Llris sralmedr-

s 1,59t,060
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COMMONWEATH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

Balance Sheer

Governmenlal Funds

June 30. 2010

trIAJOR FL\DS

Bonds Fud Dcbt Sedice

O$er Tohl
Nomajor covtuftd

Fud Fmds
ASSETS

Cash in co@ddal bd*s
A@ount ,*'vabl€, n.r of

Due fim govfrnEral ntnns

Cash in co@6i.a! bant

Totai arers

LIADTLITIES

Matu.ed bondr due aC payabl.

ivratlred inissr.s dle &d payabtc

Tod lnbilnies

F(ND BALANCE

Olnd speified purposes

Tolal tuld balmes
TOTAI LIAAUTIES AND FUND BAL{NCE

312.125

124,163

4,551

750

890,194

t,048,856

6,599.505

134,315

532.801

(308.679)

358.437

s 9,019.644

22,031

35,291

312,125

22,431

159,454

4,551

250
t.J44,849

2.5)4,4t9

919,131

t2,124,4072,61r,0E8

r,465,163

919,131

r39,t80

_5 $12!&

1.21t,849

3,000,428

454.695

2,0t4,235

_ll{:f.10 _i__i.9t!J!9_

'143,203

8?8,5t0
219,a-11

r,90r,526

$ 18.125,057

4,240,542

3,000,428

I,344,889

2.294,U8
4?3,000

ta9.t12
11,582,079

3,35?,214

_!_.t !1!4

325,490

11,684

------------:_
331.114

47i,000

66rn

2,43?.2i8

942,614

174,609

1.015,050 2,01?.t18 l.l.l?.211
s 1,t52,21{ 5 2.694 JIl] 5 I Ot8 ?o9

3,015,060

Il4,3l5
2,447,734

3,9',11,694

141.410

(308,679)

6,542,978

_!__]-!J21!lt_

The accompanying notes ro rhe basic financial sratemenls are an inregral pan ofthis srarernent.
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COMMONWEALTII OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

Reconciliation ofthe Balance Sheet - Govem.iiental Funds

to the Statemeni ol Net Asse,s

June 30. 2010

Aggregate fund balance reported in the balance sheet - govemmental funds $ 6,542,9?8

Govemmental activities' amounts reported in ihe statement of net asse6 and the balancE sheer .

govemmental funds are different because:

Capital assets used in govemmental activities are no! financial resour.ces, therefote, are not
repofied in the govemmenal funds 24,0T9,291

Deferred (unavailable) revenues in the govemmental furds tha! are recorded as revenues in
the statement ofactjvities 1,04E,856

The following liabilities are not due (mature) in the current period, Jterefore, zre not rcported
in the govemmentai funds:

Accrued employees christmas bonus (166,551)

Compensated absences (I,309.845)

Bonds and nores palable \2 t.2 t4.5001

Debt to intergovemmental agencies (3.73 j , I 68)

Debt to suppliers Q62.2O'7)
l-andfill closure and postclosure car costs ( I .393,700)

Net as:ets as reported in the accompanying statement ofnet assets $ j,-i93,060

The accompanying notes to the basic flnancial statemerts are an integral paft ofthis statement.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

Reconciliarion of the Balance Sheet - Govemrnental Funds
to rhe Statemer,i of Net Asse,s

June 30. 20t0

Aggregate fund balance reported in the balance sheet - govemmental funds $ 6,542,973

Govemmental activities amounts reported in the statement of net assets and the balance sheet
govemmental funds are different because:

Capital assets used in govemmental activities are nol financial reso,Jrces, therefole, are not
reported in the govemnenal funds 24.0..9,29:,

Defefled (unavailable) revenues in the govemmental funds thal are rccorded as tevenues ln
the stateraent ofactivities 1,048,856

The following liabilities are not due (mature) jn the current period, xherefore, are not reDoried
in the govemmental funds:

Accnred employees' christmas bonus (166,d51)
Compensated absences (1,309,845)
Bonds and notes payabie (2t.214.500)
Debt to intergovemmental agencies (3.731.168)
Debt to supplie.s 

e62,20.7)I-andfill closure and postclosure carc costs ( I ,j93.700)

Net asseB as reported in the accompanying statemeot ofnet assets $ fi!1,qqo

The accompanying notes to the basic financial statements are an integral part ofthis stateme .



COMMOI'WEALTH OF PUERIO RICO
MTNIOT^I-ITY OF SANTA ISABEL

chag.r in FuDd Barse

GcEr:rFund Bond{ Fuod D.bs.nie
REVENUES

$ r.992.091 I
r,23r,123

4?.644
ftn,965

t5JOJ

4.403.r2!

79,262

I 1.17,492 $

",r00.051

r 0!Jt07' r r !9r.? l - l!!!ri I r5r,s,-
.J]?FNDI-TURDS

Cultue. @rtaioi ed erl-a on
wdIft ad ioEing *ilbnce

E\..$ (D.fr'.my) or R.ven!.. oE. erp.idiG

OTHER F]N.NCINC SOURCES IUSES)
T@f.r ii Foi o6d [und5

TBrfu our ro oln. rundj

P (i& non bord iss!tr.
ToDl od{ Fitu.ing s.ft.r 1us)

NEI CHANCE IN FL[!O BALANCES (DEFICITS)

FMID EALANCE (DEFICIT) AT SECINNINi;
OF YEAR, AS RISIATED

F(,ND BALANCE AT END OF YEAR

7,]10'0]0

' 160150 ----------:=' 

-;Jiffi5.59rJ67 (t,)72,9r) 350,397

(6 )J! ol0) t t3".gq

r.015.060 t 2.012.)13

-ciat n .o!ft e & iiEcrlpdof lhi!sbr.mnr



Comrnonweatrh of puerro Rico
Mffiicipality of Santa Isabel

Reconcitiation of Statement of Revenues, ErFendilures and Changes
in Fund Bat.nce - co\ rinmental Funds to rhe Star uents of Activiries

For rhe year Ended June 30.2010

Ner change rn lund bdlance' rorat go\enunenrat fun.\

Govemmenral acrivities amounrs reporled in lhe statement of acriviries and Lhe starement of Revenues,
expenditures and changes i. fund batances governmenrat tunds are differenr becaure:

Revenues in the statement of acriviries rhar nor provide curent financjat resources, t}erefore are nor
reported as revenues in the funds:

Net Change in PREPA Contribution in Liue of Taxer Revenue Deferred in GFFS
Net Change in Siate Treasury Depanment Cbr;srmir Bonus Reimburse eix Deferr€rl in GFFS

Under the modified accruai basis of accoJnring used in rhe govemmenrat funds. expendirures are not
relognize for r.ansactions rhat are no! nomalty paid with expendable financjal resources. In the
Statements of Activilies , hrwever, wich is presenaed in the accrual basis. exp.nses and liabilities are
presented regardless of when finacial resources are available:

Net Change in Compensated AbseDces Lrabilily
Net Change inCkisrmas Bonus
Landfill Closure and Posr closure c.re cosrs
Net Change in PREPA Contrib tion in liue of TFres Liabiliry
Other intergubemamental debtj
CRIM Final Setllement - Fiscal Year2009-2010

Govermental funds repon capital ourlays as expendirures. Howeve. in th€ staremenr of activilies, the cos!
of those assets is allocared over their esrimared useful lives as depre€iation and amorrization expenses.
This the rmount by which capiral ourlays exceed depreciaiion expenses.

Repayment of priDcipal of long lem obligation is an expenditures in de governnEntal funds. bur the
repayment reduces long-tenn Iiabilities in the sralemenr of net assetj

P.oceeds on issuance of long- tenn debr (bonds) are recorded ,s orher finarcing sources in lhe fund
financial statements, but the issuances increase long-term liabiliries in n\e stalement otner assets

Net changes in net assets repofled in rhe accompayning srarements ofactivhies

The accompanying notes to the basic finarcial sratemenrs are an integral parr ofthis sratemenr.

6.954,62:

235

(121,046)

(l1,863)
(506)

(56,157)

t21,046

250,696
(26.104)

(656,351)

696.500

(7,310.000)

069.738)
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CON4MONWEALTH OI PIIERTO RICO
MUNICIPALIIY OF SANTA ISABEL

Noles to Basic Financial Statements
June 10,2010

l. Sumnary of Significant Accounting Policies

The Municipaliq ofSanta Isabel ofrhe Commonwealth of Pue.to Rico (lhe ..Municipality") is a
local govemment wirh full legislative, fiscal and administrarive powers to operate as a
government under Law No. 8l of August 30, 1991, as amended, known as the Autonomous
Municipalities Act ofthe Comnotwealth af Puerto Rico (Inw Na. 8l).

The Municipality's govemmental system consists of executive and legislative branch:s. 'ihe

Constitution ol the Conmonwealth of Puerto Rico (nhe "Commonwealth") provides lor the
separation olpowers ofthe executive, legislative andjudicial branches. A Mal,,or elected every
four years by the citizens, exercises the executive power ofthe Municipality. The legirlative
power is exercised by the Municipal Legislature, which is also elected every four years. The
General Justice Courtsystem of the Commonwealtl! which has jurisdiction over rhe
Municipality, exercises the.judiciary power.

The Municipalit], assumes responsibility for providing services to its citizeos retaied ro public
bousing, welfare, public safety, health, sanitatiorL education, cultue, recreation, urban and
economic development, and nany other general and administrative duties-

a) Financial Reporthtg Model

The accompanying basic financial statements present the financial posjtion and thr results of
operations ofthe Municipality as a whole, and its various govemmental funds as ol and for the
year ended lune 30, 2010, in conformity with accowting principles generally acci )ted in the
United Sules of Americ4 as prescribed by the Govemmental Accounting Sta.dards Board
(GASB).

According to the financtal reporting model established by GASB Statement No. 34, Basra
Financial Statenents - and Management's Discussion and AnaLysis - for State and Local
Gotternments (GASB No. 34), the minimum required financiai statement oresentation applicable
to the Municipality is composed of the following eiements; (1) government-{,ioe financial
statements (GWFS), (2) govemrnental tund financial statements (GFFS), (i) notes ro basic
financial sutements, and (4) required supplementary infor.nation (RSI).

The RSI, which consists of a management discussion and analysis (MD&A), is infonnation
presented along with, but separate liom, the Municipality's basic financial statements. rie
MD&A is a narralive ieport that introduces the accompaoying basic financial staremenis and
pr,)vides an anal)'tical overview ofthe Municipaliiy's financial activities for tbe year lnded lure
i0, 2010, based on ih: Municipality's ktrowledge of the transaclions, evenis and conditions
reflected in the basic financial statements. The MD&A also hjghiights certain key fiscal policies
that control the Municipality's operalions.

Other statements a.d i[ierpretations were also adopted in conjunction and simultane(usly with
GASB No. 34. Those statements and interpretations are: (1) GASB Stalement No. 33
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b)

COMMONWEALTH OF PT]ERTO RICO
MTNICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
Jiir,e 30.2010

Accounting and Financiat Repofiingfor Nonexcharlge Tralsacti.ns, (2)GASB Sraremenr No. 37
-Basic Financidl Statements - and Managenent's Discu.tsion and Analysis for State and Local
Governments. Omnibus, (3)GASB Statement No. 38 - Cettain Financial Statehent Nate
Disclosutes and (4, GASB Interprctatio| No. 6 - Recognition and Measurement of.Certain
Liabilities and Expenditures in Gowrnmental Fund Financial Statements.

CASB No. 3"1 also required rhat the accounting for all govemmental activities reported in the
GWFS be based on applicable pronouircements issued by the Financial Accounting Standards
Board (FASB) and its predecessor b)dies, such as the Accounting P nciples Board (APB),
issued r,n or before November 30, 1989, provided those prcnouncements do not conflict with or
contredict GAS3 pronouncements. Accordingly, in conjunction and simullaneously with the
adoption of GASB No. 34, the Municipality also adopted the following pronouncements: (1)
APB Opinion No. 20 -,4 ccounting Cha g$, Q) APB Opinion No. 2l Interest on Receivables
and Payables, (3) F ASB Statement Nc. 5 - lceozntingfol Contingencies ald(4)FASB Statement
No. 16 - Prior Period Adjustments- -I\eMrnicipality 

has elected to not apply all statements and
interpretaiions issued by FASB after November 30, 1989.

Firranc ial Rep o rt in g Efi liry

The accompanying basic financial statements include all depanments, agencies and municipal
entities that: (l) are under the legal and adminisirative control ofthe Mayor and (2) whose funds
are under the legal custody and control ofthe Municipality's Director ofFinance and Budget, as
prescribed by Law No. 81.

The Muricipaliry's rnanagement has considered all potenLidi component units for which it may
be financially accountable and other legally sepamte organizations for which the nature and
significance oftheir relationship wift the Municipalily may be such that exclusion oftheir basic
financial statements from those oi the Municipality would cause the Municipalit],'s basic
financial statements to be misleading or incomplete.

GASB Statement No. 14 - The Financial Reporting Entity (GASBN}. 14) has set forth criteria to
be considered in determining financial accountability. These criteria include appointing a voting
majority oaan organization's gov€ming body and (l) the ability ofthe Municipality to impose :s
wiil on thal organization or (2) the potential lor the organization to provide specific financial
benefiG to, or impose specific financial burdens on the Municipality.

On July i, 2003, the Municipaliry adopted the Fovisions of GASB Statement No. 39 -
Determining Wether Certain Organizations are Canponent U"rrs (GASB No. 39). This
statement provides additional guidance in determining whether certain or-ganizations for which
the primary government is not financially acccunta5le should be repor,rd as component units
based on the naiure and significance of their relationship with the primary govemmen!.
Generaliy, GASB No. 39 requircs reporting a component unit if an organization rises and holds
economic resources for the direct benefit ofa govemmental unil.
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COMMONWEALTH OF PtIERTO NC(,
MUNICIPALITY OF SANTA ISABET

Notes to Basic Iinancial Statements
June 30,2010

The Municipality's management has concluded that, based on the alorementioned criteria, there
are no Iegally separate entities or organizations that should be reported as component units oflhe
Municipality as ofJune 30, 2010 nor lor the year then ended.

c) Goverfimentwide Financial Statements

The accompanying GWFS are composed of: (1) the statement ofnei 3ssets and (2) the stalement

of activities. These fiMncial statements do not report fund inlomation but ralllir report
information of all of the Municipality's governmental activities. These statements are iimed at
presenting a broad overview ol the Municipality's firances through reporling rls iirancial
position and results ofoperations as a whole, using methods that are similar to those used Dy most
private businesses,

The focus ofthe GWFS is not on compliance with budgets, regulalory requirements or on ihe use

ofavailable or currently expendable financial resources (refened to as fiscal accountabil;ty), bul
on operational accounlabiljty inlormation about the Municipality as a single economic unit.
Operational accounlabilily is the Municipality's responsjbility to report to the extent to which it
has met its operating objectives efficiently and effectively, using all resources available for that
purpose. lt focuses on the Municipality's principai opemting objective, which is to provide
services to its cilizens.

The accompanyinp statement of net assets provides short{erm and long-term information about
the Municipality's financial position and condition by presenting all ofthe Mudcipaliry's assets

and liabilities, with the difference between these two iteris rcporled as 'net assets" (equity).
This statement assists management in assessing the level oiservices 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 !o which the Municipality has invested in capital assets,

including inliastructure, and discloses legal and contractual restrictions on resources.

Ne! assels a.e classified in the accompanying statement ofnet assets within ahe following tbree
caleqories:

. Invested in capital assets, net of related debt - These consist of capital assets, net of
accurnuiated depreciation and amortization, reduced by the outstanding balances of bonds,
notes and other debl thar are attributed to the acquisition, construction or improvement of
those assets. For the purposes ofdetermining the outstanding debt arributed to capital assets,

the total long-term debt related to the acquisition, ccnsrruction or improvement of capital
assels have been reduced by any related unspeat debt proceeds and any related unamortized
debt issuance costs.

o Restricted net assets - These consist ofnet assets restricled by extemal pa(ies (such a.
cred'to6, granlors, contribulors, laws or regulalions ofother govemments, etc.), or nei asseis

lor u,hich const.ainls are imposed by constitulional provisions or enabling legislaion.
Enabling Iegislation is defi,led as legislation that autborizes the Municipality to assess, le\y,
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COMMON1VEALTH OF PT]ERTO RICO
ML]NICIPALITY OF SANIA ISABEL

Notes to Basic Financial Statements
June 30,2010

charge or otherwise mandate payment of resoutces (Fom extemal resource providers).
Enabling legislation establishes restrictions if it includes a legally enforceable requirement
that those resources be used only for the specific purposes stipulaled in the legislation.

The classification of restricted net assets identiiies resouces that have been received or
eamed by the Municipality with an explicit understanding between the Municipality and the
resource p'cviders that the resources would be used for specific purposes. Grants,
contribu:i(.ns &1d donations are often given under those kinds of conditions. Bond
indefflrre: also often limit the use of bond proceeds to specific purposes-

Intemally imposed designations of resources, including earmarking, are no! repoted as

rcstricted ner assets. These designations consist of mamgement's plans for the use Jf
resources, rvhich are subject to change at the discretion ofthe Municipal Legislature.

. Unrestricted net assets These consist ofnet assets thai are neither extemally or legally
restricted, nor invested in capital assets. However, uffestricted net assets often are

designated to indicate that management does not consider them to be available for general

operations, Unrestricted net assets oftefl have constraints that are imposed by managemenl,
but can be removed or modified.

When both restricted and uffestricied resources are available for use, it is the Municipality's
policy to generally use restricted resources firsl and then uffestricted resources as they are

needed-

The accompanying statement ofacirvities presenis the results ofthe Municipality's operations by
showing how the Municipality's nel assets changed during the year ended June 30, 2010, u.ing a
net (expense) relenue fbr,iai This statement presents the cost ofeach functiorl/program as well
as the extent to which each of the Municipality's functions, programs or other services eilher
contributes to or draws liom rhe Municipality's general revenues (such as propeny axes,
municipal license taxes, construction excise taxes, etc.).

A functior/program describes a Brbup of activities that are aimed at accomplishing a major
service or regulatory rcsponsibility. The furrtiorrs/programs reporteC in the accompanying basic
financial statements are: (l) general govenmenl, (2) urban and economic development, (3)
public safety, (4) heahh and sanitation, (5) culture, recreation and education and (6) $,elfare and
housing assistance. The governnental operations of the Municipality's depafiments and

operational units are claseified within the following functions/programs in the accompan-ving
basic fi nancial statements

Genera! Go1€rImenir
I{unici!.11 Legislature

Ma)or's Office
Depa{ment of Finance Lnd Budget
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COMMONV/E ALTH OF PTIERTO RJCO
IViL'NICIPALI IY OF SANTA ISABEL

Notes to Basla Finanaial Statements
Ju.e i0,2010

Department of Human Resources

Deparlment of Municipal Secretary

Depa(ment of Intemal Audit
Department of Public Relations

Urban and Economic Development:

Department olPublic Wcrks

Public Safety:
Department of Municipal Poiice

Of6ce of Emergency Managemenl

Health and Sanitation:
Deparlment ofHealtt
Department of Sanitation

Culture, Recreatioo and Edncatioo:

Department of Recreation and Sports

Welfare and Housing Asistarce:
Deparlment of Elderb, Affairs

Drpartment of Service to Citizen

The statement of activities deqlonshates the degee to which progam revenues offset direct

expenses of a given funclion/program or segments. Direct expenses are thosc tha! are clearl)

identifiable with a specific function, segment o. operational unit. This statement repots revenues

in two broad calegoriesr (i) program revenues and (2) general revenues.

Program rcvenues are generated directly from a program itselfor may come from panies ontside

lhe Municipality's taxpayers or cfuizens. Irl the statement ofactivities, prcgmm revenues reduce

the costs (expenses) ofthe fiDction/program to adive at the net cost ofthe function/program that

must be financed lrom the Municipality's geoeral revenues. The accompanying statement of
activities separately reports the following cajegories of progmm revenues:

. Charges lor services - These generally consisi of exchange or exchange-like transactions

involving charges to cuslomers or applicants who purchase, use or dir€ct,y benetit from the

goods, services or privileges provided, or are otherwise directly affected by the services

These include fees charged for specific services, charges r"o.licenses and permils, and fines

and forfeilures, among others.
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COMMONWEALTH OF PUERTO RICO
MLINICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30,2010

. Program-specific capital atrd operating grants and coatributions - These consist of
transactions that are either mandatory or voluntary non-exchange transactions wilh other
govemments, organiz lions, or individuals that resfict the resources for use in a particuiar
program. Capital grants and contributions consist of capital assets or resources that arc
restricted for capital purposes - to purchase, construct or renovate capital assets associated
with a specific program. Operating gmots and contributions consist ofrcsouces that are
rcquired to be used to finance the costs of operating a specifc progmm or can be usiC either
for operating or capital purposes of a specific program. Restricted capital end ol,erating
Srants and contributions are progmm rcvenues because they are specifically att butable to a
program and reduce the net expense of that p.ogram to the llunicipality They are reported
nel of e<rimared uncollecrible amounrs.

General revenues are the delault category for revenues. It includes all levenues end gains that do
not meet the definition ofprograrn revenues. hoperty taxes, municipal license taxes, sales ta\es
and construction excise taxes are repoted as general rcvenues, AII other llcatax revenues
(including unrestricted investment eamings, grants and contributions not reslicted lor specific
programs and miscellaneous revenues) that do not meet the definition of proBrzrm revenues are
clzssified as general revenues- Resources that are dedicated intemally by the Municipality are
reported as general revenues rather than as program revenues. All general revenues arc repofred
net ofestimated uncol)ectible amounts, which are recorded as reduction of revenues rather than
as expenses,

The general governmen function/program reponed in the accompanying statement ofaclivities,
includes expenses that are, in essence, indirect or overhead expenses ofthe Municipality's oth.'r
functions/programs. Even though some ofthese costs have been charged to other fllnds in the
Sovemmental fund financial statements as indirect cost allocatioos permitted under some lederal
programs, the Municipality has reported these indirect expenses as direct expenses ofthe general
govemment function. Accordingly, the Municipality does not allocate Beneral govefftment
(indircct) expenses to other flDctiom.

The effects ofall interfund governDental activities (revenues, expenditures and cther financing
sourceyuses among governmental furids) bave been removed from lhe accompanying,statements
ofnet assets and activities.

The Municipality classifies all of its activities as govemme,iai activities ;n the accompanying
6WFS. These are activities generally financed though taxes, intergovemmental rcvenues and
other non-exchange revenues that can be used to support the Municipality's programs or
services- These govemmentai activities are also generally reported in the gcvsmmental fund
financial statements.

Ihe Municipaliry has no fiduciary activities, which alE those in which the Municipality would be
holding or managing net assets for specific individuals or other external parties in accordance
with trust agreemexts or orher custodial ara.ngements. In addition, the Municipality has no
operations or activilies that are prjmarily financed and operated in a man'rer similar to privare
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business enterprises, where the costs of providing goods or services to the geneml public is
financed primarily through user charges.

Govemmental Fund Fina cial Slrtemenls

The accompanying GFFS are composed of: (1) the balance sheet - govemmental funds and (2)

the statement of revenues, expenditures and changes in fund balances - govertunental funds

These lnanciai statements repor, the financial position and results operations of the

Municipality's governrnental funds by presenting sources, uses and balances oicurrent financial

resourcis. Some ofthese financial :,tatements have a budgetary orientation and focus primanly

on: (l) the Municipality's major funds, as defined below, (2) the fiscal accountability and (3) the

individual parts of the Municipality's govemment. Fiscal accountability rcpresenis the

Municipality's responsibiliry to jusdry that its actions in the curent year have complied with

public decisions conceming the raising and spending of public moneys in the shorl term (one

fiscal ;ear).

Each govern'nental fund is considered an independent fiscal entity accounled for within a set of
self-balancing accounts that comprise its assets, liabilities, fund equity or deficit, revenue and

expenditlrres. The accompanying GFIS segregate govelrunental funds according to ihejr

intended purpose and are used in demonstrating compliance with legal, financial and contractual

provisioni. The minimum number ofgovemmental fimds is maintained consistent with legal and

self-inrposed managerial requirements established by the Municipality. For financial repofiing
purposes, the Municipality classifies its goverffnental funds within the following categories:

. General fund The general fund is the Municipality's main opemting and major fund, as

defined below, used to account for all financial resorrces and goveminental activities, except

fcr financial resources required to be accounled for in another fund. It is presumed that the

Municipality's govemmental activities have been reported in the Eeneral fund excePt for

transaciioni foi*hich one of the following compelling reasons has required the use of
another tund: (1) legal requirements, (2) GAAP requirements or (3) the demands of sound

firrancial administration requiring the use ofa governmental fund other than the general fund'

. Special revefirc fundJ - The special revenue funds are major and norunajor funds, as

defined below, used by the Municipality to account for revenues derived from grants or other

revenue sources (other tban major capital projects) that are either self_resrricted by the

Municipalily or legally restiicted by outside parties for use in specific purposes. The uses and

limitations ofeach special revenue filnd are sPecified by municipal ordinances or federal and

state statutes. Howiver, resources restricted to experditwe for purposes'nom3lly financed

from the general fund are reported in the Municipality's geie4l fund provided that all

applicable legai requirements are appropriately satisfied. In this case, a special revenue fund

to accoun! for such kind oftransactions will be used only iflegally mandated.

n Debr senice fund The debt service tund is a major tund, as defined below, used by the

Municipalitylo accoLrnt for the accumulation of resources for, and the paymenr of, principal
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and inieresr for: (l) bonds and notes for which debt service payments arc legally mandaled to

be accounted for in a debt service ftnd andlot (2) geneftl long_term debt for which the

Municipality is bein8 accumulating financial resources in advance, to pay Principal and

int ."rt payr"nt. ,aio.ing in futuri years. Principal and aecrued interest due on July I of
the following fiscal year related to long{erm debt for which debt se ice payments are

accounted fo; in the aebt service fund, arc recorded as debt service fund's liabilities at lune

30, if resources are available at June 30 for its pa)T nent.

General long-term debts for which debt service Payments do not involve 1l'e advance

accumulatioi ofresources (such as obligalions under capital leases, comperrsateil absences,

claims and judgments, and notes payable, among others) are accounted for in the

accompanyini stitement ofnet assets. The debt service payments ofsuch debts are Scnerally

accounted for in the general fund

. Cryital ptujects Jands - Capital projects funds are major and nonrnajor funds, as defined

U"io*, ,i."d to ua"ornt for the financial resources used in the acquisition or construction of
major capital facilities, other assets and permarent improvements Significant capital outlays

financed'liom general obligation bond proceeds are accounted for also in the capital projects

funds-

The use of the capital projects funds has been resefled for major capital acquisilions or

construction activiiies rhai would distort financial rcsources tlend data il nol reported

sepaElel) from the other Municipalir) s operating acIivities. The routine purchase( ofminn'

"uiit"tirutl" 
assets (such as certain vehicles and o'$er minor capital assets) have heen

reported in the fund from which financial rcsources were used for the purchase'

Prior to GASB No. 34 rhe Municipality was requireC to repor! governmental fimd finzncirl

statements that presented a single aggregated column for each firnd type. Each column presented

the combined total of all fundi of a particulat type. Fund types are no longe' the focus of the

accompanying govemmental fund fi;ancial statements. Under GASB No 34, the focus ofthe

gou".r-"ntui i-,na financial statements is on major funds, which generally represent the

ilunicipality's most important filnds- Accordingly, fie Municipalily is required to segregate

g"r;;r""tir tunds among major and nonmaj=or within lhe 
-govemmental 

tund financial

itatements. Major individuil govemmental finds are reponed individually as separale columns

in the govemmental fund finanicial statements, while dad from all nonmajor governmental funds

are aggregated inlo a single column, regardless of fund tyDe.

By definition, the Municipality's general fund is always considered a major€overrun€nlal fund

io', nnun"iut ."po.ting p,i,poi".. 
-fn additio4 any other tund is considered a major tund ior

financial reporting pirposes if its total assets, liabilities, revenues or expenditures. of ihat

individual governientai fund are at least Io percent of the conesponding element toral (asse3'

liabilities,;venues or expenditures) for a1l govemmental funds' For lhe purposes ul apptvlng

itr" atoremention"d maloi fund critirja, no eiiminations cf interfund balances har'e been made'

Totrl ."u.nu", for theie 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
puposes mean all expenditures, including operating and nonopemting expenditures, except for
other finaflcing uses.

Based on the aforementioned criteri4 the Municipality's major govenrmental funds reported in
the accompanying govemmental fund financial statements are: (l) the general fund, (2) the
capital improvement bond fund, and (3) debt service fimd.

The Capital Improvement Bond Fund is a major capitai projects fund used to account lor
proceeds of general obligation, public improvement or special obligation bonds. These proceeds

are used for the acquisition, construction or improveftent of major capital facilities and other

assets.

The Debt Service are used to account for the accu$alalion ofrecoures for and the payment of,
general long-ienn debt principal, interest, and related cost.

e) Meosurerfient Focus and Bctis ofAccounting

Governmenl-wide financial stetements The accompanying G\WS are prepared using the

economic resources measurement focus and the accrual basis of accounting. Subject to the

additional rules and limitations detailed below, revenues (includinB intercst income) are

generally recorded when ea.rned and expenses are generally recorded when a liability is incun'ed,

regardless ofthe timing ofrelated cash flows.

AII rcvenues, expenses, gains, losses, assets and liabilitj€s resulting ftom exchange and

exchangelike transactions are generally recorded when the exchange takes place. In exchange

transactions, each party to t\e transaction receives and gives up essentially equal values.

An exchangelike transaction is one in which there is an identifiable exchange and the values

exchanged, though related, may not be quite equal. Nevertheless, the exchange characteiistics ol
the exchange-like transaction are strong enough to justiry reating it as an exchange for
accounting purposes (exainples include fees for Iicenses and permils, charges lor services, and

miscellaneous revenues, which are recorded as revenues when collected because lhey are

genemlly not measurable until actually rec€ived).

Al1 revenues, expenses, gains, losses and assets resulting from nonexchange transactions are

recorded using the critena set forth by GASB Statement No. 33, Accotnting and Financit l
Reporting far Nonexchange Transactions (GASB No. 33), which tho \4unicipality adopted on

July l, 2003. GASB No. 33 estabtished accounting and reporting standards for nonexchange

transactions involvin8 cash and financial or capital rcsources (for example, most taxes, gmnts and

private donatiors) In a nonexchange transaction, the Municipality gives (or receives) value

without direclly leceiving (or giving) equal value in rettmr This is differcnl from an exchange

transaction, in which each pa,1y receives and gives up esse.tially equal values. According to
GASB No. 33, the Municipality goups jis nonexchange transactions into the following four
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classes in the accompanying basic financial statemenb: (a) derived tax revenues, (b) imposed

nonexchange revenues, (c) govemment mandated nonexchaoge transactiolls, and (d) voluntary
nonexchange iransactions-

In the case of derived tax revenue transactions (such as municipai license taxes), which result

fiom assessments the Municipalily places on exchange transactions, receivables and revenues are

recorded \ryhen the underlying exchange has occuned (that generally is, when the taxpayen' net

sales or revenues subiect to tar( talte place).

In the case of imposed nonexchange revenue transratio", 1rr"h * p,op"ny taxes), which result

from assessments made by ihe Muniripality on nongovenulental entiiies, includin8 individuals,
other than assessments on exchange transactions, receivables are generally recotded in the period

when an enforceable legal claim has arisen. Property taxes are generally recorded as revenues

(net of arnounts considered not collectible) in the p€riod when resources are required to be used

or the first period that the use oflhe resources is permitted.

Govemment-mandated nonexchange transactions (such as gmnts and contributions) result when

a govemmenl at one level (such as the Gderal or state govemment) provides rcsouces to anothe!

Bovemment (such as the Mun;cipality), and the provider government requires the recipient
govemment to use those resources for a specific pwpose or purposes established in the

provider's enabling legislation. In these t,?es of transactions, receivables and revenues are

generally recorded as followsi

. For reimbursement-Ope (commonly known as "expenditure-driven awards"), receivables

and revenues are recrrded when all eligibility requirements imPos€d b:' 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, genelally

recognized as qualiting reimbursable exPnditures are incwred.

. For other types of grants (mainiy Srants and conEibutions with purpose restrictions but

with no time requiremeirts), receivables and revenues are recorded when all applicable

eligibility requirements are met. When the provider is a goverrfiIent (including the

govemment ofthe United States ofAmerica) the applicable recognition period lor 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 ce(ain grants ard entitlements)

result from legislative oI contractual agrcemenis, other. than exchanges,.entered intowillingly by

tlvo or more parlies. In these q?es of transactions, rcceivables and .evenues ar€ generallY

accounted for in the same manner as govemment-mardated nonexchange lransactions discussed

Receipts ofany type ofrevenue sources collected in advance for use in the lollowing period arr

recorded as deferred rcvenues.
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Events that are neither exchange nor nonexchange transactions are recorded when il is prohable

tha! aloss has been incured a,1d the amount ofloss is reasonably estimable

The measurement focus and the basis of accolmting used in the accompanying GWFS differ

significantly from the measwement focus and basis of accounting used in the prcparalioB ofthe
u.io.punying GFFS. Therefore, the accompan)'rng GFFS include reconciliations t' h:fter

identify the relationship beh{een the GWIS and the GFFS.

Governmental fund financial statements - The accompanying GFFS are r.Ported using the

*rr*t f.*cial .eso*.o measurement focus and the modified accrual basis of acrounting'

Reveflues are generaLly recognized as soon as they are both measurable and available Revenues

are generally considered to be availabie when they are coltectible wilhin the culrent year or soo'
enoigh theieafter to pay liabilities of the ctment year. For this purpose, lhe Municipality

consid"r. rno.t ."u"nris to be available if collected within 90 days after June 30, 2010, except

for property ta-\es for which the availability period is 60 days. Revenue sources not meeting this

arailab_i lity criterion or 
"ollected 

in advance are rccorded as deferred revenues at June 30, 2010'

The principal revenue sources considered susceptible to accrua.l include property taxes,

muniiipal license taxes, intergovernmental granls a,rld contributions and interesl ;ncorne These

principal revenue sources meet both measurability and availability criteria in the accompanying

CFFS, 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 resulling ftom exchange anC

exchangelike transactions are also generaily recorded v'hen the exchange takes place'

Accordingly, fees for licenses and pennits, charges for services and miscellaneous revenues are

recorded as revenues when collected because they are generally not measurable until actually

received.

All revenues, expenses, gains, losses and assets resulting fiom nonexchange transaclions are

recorded in a similar marurer to the GWIS, using the previously discussed criteria set fo(h by

GASB No. 33 for nonexchange transactions, but subject io and limited by the availabilily criteria

discussed above. According)y, municipal license tax receivables and revenues ar€ generally

recorded when the underlyirlg exchange has occulred- Property tax receivables are also generally

recorded in the period when an enforceahle legal claim has arisen while properry tax revenues

(net of amounti considered not collectible) are also generally recorded in the period 
"T 

hen

i".orr"", ,." required lo be used or the firs1 period thal the use of the resource' is permitted'

Receivabies and revenues from reimbursement-lype qrants contributions, donations and

entitlements are also generally recorded as qualirying reimbursable expendilures are incurred,

while receivables und ."u"nr", from other types of gmnts are Iecorded when all eligibility
requirements imposed by the provider have been met

Interest income is recorded when eamed only jf collected within 90 days afler year'end since

these would be considered both measurable and available.
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As previously discussed, on July 1, 2003, the Municipality adopted the provisions of cAsB
Interpretation No- 6, Recognitian and Measurenetu of Cefiain Liabilities and Expendit rcs in

Goremmental Fund Financiat Statements (GASBI No. 6), which modifies the recognition

criteria for cerlain expendiiwes and ]iabilities reported under the modified accrual bssis of
accounting and clarifiis a number of situations in which lhe Municipality should dislinguish

between gove.tu ental fund liabilities and general longlerm liabilities.

Pursuant to the provisions ofGASBI No. 6, in the absence olan applicable accrual modification,
g.ve.nmental fund liabililies and expenditures should be accrued. Liabilities that governments

no,"ma]ly pay in a timely manner and in full from expendable available financial resources (for

example, salaies and utilities) should be recognized when incun'ed, without regard to the extent

to which resources are cur-rently available to liquidate rhe liability.

Modifications to the accrual basis of accounting include:

. Employees' accumulated vacatiorL sick leave and compensatory time (compensated

absinces) is recorded as expenditure when consumed. The amount of the unpaid

compensaled absences has been reported only irl the accompanying statements ofnet assets-

. Principal and interest on bonds and notes payable are recorded when they mature (when

paymenl is due). except for principal and interest due in July I ofthe following fiscal year,

which ar€ recorded when resources are available inthe debt service fund (generally lune 30)'

. Obligations under capitai leases, amounts subject io:laims and judgments under Litigation

and olher long{erm obligations are recorded only when they mature (when payment is due)'

. Accounts payable and accrued liabilities ot expected to be liquidated with available and

expendable financial resources are recorded in the accompanying statement of net assets bu!

not in the governmental funds.

. Executory purchase orders and contracts are recorded as a rcservation offund balance in the

GF}'S.

Liabilities outside the bounds ofthese exceptions or modifications are reported as govemmental

tund liabilities when incurred (including salaries, Professional services, supplies, urilities, etc')

since fhese liabilities normally are paid in a tim.iy manner and in full fiom cun'enl financial

The measurement focus of the GFFS is on decreases in ne1 financial resources (expenditures)

rather than expenses. Most expenditures arc measurable and are recorded when the relaled

Boven'nental fund liability is incurred. Allocation of costs, such as depreciation and

imortization, are recordeal in the accompanying statement oiactivities, but are not recorded in the

accompanl,jng GFFS.
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Under the financial reporting model established by CASB No. 34, all general capital assets and

the unmalured long_tenn liaiilites (deteimined ;ing the modified accrual b?sis of-accounting)

are no longer rep;rted in account groupts within the govemmental fund lalarce sheet but are

incorporate-d into the accompanyin8 statemenl ofnet assets since July l, 200i-

D Stei'ardship, Cornpliance and Acco u tabilit!

Budqetarv Control

According to the Autonomous Municipalities Act of the Ccomonwealth of Puertc Rico' the

Mayor aid its Administrative Cabinet prepare annual budgets each fiscal year for the

M;icipality's general fund and debt serviie fund. Such legatly adopted budgets are based on

expected exp"ni;tures by progam and estimated resources by source fot both funds The amual

buigets are developed using;lements of performance'based progam budgeting-anC 7er'-based

budieting, and include esti;ates of.evenues and other resources for the ensuing fiscal year under

Iaws and regulalions existing at the time the budget is prePared.

Tle Mayor must submit an a,tual budgetary resolution project (!he Project)lo the Commissioner

of Municipal Affairs of Puefio Rico (t-he Commissioner) and the Municipal Legislature no later

than each May l0 and May 31, respectively. The Comndssioner preliminary verifies that the

Project complies with all tie applicabte laws and regulaiions and may provide commenls and

suggeslions to the Mayor on or belore each lune 13.

The Munjcipal Legislature has 10 brsiness days, up to June 13, to discuss and applbve the

Project with modidcations. The Municipal Legislature may amend the budgets sLrbmitted by the

Mayor but may not increase any items so far to cause a deficil without imposing ta'xes or

iaentitying ortrer sources of rev;oLle to cover such deficit' After the Municipal Legislarure

modihes ind pretiminarily approves the Project, the modified Projec' is senl back to the Mayor

for his approval or rejection rithin o auyt. it. vayor may decrease ortliminate any line item

but may not increase'or insen any new iine item irlthe brdgets' The Mayor may aiso veto ihe

budget! in their entirety and return i! to the Municipal Legislature with his objections lfihe
Maior rejecs the Projec! the Municipal Legislature will have up to 8 days lo adopt or rejed the

.""oa."ndution, o, objections ofthe Mayor. The approved Project is sent again to the Mayor'

*bich then would have 3 days to sign and approve it.

If rhe budgets are not adopted prior to the efld ol the ceadlines referred to above' the annual

budgets fol the preceding fiscal year, as approved by the Legistature and the l4ayor' are

autoimatically ."newed fo."the ensuing fiscal year until the Municipal Legislature and the Mayor

upprou" n"* budgets. This permits the Municipality to continue making payments for its

operations and olher pulposes until the new budgets arc approved'

The annual budgets may be updated for any esrimak revisitns as well as year_end encumsrances

and may inch-rdJ any idition;l information requesled by the Municipal Legislatlrre The Mayor
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may request subsequent irmendments to the approved budgets, which are subject to the approval
of the Munic;pal Legislature.

Th€ Municipality's Department of Finance and Budget has the responsibility to ensure thal
budgetary spending conaol is maintained. For day-to-day managemenl control, expenditures
plus encumbrances may not exceed budgeted amounts at the expenditure-type level of each cost

center (aciivity within a program witiin a fund). The Mayor may transfer unencumbered

appropriatiorrs within programs within funds. The Municipal Legislature may transfer amounts

iunong proijrams within and among fuflds.

The legal level of budgetary control (i.e., the level at which expenditures rnay not le8ally exceed

appropriation) is at the functions/pro$am level (general goverrmenl urban and economic

development, public safety, health and sanitation, culturc, recreation and education, and public
housing and welfare) within a tund.

Under the lalvs and regulations of the Commonwealth, the appropriations made for any fiscal
year shall nol exceed the total revenue, including available surplus, estimated for said fiscal year

unless the imposition ofta-xes sufficient to cover said apprcpriations is provided.

Budgetarv Accounting

The Municipality's a,mual budgets are prepared unde. the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP.

Under the budgetary basis of accounting revenue is generally recogized wheir cash is received.

Short-term and long-lerm bonowings may be used to finance budgelary excess ofexpenditures

The Municipality uses encumbrance accounting to rccotd the full amount of purchase orders,

conrads and other commitments of appropriated rcsources as deductions from the apprcpriation
prior to actual expenditure. In the govemmental fiuds, encumbrance accounting is a significanr
aspect ofbudgetary control. Accordingl, expenditur€s are generally recorded whenlhe related

expenditure is incured or encumbered. Available appropriations and encumbrances are

eslablished to lapse one year afier the end ofthe fiscal year. Amounts required to settle claims
and judgments against the Municipality, and cenain other liabililies, are not recognized until they
are encumbered or olherwise processed for payment. Unencumbered appropriations and

encumbrances lapse at year-end. Other appmpriations, mainly capital prcjects appropriations.

are continuing accounis loi which the Municipal Legislature has. authorized -that an unspenl

balance Fom the prior year be carried forwa.d and made available for curent spending.

The accompnnying budgetary comparison schedule provides informalion aboui the general filnd's
original budget, lhe amendments made to such budget, and the actual general fund's results of
operations under the budgetary basis of accountinB for the fiscal year ended June 30, 2010.

Further details ofthe Municipality's budgetary control at the legal ievel may be obtained from the
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Budgelary Liquidation Report for the fiscal year ended JLme 30, 2010. Copies ofthat report may

be obtained by lvriting to the Municipality's Director of Finance and Budget

Accounting pdnciples applied for purposes of developinS'data on a budgetary basis differ

significantly irom ihose usid to presint ihe govemmental fund financial statements in conformity

*itt', Caep. Accordingly, the aicompanying budgetary comParison schedule is accompanied by

a reconciliation ofthe differences beiw€eir ihe budgetary basis and GAAP actual amounts'

The Municipality does not legally adopt budgets for the state iegislative j oint resolutions capilal

fund. The financial resources received by these fimds arc not subject to budgeting by the

Municipality since the resources rcceil'ed each yeal ftom the rcspective grantors varies from year

to year, and lhe iespective amounts are g$nted at their discretion

g) Unrcsfiicted ind Restrhte.l Deposits

The Municipality's deposits are composed of cash on hand, demand deposits and cash

equivalents in: (i) commercial banks, (2) the Govemm€nt Development Barlk for Puerto Rico

1dDB1 a goueirrmental bank and a major comPonent unit of the Commonwealth, who is

statuto.ily designated as fiscal agent of the Municipality, and (3) the Municipal Revenue

Collectio; CenGr (CRM, by its Spanish acronyms), a governmental entity responsible for the

imposition and collection of property taxes on behatfofall municipalities of Puerto Rico

The Municipality follows the practice ofpooling cash. The lialanc€ in the pooled cash account is

available to meet current opelating requi;ements. Under the laws and regulations of the

Commonwealth, public fuIds deposjted by the Municipality in commercial banls i:rust be fully
collateralized for the amounts deposited in excess of the fedeml depository insurance generally

provided by the Federal Deposits Insurance Corporation (FDIC). An securities pledged as

iollateral are held by agents designated by the Secretary of the Treasur/ olthe Commonwealth,

but nol in the Municipality's name.

Restricted assets include cash and cash equival€nts in commetcial banks, GDB and CRM' These

cash balances are classified as restricted assets since its use is limited for the specified purposes

discussed below, which are estabiished by applicable agreements or required by law'

Restricted cash with fiscal agent in lhe general and debt service funds rePresent property tax

collections which are retained and restricted for the paymenl ofthe Municipality's debt service,

as established by law. Reslricted cash in fiscal agent in other govenmental firnds consists ol
unspent proceeds of bonds and doles, and the balance of interest and nonirrtercst bearing accounts

which are restricled for: (1) the acquisition, construction or improvement ofmajor capital assel-"

and the operations of lederal and state funded progams.
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Ilnrettricted and Restbted Accounts ahd Noles Receivable

ln the accompanying G\7/FS, receivables consist ofall re\€nues earned but not collected al June

30,2010. M;jo; re;eivable balances for the govemmeftal activities include property taxes and

intergovemmental receivables.

Tax receivables in the genera] fund lepresent uncollected propefty taxes. Re.:tr;cted tax

receivables in the debt s;ice fund consist ofuncollected propeity taxes, which are restricted for

the payment ofthe Municipality's debt service, as established by law.

Intergovenrmental receivables arc composed oi (1) amounts owed to the Municipality for

reimiursement of expenditures incurred pu$uant to federal and state funded programs (recorded

in the general tund, special revenue fi.lnds and capital project funds), and (2) contributions in lieu

oftaxei from the Puerto Rico Electric Power Authority, rccorded in the general flrnd.

These accounts receivables aae stated net of estimated allowances for uncollectible accounls,

which are determined, based upon past collection experience, historical tends, current ecorom;'

conditions and the periodic aging ofaccounts receivabie

Activities among funds that are representative of lendingi/borrowing ar.angements or{standing at

the end of the fiscal year aie referred lo as either "due to/from other funds" (i +. the current

portion of interfund loans) or "advances to/from other funds" (i-e-, the non-curent pofir'on of
interflmd loans). All other outstanding balances behveen funds are reported as "due tolfrom other

funds". -A.dvances between funds, as reported in the GFFS, are offset by a fund balance reserve

accounl in applicable governmental funds to indicale that they are not available lor apPropriation

and are not expendable available financial resources.

Inventories consist ofmaterials, supplies, food and medicine invenio.ies held for.insumption'
Generally, inventories are recorded as expendilures when purchased (purchase method).

Capilal Assels

Capital assets used in governmental activities include land and land improvements, buildings,

structures and building improvements, machinery and equipment, fumiture and fixl,res, licensed

vehicles, construction in piogress, and infrastructure. These assets are capitalized"and reported in
the accompanying stalement ofnet assets. Inlrastructue assets ate generally stadonary in nature

and include roads, bridges, streets and sidewalk, dminage systems and other similar assets.

The Municipality defines capital asset! as assets with an individual cost of$500 or more at the

date of acquisition or construclion, and wilh useful lives extending beyond one year. Al1 assets

with individual costs under $500 orwith useful lives not exceeding one year, are charged diectly

i)
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to expense in the accompanying statement of activities. In the govemmental funds' all capital

assets are recotded as expendii.rres.

In thestaEmenl ofnet assets, all capital assets are recorded at cost or estimated historical cost if
Luur 

"ori 
t"ut unavailable, exceit for donated capikl assets' which are recorded,at their

estimated fair value at the date of donation. Estimated historical costs based on deflated current

"".O*"."r*a,"valueasi8nificantportionoftheinfrastructureandcertainland'buildings'structur$ and building improvernents constucted or acquired prior to June J0' 2003 The

method to deflate the ciun",,t 
"osts 

,.ing an 
"pproximate 

price indix *as used only in the case of

certain items lor which lheir hisloiical cost documentation was not available' Actual hisrorical

costswereu'.edtovaluetheinlraslIl.rcture,land,building,structures,buildingimprovernents'

""""r"u;"t 
i. p."g,"*, machinery and equipment and licinsed vehicles constructed or acquired

during or aller the year ended June 30,2004

Maior oullars lor capiral assets and inlprovemen(s are capitalized in lhe slalemenl of net a"sel( at

"r.i."i "iJ*""*1"0. 
The costs ofnormal mainlenance and repairs thal do nol add value lo

iheisset or n'arerially exlend capital asset lives are nol capilaliTed'

Deoreciation and amonization expense is recorded only in the governfient-wide statemenl of

,.riiti.i. i"".r*, ,fr.re is no depreciation or amonizalion recorded for lard ajld cor<tru'iion-

in-progress. Depreciable capital ;ssets are generally depreciated or amoflized. over their

"rti..jt"Jur.frt't;u". 
,naer tire straight - line tiethod, except for machinery and €quipmeni held

,.i"t *p:irf i"nt". *tti"h is depreci-ated over the shorter of its estimated usetul life or the lease

term. The estimated useful lives ofmajor capital asset categories are:

Yeers

20

i0 to 50

20 to 50

8

5ro20

5to20

Land improvements

Buildings, structures and building improvements

In{iastructure

Licensed vehicles

Fumiture and fixtures

Machinery a:rd equipment, excluding those

held under capital leases

Depreciation and amortization expense on capital assets are recorded,as direct expenses of the

fr;;fi;;g.;; specifically iaentified ,rith th. u,."t Depreciation and .amoflizadon 
of

inlr*trrJtr.! i. not allocatei to various functions/programs but repon:d as direct expenses of

the urban and economic developmeni function.
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k) Review of Cat1ling Value of Capital Assets fot Impaiment

The Municipality reviews the canying value ofcapital assets for impairmen! whenever a
significant and unexpecled deciine in service utility ofa capitalasset occurs.

Defened Revefiues

The Municipality reports defetred revenue
revenue atises when:

on its GFFS and GWFS. in the GFIiS, ,eferred

. Potentiai revenue does not mee! both the "measurable" and "available" crileria ioa revenue
recognition in the cunent p€riod. As previously discussed, availabie is defined as d,le (or
past due) at June 30, and collecled within 90 days (60 days for property taxes) thereafler to
pay obligations due at June 30, or;

. The Municipality receives resources beforc 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 governmenlwide level arise only when the Municipality recei\es
resources before it has a legal claim to them.

m) Co mpe ntate d A bs e nces

Compensated absences are accounted ior under rhe pro'risions of Statemen lNo- 16. Accountihg

far Colnpensated Absences, issued by GASB (GASB No. 16). Compensated absences include
paid tim€ off made available to employees in connection with vacation, sick leave and
compensatory lime. The liabilio, for compensated absences recorded in the accompanyints
statement ofnet assets is limited to Ieave that: (l) is attributable to services already rendered on
or before June 30, 2010 and (2) is not contingent on a specific event (such as illness) rhar is
outside the conirol ofthe Municipality and the employee. Tlrc liability for compensated absences

includes salary-related costs, which are directly and incrementally related to the amounl ofsalary
paid to the employee (such as employer's share ofsocial security ta(es and medicare taxes).

The vacation policy ofthe Municipality is established by law and provides for the accumulation
ofrcgular vacations at a rate of2-5 days per month (30 days per yesr) per employee. Employees
accumulate regular sick leave at a rate of 1 .5 days per r,onth ( I 8 days per year). Employees
accumulate compensatory time at a rate of 1.5 times the overtime worked. All vacation and sick
leave days accumulated by employees in excess of30 days and 90 days, respectively, are paid to
employees each year, ifnot consumed, as required by law. ln the case ofcompensatory time, the
excess of240 hours is paid to employees each year, ifnot consumed.

Upon lermination of enrplol.rnent, an employee receives compensation for all accunrulated
unlalo reEular lacation leaye at lhe cunent nte. In the case of regular sick leave, il the
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employee temlinates his or her emplo).rnent with the Municipaljty before reaching 10 years of
services, such regula. sick leave is not paid to the employeg ifnot consumed. Upon termination
of employment, an employee does not receive compensation for compensatory time, if not
consumed. After l0 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 lbsences is reported in the GFFS only ifthey have mature4 for example, as arcsult
of employee resignations and retirem€nts.

n) Lohg-term Debt

The long{errn liabilities reported in the accompanying statements of net assets include the
Municipaliry's bonds, notes, obligation under capital leases, compensated absences and legal
claims andjudgments.

All long{erm debl io be repaid fiom govemrnental resources is reported a5 Iiabilities in lhe
accompanying statement ofnet assets. Principal and interest paymellts on bonds due in Ju]y I of
the following fiscal year are recorded as fund iiabilities in the GFFS when resorrces are available
in the debt service tund (generally ar June 30). In the GFFS, the face amount of debr issued is
repofted as olher financing sources when issued,

On July l, 200i, the Municipality adopted the p.ovisions ofAPB Opiniot No.21, lnterest on
Recefuables and PayableJ (APB No. 2t), to account for certain non-interest bearing notes
payabte to: (l) CRM, a discretely presented component unit of the Commonweahh, dnd (2)
Puerto fuco Treasury Department, an agency (go\remmental unit) ofthe primary govemment ol
!he Commonwealth.

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

o) Accounting /ot Pension Costs

For the pupose of applying the .equirements of GASB Statement No. 27, Accounting for
Pensions by State and ]-ocal Government Employen (GASB No..27), the. Commonwealth of
Puerto Rico is considered to be the sponso, of the Employees' Retirement System of the
Government ofPueno Rico and Its Instrumentalities (ERS) and System 2000, the two retirement
systems in which the employees ofthe Municipality participate. Accordingly, the Municipaliry is
consjdered ri participant and not a sponsor of these retirement systems since the mejority ofthe
padcipants in lhe aforementioned pension hrsl fimds are part ofthe fin&lcial reporting entity of
the Commonwealth- Accordingly, no portion ofthe net pension obligation CNPO) related to ERS
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has been allocated to the Municipality in the accompanying basic financial statements. The basic
financial statemenls of the Commonwealth account for the total amount of the net pension
obligation ofERS, including any amount tha! may be allocated to the Municipality.

According to GASB No. 27, the Municipality accounts for pensiol costs from the standpoint ofe
participant in a multiple-employer cost-sharing plan. Accordingly, pension costs recognized in
the accompanying basic financial staiener,ts are equal to the statutorily required contributions,
with aliability recorded for any unpaid required contributiors.

D Rhk Managehent

The Municipalit," carries commercial insurance covering casralty, theft, tort claims and other
Iosses. Insurance policies are negotiated by the Puerto Rico Trcasury Departrnent (the Treasury
Department) on behalfofall municipalities of Puerto Rico. The Treasury Department pays the
insurance premiums on behalf oi the Municipality and ther is reimbuNed each year thrcugh
monthly equal payments deducted from the Muricipality's gross property tax collections made

by CRIM.

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

The Municipality obtains workers' compensation insurance coverage tfuough the Stare lnsurance
Fund Corporation ("FSE'by its Spanish acronym), a component unit ofthe Commonweaith.
This insurance covers workers against injuries, disability or death because of work or
employment-r€lated accidents, or because of illness suffered as a consequence of their
employment. lvorkers' compensation insurance premiums are also paid through monthly
deductions made by CRIM from the Municipality's goss property iax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers'
insurance coverage for its employees through various insurance programs administered by the
Commonweallh's Departrnent of Labor and Human Resources (DOL). These insurance
programs cover workers against unemployment and provide supplementary insurance coverage
for temporary disabiliry, or deaih L,ecause ofwork or employment-related accidents or because of
illness suffered as a consequence of their employment: . Un3mploymerrt ,rompensation, non-
occupational disability and drivers' insurance premiums are paid directly lo DOL on a qua(erly
basis.

The Mun;cipality also obtains medical insurance coverage foLLri employees. The current
insurance policies have not been cancelled or teminated at June 30, 2010. In the pasr th'ree

years, the Mun;cipality has not settled claims that exceeded insumnce coverage.
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Resenations oJ Fund Balances

Reservations of fund balances rcpresent portions offund balances that are legally segregated for
specific fulrrre uses or are not appropdated for expenditure. The Municipality has the following
types of reservations of fund balances:

. Encambrances - Represent fulure expenditures under purchase orde6, contacts ,rid ather
commitments. These committed amounts represent reservations of unexpired apprcpriations
and generally willbecome liabilities in futue periods as the goods orservices are received.

. Capitdl Projecls - Represent the rcseflation of amounts to be used for futur€ experditures
for capital projects under contacts and otier conunitments. These comritted amounts
generally will become liabilities in firure periods as the projects are completed.

. Debl Service -Reptesent fund balances available to finance firture debt service payments,

. Othet Specilied Purpo.res - Represent resources set aside for use in federal and state granl
programs accounted for in the special rcvenue funds.

Interfund Activities

Permane.t reallocations of resources among the Municipality's funds are classified as interfund
transfers. The Municipality has the following types of activities recorded among funds in the
accompanying GFFS:

. Operuling Transfers - Represent legally required hansfers that are reported when incufied
as "operating transferc-in" by the recipient fund and as "operating transfei-ouf' by the
disbursing tund.

" I lra-e titJr Actit'ities - Represent transfers among funds that are repo(ed as interfund
tmnslers wilh receivables and payables presented as amounts,due to and due lrom other

. Advances - Represent amounts advanced among funds, which a-re not considered to be
currently available fi nancial iesources.

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

s) Use o_fEstbfiates

The preparation of the accompanying basic financiai statements in confonnity with GAAP
requires managsmenl ro make si8nificant estimates and assumptions tbat affect the repon€d
amolmts ofassels and liabilities and the disclosure of contingent assets and liabilities at the date
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ofthe basic financiai statements, and the reported amounts of revenue and expenses during the
reporting period. Actual resuhs could differ 6om those estimates.

Futwe Adoption ofAccott ttifig Ptofiouncemefits

The CASB has issued the following srandards that have effective dates alter lune 30, 20lO:

. GASB Staternent No. 54, Fund Batunce Reporting and Goyerwnental Fund TWe Definitions
(GASB No. 54). This Statement establishes fiud baiance classifications thit comprise a
tiiefirchy based primarily on tl,e extend to which a govemment is bound to obse e constrains
impcsed uFon the use of the resources rcported in govemmental funds. This Statement is
effective for periods beginning after June t 5, 201 0.

. OASB Statement No. 57 , Fund OPEB Measurements by Agent Emptayers and Agent M)ttiple-
Enplq{ Plans (CASBNo. 57). The objecrive ofthis Sratement is to address issues related ro
the use ofthe altemative measurement method and the frequency and timing of measurements
by employers that participate in agent multiple-employer other postemployment benefit
(OPEB) plans (that is, agent employers)-. : The provisions of Satement No. 57 relared to the
use and repcrling of the altemative measurement method are effective immediatelv. The
provisioni ,elaled ro the lrequency and timinB of mea5uremenrs are effecli\e for acruarial
valuations first used to report ftnded status information in OPEB plan financial stalements for
periods beginning afrer June 15, 201l.

. GASB Statement No.59, Financial Instrffilerrs Onrrrrs (GASB No. 59). The obiecrive of
this Statement is to update and imprcve eisting stanJards regarding financial reponing and
disclosure requirements of certain financial instruments and extemal investment pools for
whi.ir significant issues have been ide[tified in practice. This Statement is effective for
periods beginning aiier June 15, 2010.

. GASB Statemefi No. 60, Accounting and Financial Reporting for Senice Concessian
Arrangements (GASB No. 60). The objective of this Starement is ro improve financial
reporting by addressing issues related to se(ice concession arrangem€nts (SCAS), which are a
twe of public-private or pub)ic-public partnership. This Statement is effective for pedcds
beginning after December 15, 201 l.

. GASP Stalement No- 61, The Financial Reporting Entity: Onnibus-,an anendment of GASB
StatemLnts Na. i4 andNo. 34 (SASB No. 61). Ihe objecrjve ofrhis Statemen s to i*p.uu.
financial reporting for a governmental. financiaj reporting entity. The requirements of
Statement No. 14, 1he Financial Reporting Entity, and the related financial reporting
requircments of Statement No. 34, Basic Financial Statements and Management,s
Discltssion and Atlalj,5i:-fat State and Local Golternmerrr., were amended to better;eei user
oeeds and !o address repofiing entity issues that have a sen since the issuance of those
Statemenls. This Slatement is effective for periods beginning after June 15, 2012_
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6 GASB Statement No. 62, Codilcaticn of Accomting and Financial Reparting Guidance
Contained in Prc-November 3a, 1989 FASB and IACpA pronouncemmts. The ;bjective of
this Statement is to incorporate into the GASB,S authoritative Iiterature certain accounting and
financial reporting guidance that is included in the following pronouncements issued on or
before November 30, 1989, wich does not conflict with or contmdict GASB pronouncements;
1) Fi.ancial Accounting Standard Board (FASB) Statements and interpretalions, 2)
Accounting Principles Board Opinions, 3) Accounting Research Bulletins of the Amer;can
Institute ofCertified Public Accountants' (AICPA) Committee on Accounting proced,rie. This
Statement is effective for periods beginning after December 15,20 .

The jmpact ofthese statements on the Municipality's basic finarcial statements ha5 not yet been
determined.

2. DEPOSITS

The Municipality maintains its deposits ofcash in various commercial banks localed in puerto fuco,
GDB and CRIM. The balances deposited in commercial banl6 are insured by the Federal Deposit
lnsurance Corporation ("FDIC") up to a marimum of$250,000 per depositor.

Under the laws and regulations ofthe Commonweaith, public funds deposited in commercial banks
must be fully collateralized for the arDounts deposited in excess offederal depository insurance_ AII
securities pledged as collateral ar€ held by the agents of the Commonwealth,s Secretary of the
Treasury, in the Municipality's na$e.

The Municipality's banl( balance of deposiis with financial institutions is caiegorized to provide an
indication of the level of collateral Iisk assumed by rhe Municipality at June 30, 2OIO. Risk
caregories ar€ described as follows:

Category 1:

Category 2:

Category 3:

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

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

Deposit is uocollateralized; including any banl balance that is collateralized
with securities held by the pledging financial institution or by its trust
depafiment or agent but,tot in the Municipality's name.
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The carrying amount (book balance) ofcash at June 30, 2010 consists ofthe foliowing:

Tot ls

979,731 
',9,711

6.5r!,505 3,352,23{

I 6J71.6i0 335211{ U,G?.0l3 !,ll3jlr r 11,019,36.1

Cr6n irdm*i,i i,a.ti

Can b Mdirlbela

Ca[ idODB dCRIM E Gol

The Municipality's bank balances in commercial bank amounting to $1,351,856 at June 30, 2010
were tully collateralized (Category l). The bank batance of deposits in GDB and CRIM, which is
uninsured and uncollateralized (Category 3), amounted to $12,728,007 ai June 30, 2010.

3. MTTNICIPAL LICENSE TA.XES

The Municipaliry is authorized by Lak No. 81 to impose and colleci municipal license taxes cn all
trade or birsiness activities operaied b:v any natuml or legal person within the territorial area oi Santa
Isabei. This is a sell-assesseC tax generally based on the business volume measured by gross sales.

The Municipality establishes the applicable ta* rates. At June 30, 2010, the municipal tax rates
imposed by the Municipality ,Nerc 7.50yo for financing institutions and 0.30% for other types of
taxpayers. Any taxpayers that have been granted with partial lax exemptions under any of the
incentive tax laws oflhe Cornrnonwealth ultimaiely pay mr,raicipal license taxes at reduced tax rates,
generally between 60% and 90% uoder standard rates.

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

Ta,xpayers with a sales volunre o'$3 million or more must include audited llnarcial statemenb with
their tax retums. The tax can be paid by the tax?ay3r in t\{o eqiral installments due on July 15 and
January 15, subsequenl to the filing ofthe declaration.

The irst installmeni of the tax cove6 the six-month period ended December 31, subsequen! to lhe
filing date of the declaration, while the second installment of the tax covers the six-month period
ended June 30 ofthe subsequent calendar year. Ifa taxpayer elects to pay the ta.x in full on the filing

48



COMMONWEI'L'I H OF PUERTO fuCO
MT]NICIPALI TY OF SANTA ISABEL

i.lotes to Bas,.Jinancial Statements

date ofthe declaration (generally April 15), a 5% discount is Sranted automatically on the total ta_x

amount due.

Any municipal license taxes collected in advance (that is, pertaininglo a future period) are recorded

as f,efened ievenues. Defen'ed municipal ticense tax revenues recorded in the accompanying GwFs

and GFFS amounted to $965,3?9 at JJne 30, 2010, which represents municipal licenses collected in

advance for the taxable year 2010-2011.

4. PROPERTY TAXES

The Municipality is authorized by Law No 81 to imPose and colled personal and real.property taxes'

Under the laws and regulations oi the Commonwealth, personal propeny taxes can be imposed to any

natural or legal person-ihat al January 1 of each year is engaged in trade or business and is the owner

oapersonal property used in trade orbusiness. .

Personal property taxes are self-assessed by taxpayers every year gdnerally lsing the hook value of
p.,sonal p.op"rty ars"ts owned by the taxpayei at January 1 (assessment date) and reporting such

taxable value through a personal property tax retum filed on May 15 subsequent to the assessment

date- The total pers;nal property tax rate in force at June 30, 2010 was 8 53% (of which taxpayers

pay 8.33% anj 0.20% is riimbrvsed by the Department of Treasury) Real property taxes are

assessed by CRIM. The assessment on real propeny is made every January 1. and is based on

estimated ;urrent values ofthe property deflated lo 195? market pr'ces' The tolal real Foperty tax

rate in force at June 30, 2010 w;s i0.53% (of which 10.33% is paid by taxpayers and 0 20% is also

reimbursed by the Deparl'nent ofTreasury).

Residential real propety occupieal by its owner is exempt by law from Property taxes on the first

$15,000 ofthe assessed value 1at t95i market prices). For such exempt amounts, the D€partment of
Treasury assumes payment ofihe basic tax (4% and 60Z for personal and real pl^P:rly, resPectively)

to the Municipality, except for property asiessed of less than $1,500 (at 1957 market prices)' for

which no payment is made.

CRIM is responsible for the billing and collections of real and personai property taxes on behalf of
the Municip;ity- Prior to the begi;ing of each fiscal year, CRIM informs,the }4unicipality of the

estimated aEount of property tax expected to be collected for the ensuing fiscal yeat Throughout

the year, CRIM advance" tunas to tt'te Uuni.ipaliry based on lhe initial estimaled collections' CRIM

is riquired b5 larl lo prepare a sefllement staiement on a fiscal year basis whereby a comparison is

.ud" b"t*""n the amorlnts advanceC to the Municipality and amounts actually coliecled ftom

taxpayels. This seltlement has to be compleled on a pr;liminary basis not later than each Decembel

31.' Ii CRIM remits to the Municipality propeny tax advances. which are less th1,l the property tax

actually collected, an additional property tax receivable is recorded at June 30 However, if advances

exceeithe amount actuatty cottectea Uy Cnnr4, an intergovernmental payable is recorded at June 30'

Law No. 81 provides for the lery ofan annual special (ax of I 03% of the assessed value ofall real

-a fersonui p.operty not 
"ronerat"d 

from taxition. Such sPecial tax is levied and collecied by
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CRIM. Collections of this special tax are remitted to the Commonwealti's debt service fund for
payment ofdebtservice on general obligations ofthe Commonwealth.

In addition, I.50% of the total personal and real prop€rty tax€s collected by CRIM is restricted for
th€ 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 opeiatioriai
unit reported as an enterprise fund ofthe Commonwealth, which currently operates severll iretting

altematives 1o the ciiizens ofPuerto Rico. The Additional Lottery is required every year to distribute
a portion ol its excess ofrevenues over expenses as follows:

i. Thirty five percent (35%) of its net eamings (defined as the excest of.evenues over expenses

less an amount earmarked for the Fund for Rent and Home Improvement Subsidy Program for
the Low-lncome Qualirying Elderly) is earmarked to the mmicipalities of the Commonwealih, of
whicb a maximum of $26 million, on an annual basis, is distributed 10 the h4unicipal
Equalization Fund held by CRM to cover opeaating expenses and permanent improvements of
the municipalities.

ii. An additional amount not exceeding $16 million, on an annual basis, is dislributed to lhe
Municipal Equalization Fund, provided it is within the 35% conesponding to rhe municipalities
ofthe Commonwealth. Wh€n 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 Administratior\ a component unit ofdrc Commonwealth-

SALES TAX

On July4, 2006, the Govemor of Puerto zuco signed into lawthe Taxpayer Justice Act (Act
No.117, H.B. 2193). The new law imposes a municipal sales tax at a rate of 1.5% (effective July l,
2006) and the Conrmonwealth sales tax at the rate of 5.5%, with an effective date ofNovember l5-
2006. Conv€rsely, the Commonwealth of Puerto Rico eliminated the ercise tax of 6.6% on some
imports (taxes on cigarettes, liquor, and cars are still in effect) and implemented the sales and use tax
("sales tax") system. Accordingly with this law the municipal sales rax is administered at the Iocal
level, and the Commonwealth sales tax is administered thrcugh the Puerto Rico Tr*sury Department.
Consequently, separate registration and filing forrns are required ofretailers.

In fiscal year 2006-2007, the Municipal Legislature of the Municipality of Santa Isabel nPproved an

Ordinance establishing a citizenship contribution of 1.0% over all business or personal tr?nsactions

related to sale ol goods and/or services made on the Municipalities bounda es. The resources
collected due to this ta\ assessm€nt will be used in local activities like improvements in health

seflices, improvements in the control and management of solid waste disposal and recyclin8
programs, public improvements, improvements of public safety, and maintenance of all public
lacilities of the Municipaliry.



COMMONV,EALTH OF PTIERTO RICO
MI,'}IICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements

7, SALES TAX (CONTINUED)

Any persorl/corporation is required to register with each municipality in which it conducts
commercial transactions and in :be puerto Rican Treasury to ob;in ; Retailer,s Registiation
Certificate, exempiion certificates, and tax retums forms. Th; retailers are required to file and send
monthly sales tax retums by the 2oth day following the month in which the tax was collected.

Also, on July 29, 2007, the Covemor of pucrto Rjco signed into Law an aflendment of Act No. i 17,
H.B. 2193 krown as Act No. 80_ The most significani amendmenls were: first, to unifoln the tax
rate at_7qo :,fwtrich the municipalities wiil sollect l% and the puerto Rico Treasury Department the
othet 6yo, .05o/o of ihe 6% belongs to the municipality and it is distributed ttrou;h three sepaEte
firnds: Municipal Development lund, Munic;pal Redemption Fund and Municipil Improvemenrs
Fund; s€condly the establishment of a Local Commercial Rule and the eliminarlon of source and
nexus rules to impose the sale and use tax_

These funds .ire administered by the Governnent Development Bank for puerto Rico. Finally, the
Law restricts the use ofthe fitnds by the municipalities to certain speeific activities.

This Space Has Been Left Blank lntentionatty
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COMMONWEALTH OF PI]ERTO RICO
MT]I.{ICIPALITY OF SANIA ISABEL

Notes to Basic Financial Statements
June 30, 2010

6. DUE FROIATOGOWRNI,IENTAI,EMITIES

Intergovernmenlal receivables and payables recorded in the accompanying GWIS and GFFS arefollows:

Ihtergor*hne ntat E Gtuab ks:
Gmn 6 and conribul ion s

Pue]ro Rrco Powr A ul'ronrylpREpal
2009-2010 onkrbuuoi in hcd ofui

Pufflo Rr{Orfice ofde aommrsiono otvun,,Dsl AfEry
Lonmun[y Deve]opmenr Btock crdE promm

Pueno Rrco O.p:am.nr otl.bo, AcL No S'l
Pu.no Rico T@sury D€prnaent - Act. No 9 oflv,eh 9. 2009
Pueno Rico Tr.asury D.padmat - Acr No. 9 oa Mdch 9, 2OO9
Preno Ri.o Delannenr oaLlbor_ Act No 82
Pueno Rico Tr.dury Dep,rtm.nl Chi$ns bon6
Pucno Rim Adninkrario. for LtesatCare md

Dev.lopment oa Cnrkrcn

Tolri inrerBovemmenht rcc.i%bl6

ln tergo ! e m n. h b I p qa b le s :

Pu.no Rico Tr6ury D€pannql
Enploy.es Rdneme Synem otlheCoftnmentof the

ConmonMdrh of pueno Rico
Puerto Rico Depanmcnr of bbor
Pucno Rico Aqueducr and S.wer AudDrit,
Comnonkalth ofpueno Ri@ Esplo,€es Aseiorioh

Toht inreryolenmmlal lEyable

971.452-

,r,ooi

$ t,048,356

80t,578
165,111

108.914

lr5,t8l
78,119

43.214

151.642

--r,6ir6i

91tJ52

80r,578
165,7?l

108,914

I15,131
'18,179

\51542
2,514.019

$ 971,452

301,J78
165;111

I l5,l8l
18,1',19

151,647

$ rJr4.oD

$ 700,000

996,118

480.700

700,000

996,118

480.700

665250

?00.r67

996.778

665250

5 1,000,413 - t,000J28 51,000,428

Inlergovemmental receivables and payables represent the pending settlements ofthe aforementioned
rnrergovemmentat rmnsactions_

*"_,"l1lr: O*-tgT.Pueno Rico Depanmenr of Treasury _ Christmas bonus ($77,404) and
(Jv/1.452) trom PRTPA are recorded as defefted revenues in the governrnental funds statements
(general fund) since is not available as required by modified accrual biis of*""r.t;* 

_

This Space Has Been Left Btank lntentionally
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COMMONWTAITH OF PIJERTO RICO
MIJNICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30, 2010

,. T\TERFUND BAIANCES

On July 1, 2003 the Municipality adopted the provisions of Stalemenr No. 38, Certain Financial
Statement Note Discloswes, issued by the Go1)emtfiental Accotnting Standards Boafi. This
statement requires the disclosure of the flow of resources between funds and to assess the
collectibility ofinterfund balances. lnterfiInd balances at Jme 30, 2010 consisled ofthe following:

ODerad@ lr.$Ier-in:

Oprrriing r,nsac.s-rul: Debts.nh.ftrnd fuodr Toi.l

$ _ 
t60,250 $ r5,?3i $ 175,985

Torlr$160,250$15,?35$175.985

Capitll loDnljor
inDrovenenrbonds goro.nm.Dl2t

Oue/adv.nc.sro: G.ftral fund fuod fuods To..l

Nonmator sovmmental tunds
s , 11,684 378,s10 $ 390,194

454.695 454,695

rorar T---45l3qs ------- rrj34 -------iGii- -i--l]]i;I!!-

Ai June 30,2010 all amount! due to a$ong funds are considered collectible by the Municipality's
managemenl,

This Space Has Been Left Blank lntentionally
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COMMONWEALTH OF PUERTO PJCO
MUNICIPAIITY OF SANTA ISABEL

Notes to Basi.: Financial Sratement!
Julie 30, 20i0

8. CAPITAL ASSETS

Capital asset actjvity for the year ended June 30, 2010, was as follows:

Depreciation and amorlization of capital assets was charged to funclions/activities in the
accompanying govemment-wide statement of activities as follows:

qgqi4g!
Co$ b6sis of spnd ash, not strbjer

t. d.pr.ciation and adortiza!ionl

conslrkr'on ii p.ogr.s

Toral con t€5is of capilal ccri not
$bjet to d.pr*iar ion eddodizdrn

Cos b6si! of captral a$la nql.cr io
depreciationadeo ialonr

Buildinss, irEru.s and bnild.g imprcv.h.nts

La.d Improv.m.nB
Lic.n*dv.hi.l.s
Machinery ad.quipD.nt

ro &pr4arion dd amon 
'zar 'on

Toial cdr hasisof c,ptal 6ett

0 I,433,19t
3,359,337

1o,292.5-tg

r2.195,303

t.649,101

20,162.109

t 31.054,33?

5,2o0,000

.5.200.090

-11.026

-31.026

3,659.',}41

t.?r0,469

$ I r.r 11,655

Br,.... D.pr.riz.ionrnd
at Amorriz,iio.

Jun.10,2009 Erp.osi iir.:isrific,rions Jnr.30,2010
ACCUMULATED DEPRICIATION AND AMORTIZATION'

Buildines, simrr.s dd hoilding improv.n..rs

LandInprol.h.nrs
Liccns.d v.hicl.s
M.chi..ry dd .quipn.m

Toral a.c@'Jatcd rLpraiation tudano ialion

CAPITAL ASSEIS NET

Thc dcplcciarion.xp.r$ isd.Eil.d!s follow

wclfare od ho6ine asinuc.
Cdtre recreation sd.dEalion

Urbar ed cconomic dcvelopm.nt

To.al &pr.c'ar 
'on 

and doniztion .xp.ns.

r,tt0

-1,o36,354
]]9.930 11,026

6,1t9,2r9

32,571
3,u5

5.1



CO}IMON\I,EALTH OI PI,ERTO RICO
MTJNICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30,2010

9. EMPLOYEES RXTIREMENT SYSTEM

The Municipality's employees participate in the Employees' Retirement System ofthe Govemment
ofPueflo Rico and it5 lnstrumenta]ities_ (the '.System,'). The System. is the admi strator ofa multi-
employer cost-sharing (as related to the Municipality's reporting entity) defined pension plan
established by the Commonwedth. The System was created under Act. No. 447 approved on May
15, 1951, as amended, and became effective on January l, 1952. The Syslem covers all lcglLlaf
employees ofthe Commonweakh and its instrumentalities, the Municipality and other municilalilies
ofthe Commonwealth.

The System is independent, thus assets may not be tansferred to another system or tBed fo; any
purpose other than lo benefit each system's participafts. The System issues publicly available
financial reports that include its basic financial statements and required supplementary infonnalion
for each of them, including requircd six-y€ar t end information. Those repoft may be obtained by
writing to the administrator of the System.

The System provides for retiremen! d€th and disability benefits. Death and disabilily retirement
benefils are available 10 members for occupational and non-occupational dealh and disabiliiies.
Relirement benefits depend upon age at retirement and number ofyears ofcredited service Beneils
vesl after 10 years ofplan participation.

Retirement benefits are detemined by the application of stipulaled benefil ratios to the rnember's
average compensation. Average compensalion is computed based on the highest 36 months of
compensalion recognized by ERS. The annuity, for which a plan member is eligible, is linrited to a

minimum of$200 per month ald a maximum of75 percent oithe average compensation.

On Septenber 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System,
was enacted with the purpose of establishing a new pension syslen ("System 2000"). System 2000

became effective on January 1, 2000. Employees participating in the current system as ofDecember
31, 1999, had the optioo to either stay in the defined benefit plan or transfer to the new prcgmm.

Persons joining the governrnent on or after January 1, 2000, are the only required tc become
members olSystem 2000.

System 2000 is a hybrid defined contribution plar! also known as cash balance plan. Under this new
plan, there is a pool ofpe$ion assets, which will are invested by ihe System, together with those of
the crment defined benefit plan. The Commonwealth nor the Municipality will not guarantee

benefits at retirement age. The aruuity will be based on a formula which assumes that eacll year the
employees' contribution (with a minirnurn of 8.275 percent of the employees' salary up to a

ma-rimun of 10.00 percent) will be invested in an account which will either: (i) eam a fixed rate
based on lhe two-year Constant Maturity U.S. Treasury Note; (2) eam a rate equal to 75 percent of
the retum of the System 2000's investment portfolio (net of management fees); or (3) eam a

combination ofbolh altematives. Participants receive periodic account statemenls sjmilar to those of
defi ned contribution plans showingtheir accrued balances.



COMMO}I';.,EALTH OF PLERTO RICO
MLI}JICIPALTTY OF SANTA ISABEL

Notes to Basic Financial Statements
Juie 30, 2010

Disability pensions a.e not being granted under System 2000. The cmployer's contributions (9.275
percent of the employees' saiary which is applicable to the Municipality) will be used to tund the
curent plan,

System 2000 reduced the retirement age from 65 years to 60 for those employees who joined the
cunent plan on or larer January l, 2000.

Fundihs Policv:

Contribution requirements are established by iaw and arc as follows:

Municipality
Employeesl
Hired on or before March 31, 1990

Hired on or aft€r April 1, 1990

9.275% oi gross salarf

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

On Au8ust 12, 2000, Act No. 174 was approved to allow certain participants ol the ERS to be

eligible for early relirement upon attaining at least age 55 with 25 years of service, provided they
made ll'leir eleclion o.1 or before April l, 2001. Those who elected early retirement under this law
will receive monthly benefits of75 percent (if25 or more year ofsewice and 55, or 30 or mo.e years

or services and age 50) or benefits of65 percent (if25 years ofservice by less than age 55) oftheir
average compensat,on which is computed based on the highest 36 months of compensation
recognized by the System. ln these cases, the employer (including the Municipality) is responsible
for contdbuiing to the System the amount needed to cover the benefit payments and employer
contribution with respect to the participants covered until the participants reaches the norrnal
retirement age.

Historically, the Commonwealth has report€d the System as a single-employer plan (as relales only
to the financial r€porting entjty ofthe Commonwealth) in its comprehensive annual financial repon-
Accordingly, any actuadal deficiency that may exist ff arise relaled to the Municipality's
participating employees will be assumed by. the Colrunonweallh since the System. does not ailocate
any actuarial deficiencies pertaining to municipal employees participating in lhe System. The
Municipality is only required by law to make statutory contributions in the rates mentioned above.
As a resul! no nel pension obligation nor net pension assel that may be allocable 10 the
Municipality's participating €mployees, if any, has been recorded in the accompanying basic
fiiuncial statements.

Required conlributions for the fiscal year and two preceding years were as follows:

Type of
Contriburions io Retiremenl Plm

Jue30.2010 2009 Jue 30.2008
Reforma2000 LrB 441 Reloma2000 Refoma2000

$ 1r8,075 $82.474 s 29,26t $27,395
I r 1E.0,r5 $82,4t4 $29,265 $27_395
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COMMONWEAITH OF PUERTO zuCO
MI]NIC IPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30, 2010

10. LONGTERM DEBT

Th€ Municipality's Legislature is legally authorized to determine the contracting of debts of the
Municipality. Nevertheless, the Iaws and regulations ofthe Commonwealth also provide that:

. Direct obligations ofthe Municipality (evidenced principally by bonds and notes) are
backed by the full faith, credit and raxing power ofthe Municipality; and

. Direct obligations are not to be issued if the amount ofthe principal oi ar,d intercsr on,
such bonds and notes (and on all such bonds and notes issued theteafter) 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 Municipaliiy,
exceed I0 percent of the total assessed value of the property located wirhin th€
Municipality plus the balance ofthe ad valorem taxes in the debt service fund, for bcnls
payable to be repaid with the proceeds ofproperfy taxes restricted for debt se ice.

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be
sufficient to cover lhe projected debt service requirement. At JuDe 30, 2010, the Municipality is in
compliance with the debt limitation requirements. The general long-tem debt activity for the year
ended June 30, 2010 was as follows:

PEfuR@H,l 6!nDe 
^dfri 

e!.i (As)

t_121)1)

.! ltl9lll __l_:l!3ill _ll.gg!]L __!!i!gl _l_-l]!:c!
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COMMONWEALTH OF PLrERTO RICO
MLJI.{ICIPALITY OF SANTA TSABEL

Notes to Basic Financ;al Statements
June 30,2010

a) Bonds Pa! le

The Munic;pality issues general and special (public improvemenis) obligarions bonds and nores roprouoe ror the acqutsttion and consrmclion ofmajor capital facilities and equipment, as well as, to
cover certain operating needs. Bonds ajld notes payible at June 3e 20i0'is composed of the
followinB debts:

General and Sp€ci6l Oblisatiotrs:
$1.850.000 renl hond series of200l payable in annual insrallmenrs ranging
from $J0.000 to $ I40.000 rhrou8h Juty 2027. inreresr ranging 2.439o ro 6.5-0Zi

$730,000 rent bond series of2003 payable in ainual installments ranging from
$ I 0,000 to $55,000 through July 202 7, interesr rangi ng 2.43% to 6.5d%

$33,000 rent bond series of 1994 payable.in annual installments
$1,000 to $2,000 through January 2018. interesr at 4.5%

$205,000 rent bond series oi I 997 payable in amual irstallments ranging from
$5,000 to $20,000 through Juty 2022, interest.angi ng 4.87% to 6.56i.

$215.000 renr bond series of Ig94 payable in annual installments ranging from
55.040 to $l5.000 rhrough Jaruar) 2018, inleresr al 4.5%

$235,000 renr bond series of2OOO payable in anDual installments ranging from
S I 0,000 to $3 0,000 rhrough July 20 I l, interest rangi ng 2.7% to 7 .81i"

$324000 rent bond series of t 987 payable in annual installments ranging from
$7,000 to $23,000 rhrough January 201l, interesr at 5.OoZ

$36^1,000 reDt bond series of2003 payable in annual iDsrallments ranging f.om
$9,000 to $25,000 through July 2019, ioteresr at 5.0%

$230,000 rent bond series of2003 payable in annual installments ranging from
$9,000 to $22,500 through July 20 19, inrerest ran ging 4.50% to 6.Mi.

$580,000 general obligations bonds series of 2001 payable in semi annual
installmens ranging of$35,OOO ro $80,000 Orough Juiy10t0, interest ranging
from 5Yr to I Cto/^

$630,000 generai obligations bonds series of 1997 payable in semi anaual
installments ranging ofg1O,O00 to $60,000 rhrough iuiy 2020, inreresr f.om
4.7%to6.63Yo

ranging from

Outstanding
Amolrnt

$ 1,s80,000

625,000

16,000

145,000

10r,000

55,000

23,000

135,000

t75,500

80.000

430,000



COMMONWEALTH OF PUERTO RILO
MUNICIPALII Y OF SANTA ISABEL

Notes to Basia linancial Statemenrs
June 30. 20t0

$755,000 general obligation bonds series of 2001 payable in semi arl'lual
installments ranging of$5,000 to $65,000 through -tuiy ,OZS, lnt"."s.unling
from s\o to 7 -5o/o

$185,000 general obligation bonds series 2004 payabte in semi annual
installments ranging from $5,000 to $ 15,000 rhrough Juty 2028, interesr
'anginr 5.jva to 6-5Yo

$185.000 general obligation bonds series 2004 payable in se:ni annual
installments mnging from $5,000 ro $ 15,OOO ttlrougtr tuty 2028, interest
ranging 5.0Yo Io 6.0Yo

$55,000 general obligarion note series of 2003 payable in semi ennual
installments mnging of $5,000 to $10,000 rhrough July 2010, inrerest rcnging
trofi 5Yolo 6Vo

$300,000 general obligation bond series of 2001 payable in annual
inslallments ranging of $7,000 to $21,000 thrcugh ]iuly 2029, interest at 4.t5Vo

$1,410,000 general obligation bond series of 2006 payable in annual
installments ranging of $40,000 to $115,000 tirough July 2025, interest
ranging 5.321o 5.5Yo

625,000

155,000

155,000

i0,000

256,000

$2,690,000 geneml obligation bond series of 2007 payable in annual
installments ranging of $40,000 to $225,000 through July 2031, interesi ar
5.5%

$210,000 general obligation bond series of 2OO7 payable in annual
installments ranging of925,000 ro 935,000 through July 2015, interest at 5.5%

$745,000 Beneral obligation bond series of 2008 payable in annual
installments ranging of920,000 to $70,000 through July 2027, interest ranging
2.43Yo to 7 .0o/o

$5,356,000,000 general obligation bond series of 2008 payable in annual
installments mnging of $85,000 to $456,000 though July 2032, interest
t^nglng 2.43Yo to 7 .50o/r

$810,000 general obligation bond series of 2009 payable in annual
installments ranging of$5,000 to $70,000 through July 2034, interesi rang;ng
4."15o/o to 6.50Yo

2,s60,000

130,000

r,235,000

705,000

5,r 81,000

59
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$6,500,000 general obligation bond series of 2010 payable in amual
instaliments mnging of $60,000 to $915,000 tluough ,uly 2034, inreresr
ral]€ing 6.000/" to 7.000/" 6,500,000

COMMONWEALTH OF PTIERTO RICO
MLN.JICIPALITY OI SANTA ISABEL

Notes to Basic Financial Statements
June 30,2010

Total bonds

This Space Has Been Left Blank lntentiona y

$ 21,687,500

These bonds are payable &om the special ad valorem property tax of l.5O% and from the O 4% c1.
sales and use taxes collected by th€ Treasury Department on behalf of the Municipality, which are
restricted for debt service and transfered to the Govemment Development Banl( for p.Jerto Rico for
such pu,?oses.

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

The Municipality levies an annual additional special tax of l.5O% of the assessed value of peEonal
and reai property. The proceeds of this additional special 1ax are deposited in a sinldng furd
established at GDB whereby sufficient funds must be set aside to redeem the bonds in rninimurn
annual or biannual principal and interest payments. The proceeds ofthis special tax are recorded in
the debt service fund.

Interest rates on serial boods subject to variable rates are reviewed periodically by GDB and a.re based
on the fluctuation of GDB'S weighted avemge rate for its commercial paper prografi, not .o exceeal
8%. Under *ris prograrn, 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 Conmonwealth,s
lndustriai Incentives Act and qualify for benefits provided by the U.S. Intemal Revenue Ccde Section
936.
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COMMONWEALTH OF PT'ERTO RICO
MTJ'NICIPAIIIY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30,2010

Annual debt service requir€ments ofmatudty for bonds payable are as follo$,s:

June 30, IDterest Totat

2011

2012

2013

2!t4
2015

20t6-2020

202t:2025
2026-2030

2031-2035

538,000

557.000

555,000

59t,000
586,000

3,452,500

4,255,00A

5,470,000

s 601,172

1,364,253

1,353,984

1.317,21a

1,514.20',7

5,694,493

4,581,510

2,954.965

__29;324!_

$ 1,139,172

1.921,2s3

t,908,984
1,910,218

2,t00,207

9,146,993

8,836,510

8,424,965

6,631.97 5

-$__42,02027 
6

5,68i,00C
21,687,500

b) Noter Pcyable to Puerto Rico Treosury Depart nent

Lo4!_Ior_pevmgnr of_legsl senlemetrt - On December I, 2003 the Municipality obtained a loan
fiom-&e 

-Pxerlo 
Rico Treasury Depanment to pay a legai settlement. The fa;e amount ofthe loan

was )t,9rl,)46 at no rnteresr. Tfus nore has an impued interest rate of5.00% and was originally
recorded-at its present value of$1,509,718, net ofan unamortized discount of$411,g30, at iociption.
Ar,June J0, 2010, the oursrandinB principaltalance oft\is nore amounted to $610,810. The pri;cipal
and drscount aqoniz.alionmarurities are as follows:

27,827
20,571
13,327

_______9U11

c) Notes Pqable to CRIM

Act No. ,12 - Act No. 42 of January 26, 2()O0 was enacted to authorize CRIM to enter into a
{inaacing agreement of up to $200 mjllion, for ij ierm not exceeding 30 years. The financing
agrcement allows for the financing of a debt rhat tire municipalities of p;erto Rico have with CRIM,
arising from the final settlements of property tai advances versus actual collecrions through fiscai

Yerr€rdiog
Jutre 30.

20t1
2012
20t3
2014

Toral

Principal Discount
Totrl

$ 192,155
192,155
t92,155

-!____!12;!1

$ 164.328

171,578
178,828
96,076

s 610.810

6t



COMMONWEALTH OF PIiERTO RICO
MIJI.JICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30,2010

yea. 2000. The amounts that the municipalities wiil collect from the additional properly taxes
resulting liom the increases in the subsidy from the Commonwealth to the municipalities are
assigned through this law to repay such loan. The increase in this subsidy was the result of the
Public Law No. 238 ofAugust 15, 1999.

In additioq on lebruary 12, 2003, the Municipality entered into a repa),rnent agreement with GDB
and CRIM to pay off the remaining $559,133 ofexcess ofproperty tax advrnces through fiscal year
2000 and 2001. CRM retains the principal and interest from the property tax advances oa the
Municipality. The amounls retained by CRIM are remitted to GDB on July I of each year th.)ugi
lnly 1,2A32. The repayment agreement bea..s interest at vadable rates determined by GijE ?he
outstanding principal balances olthe note payable to CRIM amounted $497,100, at June JU, 2010-
The principal and interest maturities are as foilowsr

June 30. Principal

2011 $ 10,625 $ 30,596 S 41,221

2012 \\,292 29,928 41,220

2013 12,003 29,2t8 41,221

2014 12,756 28,465 41,221

2015 13,558 27,663 41,221

2016-2020 81,691 124,4)6 206,101

2A2 .2025 I10,7a7 95,318 206.105

2026-2030 t50,250 55,856 206.106

2031-203s e4,t38 8,9!3 _j!l!l_rrotar _!__-19!!q_ ______!3a37:_ -!___2n,41]_

This Space Has Been Left Blank lntentionally
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MIII.JICIPALIIY OF SANTA ISABEL

Notes to Basic linancial Statements
June 30, 2010

+' ""t"e "f 
d"llr" r oD April 22, 2002, the Municipalirv entered

lnto a lrnaDcrng agreement with CRIM in the anrount of $6gg,000 for the payment of delinquent
prop€ny tax accounr sold to privare investors. The financing agreement in the fo.m ofa line ofcredil
beanng rnt€rests ar_6 50oo during the first 5 years, and variable inrerests I25 points over LIBOR rare
dunng, thet,exr 25 lears. Ar June 10, 2010, the outstanding principal balances amounted to
$460,613. The principal and inreresr maturities are as follows:

Year €nding
Jura 30-

2011

2012
2013
2Dt4
2015

2016-2020
202.1-2025
2026-2030
2031-2035

Total

Prinripal

$ 20,937

20,937
20,937
20,93'/

104,685

104,685
104,685
41,873

$ 460,613

Pripcipal Interest

$ 28,653

27,348
26.046

23,442
9 7,6',/0

65.1I4
32,558
3,906

$ 49,590
48,285
46,983
45,681
44,379

202.355
169,799
13 7,243

-3 ?ro3r.

Total

!!!{!- On June 28, 200I, the Municipaliry entered into a financing agreement wilh CFJM foi fie
pa),rnent ofthe Municipality's share ofthe cost ofan information management system, acquired by
CRIM.on behalf of all municipalities, for the manageinent of a digital datibase of raxpayers
properties iocated in Puerto Rico. The face amount ofthe loaa was $181,113 and bears no intercst.
The note is payable in monthly insrallments of $2,024 through December l, 2Ol l. This note has an
imputed interest rate o15.95%. At June 30, 2010, the balanc; ofthis note amounted 10 $34,3?2. The
principdl and interesr malurities are as follows

Year endiug June
30 Total

20

2012
t,11s

35r 12,146

Toral $ 34,3 ,12

6

s 16,433



COMMONWEALTH OI PUERTO RICC
MUNICIPALITY OF SANTA ISABEL

Noies to tsasic liinancial Statehents
June 10,2010

d) Pue o Rico Powet Authotity (pREpA)

The Munjcipaliry indebtedness to PRIPA on the palment ofthe power utility for curreni fiscal year
that amount to $971,452. The ourstanding balance will be paid &om the pRIpA amual contribution
in lieu oftaxes during next fiscal year. Therefore, an account receivable of$971,4521o pREpA was
accrued in the GWFS and general fund at June 30, 2olo.The receivable in the general fund was
charged a8ainst deferred revenue because it was oot a current available financial resource at June 30,
2010.

e) Campensated Absences

At June 30, 2010, the liabiiity for conpeEsated absences is composed as followsi

Vacations and sick leave

Toial

.s!!-$3.r -.Is!el
s 359.845 51.309.845

Due withitr
One vear

s 950.000

$95!.000 sll9,E4, $1309a15

11. LANDFILL CLOSURE AND POSTCLOSI,]RE CARE COSTS OBLIGATIONS

State and federal laws and regulations require the Municipality to place a 6nal cover on its landfill
site when closed and perform certain maintenance and monitoring functions at the landfill site for 30
years after closure.Although closure and pcstclosue care costs will be paid only near or after the date
that the lan.:fill stops accepting waste. rhe Monicipality reports a portion of these closure and
postclosure care costs as an operating expense in each period based on ]andfill capaciry used as of
each statement of net assets date. The $1,393,700 reported as landfill closure and poslclosure care
liability at June 30,2010, represents lhe cummulative amount reported io da.€ uased on the
percentage used ofthe estimated capacity ofthe landfill. These amonts are based on what it would
cost to perform all closure and postclosure care in 2004. The closing date ofthe land{ill is the year
2014. Actual cost may be higher due to inflation, changes in technolo$/, or changes in rcgulalions.

12. COMMITMENTS AND CONTINGENCIES

Litisations

The Municipality is a defendant in a numbe. of lawsuits arising principally f.om claims against the
Municipality for alleged improper actions, and other legal matters thar arise in the ordinary course of
the Municipality's activities.

With respect to pending and tbreatened litigation, rhe Municipality has not repoded liabilities in rhe
general lund for awarded unfavorable judgment because ther€ is not liabilities with a fixed or
expected due date, which will require future available financial resources for;.r paymenl
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COMMONWEALTH OF PUERTO RICO
\A'NICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30,2010

It is management's opinion, based on the advic€ ofthe legal counsel, that lhe potential claims against
the Municipality not coyered by insurance will not materiaily affect the financial resources for its
payment.

Federul Pruerwhs

The rnunicipality participates in a number of federal financial assistance programs. These progra,is
are subject to audit on behalfthe grantors to assure cornpliance with gant provisions. Ifexpenditu'e5
are disallowed due to noncompliance with grant programs requirements, the Municipality may be
required to reimburse, these costs, to the $antor agency. It is the Municipality's liadagement
opinion, that any amount disallowed by federal agencies, will be immateriai to &e fina.ial
statemeots.

Comfiitments

The Municipality has reported, oulstanding encumbrances amounting to $134,315 in the general lund
a1 June 30, 2010. The municipality inte.ds to hoaor these encumbrances, wlrich will continue to be
liquidated under the curent year's budget during a lapse of period thal exlends into the subsequent
fiscal year.

This Space Has Been Left Blank lntentianally
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13. RXSTATEMENTS

During the currenl fiscal year, the Municipality revised its fund financial statements and its
govem,nent-wide financiai statements. which resulted in the reclassilication ol debi balance
previously reported as long term debt to fund liabilities, corection of balance of long term debl
balance .eported in the prior year govemment wide financial statements, andcorection of various
accounting errors and nmissions reported in the prior year govemmertd funds, principally in
intefund account balances and intergovemme0ial receivables account balances.

a) Govern,flental Fund Financial Statenenls

The following schedule presents a summary of the prior-period adjuslnents recorded in the
accompanying balance sheet govemmental fllnds, and reconciles the fund balances, as
previously reported by the Municipality at June 30,2009, to the beginning fund balances in the
accompanying basic financial statements, as restated:

COMMONWEr',LTH OF PI]FRTO RICO
MI]NICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30. 2010

Ihiorsov.rnn.nr,l funds

Goe6l s.die

t 2.503.425 1,946937

-!-2!e!!_ _-).s!2L

t 22t0,413 55t,612

6,593,693 711,914

_.!_.q,!!1J-ql _____leg!-

,,130,565 t 9.921,149

167,466

1.332.630 5 10.6392r5

lud

As pEviosly rcpotud in tn. audired

fin.ncial natnents ar rune 10, 2ur09

Addr(d.duc0: pno.ptriod adjushents

Torrl ad5 ar June 10, 2009, a rcs.r.d

As previously rcpon d rn $. aldir.d

filacial ,areri.nts ar Jue 10, 20m

add (deduc9: pnorDedod adjusheib
Tohl liibihi.s ar Iune 10, 200C,

- rJ34,63r 5 4,093,716

r5zrD 44 094 7.002.141

152.3?2 1.ta.725 J 11.100,359

As pEviousl) ftt,.ned r rh. aud .d

finmcial yarmeiB ar _run. 30.2co9 5 293,012

^dd 
4d.duc0 pno.p iodadjushmB (6.527.9a2)

Tobl aund 6arace ar Jui. 10. 2009.
6 resiar.d _jgE!!!L

1,393,!t5 4,340.!72 (2M,066) f 5,a22.6\3

Qr914l {1527e2) 653.02r (6.234,217)

t.t3tjrt ..t37,@0 r53e55 1 ar"6rrl

6.6



b) Govetw ent-Wide Financi4l Stateme s

The following schedule re€onciles the total net a,3set balanEe at June joj 2C09, ,j previously
reported by the Municipality, to the beginring net assets, as resiated in the accompanyi;g CWFS:

goverDmertal Tot3l
i.tiviti€s let assets

COMMONWEAITH OF P1JERTO RICO
MI}NICIPALITY OF SANTA ISABEL

Notes to Basic Fioancial Statements
June 30, 2010

As previously repofted in the audited
financial statements at June 30, 2OO9 S 2,925,730 $ i,g25,t3|
Add:(deduct): prior-period adjusr.nents 837,058 8i7,068

Tolal net assets at June 30, 2009,
as restated

14. SUBSEQUENTS E\,tsNIS

$ 3.762,798 S 3,762;798

On December 20, 2010 the Municipality,s Legislative branch authorized the issuance of$2,670,000
ofgeneBl obligation bond principally to finance debts with other governr-nental entjties and suppiiers.
The interest rate on the bond is prime rate variable plus 1.50 percent 6nd maturity dale is July a 2036.
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COMMONWEALTH OF PITERTO RICO
M1JNICIPALITY OF SANTA ISABEL

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

June 30, 2010

Budseted amounts

Acturl amounts Variatrce wiih
(budgetary firal budget -

Final basis) over(under)

Municipal lice.nse raxes

Sales and use taxes

Constiuction excise taxes

Intergove'nmenlal gra.ts and c4narbotions

Inaerest on deposits

Charges for services

Total revenues

Expenditues and encumbrances:

General govemment

Urbrn and economic developmenl

Health and sanitarion

Publi(. safely

Public housing and welfare

Cultu.e, recreation and education

Toral expenditures
Revenues over (unde,

expenditues dd encumbrances

Other financing sources (uses):

Transfer to other govemmental funds

total other financins sources (use,
Net increase (decrease)

in fund balance (deficit)

Origidal

$ t,800,026

t,168,220

1,396,104

2,495,000

4,065,754

40,000

20,000

1,800,026

1,168,220

1,396,700

2,495,000

4,065,754

40,000

20,000

4,t48,624

4.357,t86

582,929

683,068

4s9,320

63t,248

s 192,065

65.604

21,482

(2,047,827)

221.324

43,364

(4,r 96)

11,30190.000 90.000

I1,075,700 11,075,700

1.992.09t

1,233,824

1,421,182

441,173

4,287,078

83,364

15.804

101,301

9.581.817 (1,493.883)

644,t89

55.314

29,652

39.816

t79.'746

4.097,514

4,312,524

576,930

691,300

452,196

73t,91t

10,80,37s

2-t3,325

1,504,435

4.301,8',72

553,27',l

643,252

279,574

10.862,375

2t3.325

380,709 _-250,539
9,663,119 1,,!19,256

(8r.302) (294,627)

53.075(213;2s\ (213,32s) (160.250)

(213,325) (213.32s\ (160.250)

(24t552\ $ (241,552)
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COMMONWEALTH OI PTIERTO RICO
MI'NICIPALN'1' OI SANTA ISABEL

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

June 30,2010

Reconciliation of differencesr

SourceJinfl ows of fi nanciat resou.ces:

Actual amounts (budgetary basis)',avaitabte for appropriations,,

from tbe budgetary comparison schedule $ 9,j8t.S17
Differences - budgetary bas;s !o cA-Ap:

Differences in bases ofaccounlingj

GAAP adjusrnenr, to revenues j0,256
Total revenues reporred on the stat€ment of

revenues, expend;tures and changes in tund balances S 9,652,073

Uses/outfl ows of fi nancial resources:

Actual amounts (budgetary balis),total charges io appropnarions,' Rom

the budgetrry comparison schedute (inctoding other financing use,
Tining differences:

Current year encumbnnces recorded as expenditures for budgetary purposes

Prior year encumbrances recorded as expenditures for GAAP purposes

E tity differences:

Non-budgeted transfers to orhe. firds
Non-budgeted expenditures

Toral expenditurcs and other financingsources reported on rhe statement

ofrevenu€s, expenditures and changes in tund balanc€s

See acconpdying noles to financjal srarements.

$ 9,823,369

(i34,315)

455,155

15,735

208,762

--i l!!!!i!5
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COMMONWXALTH OF PUERTO RICO
MLINICIPALITY OF SANIA ISABEL

Notes to Budgetary Compafison Schedule- General Fmd
June 30- 2010

STEWAXDSHIP, COMPLIANCE AND ACCOUNTABILITY

A" Budsetarv Coptrol

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

The Municipality prepares its annualbud8et includingthe operations ofthe generalfund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i-e, pwchase
orders, contracls) are considered expenditures when incured. For G-A-AP reporling purposes,
encumbances outstanding at year-end are rcported as reseflations of irnd balances anC do not
constilute expenditures or iiabilities because the commitments will be honored du.ing the
subsEuentyear.

The unencumbered balance ofany appropriation at the end ofthe fiscal year will lapse at the end
ofsuch fiscal year. Otber appropriations, mainly capital project appropriations, are continuing
accounis for which the Mimicipal Legislature has authorized thar an unspent balance I;om the
prior year be carried forward and made available for curent spending.

The annual budget as presented in the Budgetary Comparison Schedule-General Fu l is the
budget ordinance at June 30, 2010 representing the original budget. There were no supplemental
appropriations for the year ended June 30, 2010.
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MUMCIPALITY oF SANTA ISABEL, PUERTo RIco

SCHEDULE oF EXPENDITURE5 oF FEDEML AwARDs
YEAR ENDEDJL\T ]0,2C]o

trederrl Grutrtorpass-Throug[

Crantorlprogrrm Title

U.S. DeDartmetrt of A aiculttrr.

_ Prograri

Passed llrough the P.R. Deparlnent of Education:

Child and Adult Carc Food Prrgram

Total U.S. Departme ofAgriculturc

U.S. D€prrtment ofEousing and Urbr[ Develoomept

Progran:

Direcl Program:

Section 8 Housing ahoice Voucl,€r

ProETam:

Passed tlrough the P.R. oflce of Commissioner of Municipal Affairs:

Community Dev€lopment Block Gant - Slate! Program

Program:

Passed tkoug dre P.R. Departsdent of Family:

Homeless Prevenlica and Rapid Re-Housing Progran (ARRA Flltrded)

Toial U,S. Deprrfine ofliousing and Urban Deyelopm€nt

U.S. Dcpartrhe ofEnergy

_ Program:

Direct Pro$ani

Eneqy Elliciency and Conservation Block cranr (ARRA Fmded)

lotrl U.S. Departm ofErcrgy

U.S. Deprrtneat ofEealth atrd flunun Seryices

_ Program:

Passed !.ruough the P.R. Admidst ation for Care and Int€gral

Development of Childhood (ACLDEI0

Ctuld Care and Developmed Block cant
Child Care and Development Block C'rant (ARXA Fundeo

Tolal U,S. DeprrtmeDt 0flleallh and Human Seryices

Federal

CFDA

Number,?
Pr$-Through

Graltort
Number

(Noh 4)

EIpeIditllres

(Note l)

10.558 N/AV

14.871

t4.223 VAV

14.262

81.12I]

32,022

372.141

I,0i7,i9l

r1.s0,l

l,r21.lJ8

8.500

$ 32,022

607,410

4.112

N/A

8,500

91.575

93.5t5

lli AV

N/AV
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MI]NICIPALITY OF SANTA ISABEL, PUERTO fuCO

SCHEDUE oF ExpENDrLrRrs oF FEDEML AWAR s
YLAR ENDED Jrr,t'JE i0,2010

Federal Gra or/Prss'Through

Gr3nlor/Progran Title

U.S. Deprrhmt of Eomeland S€curih

_ Prc$am:

Pfised trough the P.R. Govemor Audorizd Represeniative (CAR)I

Disaster Gants - Public l$sistance

Passed L,tough the Govemor offce - Public Security Afsils ofrce:

Nationai Incident Managemed System OuMS)

TotalU.S. Deprrtmerl 0f Homel.rd Secnrity

Total federrl arYards e4enditures

T[e sccomprnyiry notes are an integrel partofthissthedule.

Federal i'ass-Througb

CFDA Crartor's

N[mber Number Expenditur€s

fNorcl) ftore4l (\ote l)

i8,ll397.036 L AV

91.\11 N/AV 39.624

s 2,171.919
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MLI}iICIPALITY oF SANTA ISABEL, PUERTo fuCo

N'OTES TO SCHEDI]LE OF EXPENDITURES OF FEDEML AWARDS
.]'.AR 

ENDED JLJNE 30, 20I()

NOTE l: BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the
Mmicipality of Santa Isabei, Commoowealth of Puerto Rico (the Mmicipality) for lhe year ended June
30,2010. The Municipality's rcporting entity is disclosed in Note 1 io the Municipality's basic tuuncial
statements as of and for the fiscal year ended June 30, 2010.

The accompanying schedule ofexpenditures offederal awards is presented on the modified accrual basis

olaccounting.

The information in this sc redule is presented in accordance with the requirements ofOMB Circular A-
133, Audits of States. I rcal Governments, and Non-Profit Organizations. Tberefore, some amounts

presented in this scheJui. rnay differ from amounts presented in, or used in the preparation of, the basic

ft-.ncial statements.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNIING POLICIES

The accompanying Scheouie of Expenditues of Federal Awards is prepared from Municipality's
accounting iecords a.d is not intended to present financial position or the results of operalions. The

financial transactions are recorded by the Municipality in accordance \rilh the terms and conditions of ibe

granrs, which are consistent vrith accounting principles generally accepled in the Udted States of
irrerica" Expenditures are recognized in the accounting period in whicll lhe liability is incurred, if
measurable ol when actually paid, whichever occurs first.

NOTE3: FEDERAL CFDA NT,MBER

The CFDA numbers included in this Scheduie are determined based on the progr n nane, review 'f
grant contmct information and the Office of lvianagement and Budgefs Catalogue of Federal Domesdc

Assistance.

NOTE 4: PASS THROUGII GRANTOR,S NUMBER

State or local govenunent redistnbution of federal awards to the Murucipality, treated as if they wete

received directiy from the federal govertunent. OMB Circular A-133 requires lhe schedule io include the

nu." ol tl'r" pass ttrough entity ;d identirying number assigned by lhe p2ss ihrough entity for federal

awards recei;ed as a sub-recipienl Nur0bers identified as N/AV are nor available'

NOTE5: MAJORPROGRAMS

Major programs are identified in the Summary ofAuditor's Results Section of lhe Schedule of Findings

and Questioned Costs.

En-D OF n-OTES
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Msl{ooza c Relros
Contadorcs Pfblicos Autorizados, C.S.P

PO Bor 35 . Guayama, Pue.to Rico 00785

INDIPENDENT AUDITOR'S REPORT ON INTERNAI CONTROT O}'ER FINANCIAL
REPORTII,iG AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCLdL STATEMENTS PERTORMED IN ACCORDANCE wlTH GO1ERNMENT
AUDITING STANDAR}S

h,.i

rdE

To the lloDorable Mayoratrd
Memllers of the Municipal Legislatu.e
MUNICIPALIY oF SANTA ISABEL, P{,ERTo fuco

We have audited the financial statements nf the governmental activities, ,-ach major fund, and the

aggregate remaining tuDd information oi the N,lunicipality of Santa habel, Puerto fuco (the

"Municipality") as of and for the fiscal yeai ended June 30, 2010, which collectively comprise
Municipality of Santa Isatel's basic financial statements and have issued our repod thereon dated

December 29, 201l. We did not expressed an opinion on govemmental activiries financial statement

because the Municipalhy did not maintained adequate records regarding capital assets, accumulated

depreciatjon and related depreciation expense reported in the govedunental activities. Also, the report's

opinion on Fund Financial Statemenrs was adverse on General Fund because the Mun;cipality did not

recogrized in this tund Iiabilities normally paid in a timely manner and in tull 8om expendable available

financial resources. Moreover, tlrc rcport's opinion on Capital Irnprovement Bond Fund, Debt Service

Fund and the aggregate remaining fund informaiion was unqualified. Except as disclrssed in the preceding

senlences, we conducred our audit in accordance with auditing stanCards Senerally accepted in the United

States of America and the standards applicable to financial audits contained in Go\'ernment Auditing

Stardards, issued by the Comptroller General ofthe United States.

Intemal Control Over Financial Reportinq

In planning and performing our audit, we considered tire Municipality's intemal control over fi;'anoial

reporting as basis for desjgnin8 our auditing procedures for the purpose ofexpressing ou: rPillion on the

fi;ancial 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 oflhe Municipality's intemal contro! over financial reporting

our consideration ofintemal confol over financial reporting was for the limited purpose described in the

precediDg pam$aph and would not necessarily identify all deficiencies in intemal control over financial

reporting that might be significant deficiencies or material weak esses However, as discussed below, we

id;ndfied certain deficiencies in intemal control over fin&1cial reporting that we consider to be siglificant

deficiencies-
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INDEPENDENT AUDITOR'S RXPORT

A control deficiency e\igE when the design or op€ration of a control does not allow rnanag€men. or
employees. rn the normal course of perforrhing their assigned functions, to prevent or detect
mrsstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affectl Municipatity,s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with gene.ally accepted accountiflg principies such that there
is more than a remote likelihood that a misstalement ofthe Municipality,s financiai statemens that is
more than inconsequential will not be prevented or detected by the Municipality,s intemal control. We
consider the deiciencies described in the accompanyilg schedule offinding and questioned cosls to be
significant deficiencies in intemal control over financial reporting. Significant defiaiencies are described
in the accompanying schedule of findings and questioned costs as Iinding number 10-01, 10-02, 10-03,
l0-04 and 10-05.

A material weakness is a significant deficiency, or combination ofsignificant deficiencies, that resdts i,,
rx rre than a remote likelihood that a mat€rial misstatement ofthe financial statements will tur: be
prevented or detected by the Municipaliqr's intemal coDtrol.

Our consideration ofintemal control over financial reporting was for the Iimited purpose described in t,-i
first paragraph of this section and would not nec€ssaily identify ail deficiencie. in the internal confol
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant
defiiJ;-'ncies that are also considered to be material weaknesses. However, of the significant deficiencies
des.ibed above, we consider 10-01, 10-02 and 10-03 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assulance about whetber the Municipality's financiai statements are free
ol material misstatement, we peformed tests of its compliance with certain provisions oi laws,
regulations, contracts, and grants agreements, noncompliance with which could have a direct and m.terial
effect on the determination offinancial statement amounts. However, providing an opinion on compiiance
with those provisions was not an objective ol our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed instances ofnoncompliance or other matters that are reqiliied to
be reported under Gorerknent Auditing Standorfu and which are des-rib€d in the accompanying schedule
olfindings and questioned costs as findings 10-01, 10-02, 10-03, 10-04 and l0-05.

Municipaliq,'s response to the findings identified in our audi! is described i& lhe accompanying schedule
offndings and questioned costs. We did not audit Muricipality's rcsponses and, accordingly, we express
no opinion on them.

This report is intended solely for the information afid use of tle management, Mrmicipat Legislalure.
Office olthe Commissioner ofMunicipal Affairs, federal awarding agencies, state funding agenci.s, and
pass-through entities, and other regulalory agencies, and is not intended to be and should no1 be used by
anyone otherthan ihese specified parties.

fufu.*q*fu*J.Pnu
CERnFED PuBLlc Accor.rNTANrs, C. S.P.

Guayama, Puerlo Rico
December 29. 2011

Slrnp nunbe12573l53rrs
rfrx.d to theorigitr,l olthi! report.
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MBNoozacRalaos
Contadores Priblicos Autodzados, C.S.P

PO. Box 35' Gxal' a, Plerto Rio 00785

INDEPENDENT AUDITOR'S R"EPORT ON COMPLIANCE WIIH REQUIREMENTS
APPLICABLE TO EACH ]\{AJOR PROGRAM AND ON INTERNAL CONTROL OITR
COMPLL{NCE IN ACCORDANCE WITH THE OMB CIRCULAR A.133

lJm
i::i

To the Holorable Mayor and
Membcrs of the l\{uniciprl Legislature
MUNICIPALITY oF SANTA IsABEL, PUERTo fuco

Compliance

We have audited the compliance of the Municipality of Santa Isabel, Puerto Rjco (the "Municipality")
with the t,?es of compliance requirements described in the U. S. Offce of Management and Budget

(OMB) Circular A-133 Compliance Supplement that are applicable to each ol its major iederal progams

for the year ended June 30, 2010. The Municipality's major federal programs are identified in the

summary of auditor's results section oflhe accompanying Schedule of Findings and Questioned Costs.

Compliance with the requirelnents of laws, regulations, contracts and gBnts applicable to each of its
major federal programs is the responsibility ofrhe Municipality's management Our r€sponsibility is to

express an opinion onthe Municipality's compliance based on our audit.

We conducted our audit of compljance in accoldance with auditing standards Senerally accepted in the

United States of America; the standards applicable to financial audits conl^ined in Go1'ettment Auditing

Srardaldr, issued by lhe Comptroller General of the United Stat€r: and OMB Circular A-133, Audits of
States, Local Governments, and Non-Proft Orgamzat ors. Those standads and OMB Circular A-113

require that we plan and perlorm the audit to obtain reasonable assurance about whether noncompliance

wiih the rypes oicompliince requirements refened to above that could have a direct and material effect

on a major federal proglaft occuded. An audit includes examining, on a test basis, evidence about the

Municipriry's compliance with those requirements ard performing such others prccedures, as we

consideied necessary in the circumstances. We believe that our audit provides a reasonable basis for our

opinion. Our audit does not provide a legal detennination on the Municipality's compliance with those

requirements.
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INDEPENDENT AUDITOR'S RNPORT

As described in the accompanying Schedule ofFindings and euestioned Colts, the Municipality did not
comply with the requirements that are applicable to its majorplograms, as follows:

Number
Compliance Requirement Major P.ogram

r 0,06
t0-07
10-08
10-09
10,t0
t0-t l
t0-12
l0-13
l0-I4
10-15
r 0,16

t0-t7
10,18
10,19
10-20
10-21

Fiscal Requirements
Reponing

Equipmenl And Real Property
Cash Manag€me.l
Davis-Bacon Acr

Special T€st - Project Docunentation
Fiscal Requilements

Activies Allowed
Cash Managemenl

Eligibi,ity
Special Test-HA? and Negative Rent

Payments
Special Tesi-Waiting List

Spec;al Test - Depository Agreemenr
Fiscal Requirementr

Program Income
Equipment And Real Property

Community Development Block Grant / State's Program
Commudty Development Block Grant / Stale's Prosram
Community Development Block Gmnt / State's P.ogram
CommunityDevelopment Block Crant / State's Program
Cornmunity Development Block Grant / Srat€'s Program
Community Developrnent Block Grant / State's Program

Section 8 Holsiag Choice Vouchers
Section 8 Housing Cl,i':e Vouchers
Section 8 Housing Choice Vouchers
Section I Housi"g Choic€ Vouchers
Sectioi I qousins Choice Vouchers

Section 8 Housing Choice vouchers
Section 8 Hcusjng Choice Vouche.s

Child Care and Developmenl Block Grant
Chjld Care and Development Block Grant
Child C&e a.d Development Block Grant

Complianc€ with such requirements is necessary, in our opinior! for the Municipality to comply with the
requirements applicable to such progmms.

In our opinio.,, except for lhe noncompliance described above, the Municipality complied, in all material
respects, with the rcquirements teferred to above that are appiicable to each of its major federal programs
for the year ended June 30,2010.

Intemal Control Over Compliance

The management ol the Municipality is responsible for establishing and maintaining effective intemal
control overcompliance with requirements oflaws, regulations, cofltncts and grants applicable to federal
programs. ln planring and performing our audi! we considered the Municipality's intemal control over
compliance with the requirements that could have a direct and material effect on a major lederal program
in order to detemine our auditing procedures lor the purpose. of explessrng.our oDinion on compliance,
but not for the purpose of expressing an opinion on the effectiveness of intemal confol over compliance.
Accordingly, we do not express an opinion on tlle effectiveness of Municipality's intemal control over
compliance. Our consideration ofintemal control over compliance was for the limited purpose described
in the preceding paragraph and would not necessarily identif) all deficiencies in the entity's intemal
control that might be significant deficiencies or material weaknesses as define,l below. However, as

discussed below, we identified certain deficiencies in intemal control over rompliance that we consider to
be signjficant deficiencies and a material weaknesses.
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INDEPENDENT AUDITOR'S REPORT

A ^ontol deficiency i. a,i entity's intemal control over compliance exists when the design or operation of
a (.onlrol does not allow management or employees, in th; normal cours€ of perform;g their assigned
fur-ctions, 1o preveni or detect noncompliance \ryith a type ofcompliance requir#ent ofa iederal profram
on e timely basis. A significanl deficiency is a contro] deficiency, or combination of control deficiencies.
that advercely affects Municipality's abirity to administer a federal program such that there is more than a
remote likelihood lhat noncompliance with a gpe of compliance riquirement of federal progftm that is
more than inconsequential will not be prevented ot detecaed by the Municipality,s intemal control. We
consider the deficiencies in intemal control over compliance described in thi accompanying schedule of
findings and quesrioned cosrs as findings iO-06, tO-08, 1O-09, 10-10, i0-l l, tO-12, iO-t:, tO-l+, tO-tS,
l0-17. I0 1q. l0-20and I0-21 lo besignilicanr deficiencies.

A material weakness is a signjficant deficiency, oI combination ofsignificant deficiencies, that results in
rlcrc 'l:'-;n a remote likelihood that material noncompliance with a type olcompliance requirement ofa
iederal program will nol bt prEvented or detected by Municipality,s intemal control. Of the significant
deficiencies in intemal corirol over compliance described in the accompanying schedule of finding and
questioned costs, we c),rs,:l)r items 10-06, 10-08, 10-09, l0-10, I0-11, 10-12, 10-13, 10-14, IO-15, t0-
17. '0-l9, 10-20 and 10-21 to be material weaknesses.

Municipality's responses to the findings identified in oUI audit are described in the accompanying
schedule offindings and quesdoned costs. We did not audit Municipaliry.s response and, accordingiy, we
express no opinion on thern.

This report is intended solely lor the information and use of the Municipal Legislalure, management,
Ofnce ofthe Commissioner oaMunicipal Affairs, federal awarding agencies, state funding agencjes, and
pass-ftrough entities, and other regulatory agencies, and is not intended to be and should not be usel by
anyone other than these specified parties.

uhn&,qgforre)coUt=
CERTIFIED PI,BLIC Accot]NTANTs, C,S.P

Guayam4 Puerto Rico
December 29. 201l

Stanp rumb.. 2573I54 ers
riIx.d to tb.originrlof this repo.t
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MLT,\ICIPALITY OF SANTA ISABEL, PUERTO RICO

SCMDULE OF FINDINGS AND QUESTIONED COSTS

FoR rHr FISCALYEAR EpgqME l!!lq]g 

-
Financial Statements

Type ofauditors' report issued:

Intedal control over financial repodng:
. Material weakness (e, identified?

c Sienificanl deficienciel identified thal

arJnot con<idered to be matenal \ eakness les):

Noitompliance material to inancial statemenis noted?

Federal Awards

Intemal control over maior progflIms:

. Material weakness (es) identified?

o Sisnificant deficie.cies identified that

ari not mnsidered to be material weakness (es)?

Type of audilors' repo,1 issued on compliarrce for

Major PrograrG:

tr Unoualified opinion for Capital

improvement bond fund, Debr Service

Fund, and the aggregate remarmng

fund information
tr Qualified Opinion for govemmenF

wide fl nancial statement

El Adverse OPinion for general fund

E Disclaimer of OPinion on

Gover. mental Aclivities

I Yes

B Yes

E Yes

trNo

E None Reported

trNo

Th. Municipality's major programs lvere:

CFDANumber

EYes trNo

E Yes E None RePorted

E Unqualified Opinion
B Qualified OPinion

E AdverseOPinion
E Disclaimer

Name ofFederal Program

An\ audil findinqs drsLlrsed Lhat are required to be reporled

i. i*"'a."|" " 
iir, sfor") oMB circular A- lll1 I Yes ENo

14.228
14.8',7 t
93.575

Dollar threshoid used to distinguish between

Type A and TlPe B Programs:

Auditee qualilled as low-risk auditee?

Community DeveloPment Block Cmnt

Section 8 HousingChoice voucher:

Child Care and Development Block Grant

$300,000

EYes 8No
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MUNICIPALITY oF SANTA ISAIEL, PUERTo RIco

SCHEDULE OF FNDINGS AND QIJXSTIONED COSTS
FOR TIIE FTSCAL YEAB ENDED nrN-E 30, 2010

FINDING

CATEGORY

TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

l0-01

N$TERNAL CONTROL \ COMPLIANCE

FD(ED \ CAPITAL ASSETS AN'D EXPENDITURES -SUDSIDIARY LEDGER

The Municipality has not maintained complete and adequate
records in order to obtain suffictent, competent evidentiai matter
with respect to the Capital Assets reported in govenrenr.l
activities and, accordingly, the amount by which this departure
would affect the assets, net assets, and exp"nses of the
govemmental activities is not determinable_

Chapter IX, Afiicle 9.002 of State Act Number 8l ofAugust 30,
l99l states that the municipality should maintain updated property
accounting records. Also the GASB Statements No. :4 Bo.;"
financial Statehents ond Management's Discus:ion a4d
Anolysit - Ior State and Local Goverhments require that all capital
assets. including infiastructure. must be presented in .he
Statements ofNet Assets and tlat these assets must be depreci.lted
during its useful life. Furthermore provisions of GASB Siatement
No. 42, Accounting dnd Fihancial Reporti\g of lhlpa;rmenh of
Clpita! ksets and for Insurance Recoieries, requires the
Municipality to evaluate prominent events or changes in
circumstances affecting capiial assets to determine:vheiier an
impairment ofa capital asset has occurred.

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

The Municipality's Govemment Wide Financial Statements do not
present fairly, the finaocial position ofthe govemmental activities.
and the change in financial posilion oflhe \4unicipaliry.

RECOMMENDATION We recommend that rhe Municipality should coniinue the
compilation of documents to support the value, completeness and
ownership ofits capital assets, to comply with the requirements of
the CASB Statement No. 34 and GASB No. 42.

QLIESTIONED COSTS NONE

MANAGEMENT RESPONSE AND

coRREqrrvE acfloN PLAN Cunently the Municipality,s Finance Department staffs continue
updating the capital assets subsidiary ledger in order to comply



MUNICIPALITY OF SANTA

SCHEDULE OF FINDINGS AND QI]ESTIONED COSTS

FOR THE FISCAL YEAR ENDED JLNE 30,20IO

10-01 (Continued)

with GASB No. 34 capital assets requirements for the fiscal year

ended on June 30. 2012.

Implementation Date: June 30,2012

Responsible Pe6on: Mrs. ln'na M. Vargas

Finance Department Director
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Mtl.JlcrpAlrry oF SANTA ISABEL, PUERTo IUco

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDEIJ JI,T.IE 30, 2OI O

FINDING

CATEGORY

TOPIC SENTENCE

CONDITION

l0-02 (Continued)

INTERNAL CONTROLS \ COMPLIANCE

ACCOUNTING SYSTEM

The accounting system and manuals used by the Municipaliq, to
account and register the financial tmnsactions during the fiscal
year does not provide for the summarization of transactions that
permit the prepamtion of Municipality's financial statements in

coniormity with the Ceneral Accepted Accounting Principles of
the United States ofAmerica (GAAP).

According to Anicle 8.010 (a) and (b) of Law Num. 8l for the

Municipalities of Puerto Rico, the computerized system and the

procedures of accounting and propeny will be desi8led to allow
the Municipality to carry out its functions, at the same time as they

serve to maintain an uniform and coordinated accounting, which
should provide a complete picturc ofthe {inancial operations ofthe
Municipalify and the necessary financial information that assist the

N4unicipality Legislature, the Govemot and the Secretary of the

Puerto Rico Treasury Department in the periormance of its
respective responsibilities. MunicipalitiQs accounting wiil be based

on funds, Generally Accepted Accounting Principles and the

requirements established by the Govemmental Accounting

StandarC Board. Also the pronouncements of the National

Committee on Govemmental Accounting 3nd the "Blue Book" will
be used to design municipalities' accounting systems and fiscal
procedures.

Municipality's accounting system and fnancial reports are subject

to State's agencies requirements which does not allow nor provide

the Municipality with the necessaiy. too ls, .ep3 ble .of recapturing

the financial information and provide financial statements.

The lack of an adequate accounting system which can capture all
the financial information and in order to generate Municipality's
financial statements for each fiscal year affects the Municipality
ability to measure: the financial aDd nonfinancial performance 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 malrner.

CRITERiA

CAUSE

EFFECT
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MLNICIPALITY oF SANTA ISABEL, PUERTO fuCO

SCIIEDULE OF FINDI^-GS AND QI,ESTIONED COSTS
FORTHE FISCAL YEAR ENDED JIJ}{E 30,201O

FNDING

RECOMMENDATION

QUESTIONED COSTS

MANACEMINT RESPONSE AND

CORRECTIVE ACIION PI"AN

10-02 (CoNrrNUf,D)

Sound decisions on the current results and futLre direction of vital

progums and policies are made more difficult without timely,

reliable and useful financial performance information.

The Municipality should establish and implement the necessary

measures that allow the summarization ofthe financial transactions

in order to prepare the financial statements in conformity with

GAAP.

None

The Municipality maintains two set of acijounting records; a

manual system and a uniform computerized accounting system

provided in the past by the Office of the Commissioner of
-lt4unicipal 

Affairs (OCAN4) to all of the municipalities of Puerto

Rico (as required by Law No. 8l). The manual system is the

primary financial records lor financial statements preparation

purposes at the end of each fiscal year due to the fact that the

iomputerized system real accounts balallces carried forward from

prioi 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

informition 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 Ceneral Ledger; b) Cash Disbursement Books - To

iecord all cash disbursements made by ihe 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 aad Contracts Registers -
To record purchase orders and contracts issued against the

budgeted amounts for each account or furd.

We are considering altematives to for the acquisjdon of flew

accounting software, and therefore, we will hope to solve our

accounting system condition in a near future.

lmplementation Date: June 30,2013

Responsible Person: I\4rs. Irma M. Vargas

Finance Department Director



MUNICIPALITY oF SANTA ISABEL, PUERTO RICO

SCMDULE OF FINDINGS AND QUESTIONED COSTS

tOR'I'I{E FISCALYEAR ENDED JL]']"IE 30,201O

FINDING

CATECORY

TOPIC SENTENCE

CONDITION

10-03

INTERNAL CONTROL/COMPLIANCE

LIABILITY RECOGNITION

The Municipality did not recognized in the General Fund liabilities

by $1,270,698 that are flormally paid in a timely manler, and in

full, from expendable available financial resources. Instead, these

liabilities wire recorded as long term liabilities in the

povemmental activities in the accompanying statement of net

assets.

GASB Interpretation No. 6, Recognition and Measurement of
Certain Li;bilities and Expe ditures in Gowr menlal Fund

Financial Statenents state that liabilities that govemments

normally pay in a timely manner and in full lrom expendable

availabli financial resources should be recognized when incuned,

without regard to the extent to which resources are currcntly

available to liquidate the liability.

These liabilities were recorded as long term liabilities in the

govemmental activities in the accompanying statement of nel

issets based on the management asseftion 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 Jo rot present fairly, the financial position and

the change in finartcial position thereof, for the year then ended'

Liabilities that the Municipality normally psys in a timely manner

and in full ftom expendable available financial lesources should be

recognized when irlcuned irl the govemmental funds

None

As discussed in Note 13 in the accompanying Basic Financial

Statements. the Municipality Legislative branch authorized the

issuance of$2,670,000 ofgeneral obligation bond after year ended

on June 30, 2010 principally to finance debts ofthe General Fund

with other govemmental entities, services providers, suppliers and

contractors pending at June 30, 2010.

Implementation Date: December 201 I

Responsible Person: Mrs. Irma M. Vargas

Finance Department Director

.RITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT N.ESPONSE AND

CORRECTIVE ACIION PLAN
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Mtt{rcrpAlrry oF SANTA ISABEL, PTJERTo Rlco

SCHEDULE OF FINDINGS AND QIJESTIONED COSTS
FOR THE FISCAL YEAR ENDED ]IJ\'E 30, 20 10 -'
FINDING

CATEGORY

TOPIC SENTENCE

CONDITIONS

10-04

INTERNAL CONTROL \ COMPL1ANCE

INADEQUATE E)CENDITI,'RES PROCEDURES AND

CONTROLS

Municipaiity's expenditures procedures and controls were

inadeq,-rate. Among 40 payment vouchers examined we lound the

following defi ciencies:

. Twenty-nine checks were not provided fbr examination'

. Three payment vouchers and related supporling documentation

were not provided for examination.

. Twenty-five payment vouchers and supporting documents were

not cancelled once the payment was made.

o [n three cases the purchase orders regarding goods and sen'ices

were issued after the goods and services were received'

' Three payment vouchers examined did not include evidence

regarding the quotation prccess or the evidence included was

incomplete.

' In one of the pa)T nent vouche$ examined, the invoice was n:t
included as part ofthe suppoding documents.

. In one ofthe payment vouchers examined, the purchase order

was not included as palt ofthe suPporting documents.

According to Article 8.005 of LawNurn. $i for the Llunicipalities

of Puerto Rico the Mayor, the functionades and employees in

which this one delegates aod any authorized representative of the

same or the municipality, will be rcsponsible for the legality,

exactitude, property, necessity and correction of all the expenses

that are auihorized for the payment of any concept Also, lhe

Chapter IV of the Regulation for iuunicipal Administraticn states

the procedures and controls that should be obsewed by the

Municipality regarding the expenditure cycle.

The Municipality has not properly established the prccedures and

intemat controls to bc follow€d regarding the request, order,

payment and other related procedures regarding the expenditures

cycle.

CRITERIA

CAUSES
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SCIIIDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JT,INE 30, 2O1O

FINDI}{-C

EFFECI

l0-04 (CONTTNUED)

Absence of such procedures and controls could lead to approval

and disbursement of improper payments and other enors, and

prevent them Ilonl being detected.

The Municipality should establish proper internal controls and

procedures regarding the expenditures cycle and assure compliance

with those procedures and controls through adequate supervision.

None

We will improve our purchases and expenditures procedules in

order to corect the Conditions reported by the Extemal Auditors,

providing technical trainirg to the Finance Department Staff and

increasing supervision on such procedures.

lmplementation Date: December 2011

Responsible Person: Mrs. Irma M. Vargas

Finance DePartment Director

RECOMMENDATION

QUESTIONED COSTS

M llAaFr',lENT RESPONSE AND

CCIIRECTIVE ACTION ILAN

86



MUNICIPALITY oF SANTA ISABEL, PUERTo PJco

SChEDULE OF FTNDINCS AND QT]ESTIONED CCISTS
FOR THE FISCAL YEAi ENDEj:, JIJNE 30, 20 I 0

FINDING

CATEGORY

TOPIC SENTENCE

CONDITTON

l0-05

I}.ITERNAL CONTROL \ COMPLIANCE

INTERNAL CONTROLS DEFICIENCIES REGAR.DING
REVENUES\COLLECTIONS CYCLE

Municipality's collections procedures and controls were
inadequate. Among 40 collections receipts examined we found the
following defi ciencies:

. Since Fehuary ,010, the intemal controls over the cash
collections were not adequately followed. This situation
prevents us fiom fracing the collection to the bank statement in
l2 out of40 cases.

. In 6 out of 40 cases the evidence of documeots related to
collections uas not available lor our revie\-\.

According to Articie 8.010 (d) of Law Num. 8l lor the
Municipalities ofPuerto Rico, the procedures for the coliection and
deposit of municipal funds should have sufficient and adequate
controls in crder to prcvent inegularities or to allow the detection
and establishment of responsibilities, if such in-eguiaritj€s arc
committed. Also, the Chapter III of ihe Regularion ior lvlunicipal
Admini3tration states the procedures and controls that should be
observed by the Municipality regarding tt" revenue and collecdon
cycle.

The Municipality is not properly following rlle established
procedures and intemal controls regarding the revenues and
collections cycle.

Absence of such procedures and controls could lead to errors and
inegularities during the collection process and prevent them from
being detected timely.

The Municipality should establish proper intemal controls and
procedures regarding the revenue and collections cycle and assure
compliance with those procedures and controls throl,gh adequate
supervision.

NONE

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

87



MUNICIPALITY OF SANIA ISABEL, PUERTO RICO

SCIIEDULE OF FINDINGS AND QT'ESTiONED COSTS
FOR THE FISCAL YE-{R ENDED JINE JO, 20IO

FIN'DING 10-05 (CONTINUED)

MANAGIMENT RESPONSE AND

coRREcrrvEAcrloN PLAN We will improve our collections procedures in order to coffect the

Conditions reported by the Extemal Auditors, providing technical

training to the Finance Department Staff and increasing

supervision on such Procedures.

Implementation Date: December 201 1

Responsible Person: Mrs. Irma M. Vargas

Finance Department Dilector
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MLNICIPALITY OF SANTA ISABEL, PUERTO fuCO

SCIIEDUI.E OF FINDIN-CS AND QIJESTTONED COSTS

IOR THE FISCAL YEAR ENDED ruNE JO,2O1O

FIND]'NG

FEDER\L PROGMM

10-05

COMML]}JITY DEVELOPMENT BLOCK GMNT/STATE'S

PROGRAM (CDBG) (CFDA NO. 14.228) DEPARTMENT OT

HOUSING ENO UNAA.N DEVELOPMENT PASS THROUGH

STATE-OFFICE OF COMMISSIONER OF N4TNICIPAL

AFFAIRS

IN TERNAL CONTROL i COMPLIA\CE

FISCAL REQUIREMENTS

INADEQUATE FISCAL CONTROL AND LACK OF

ACCOUNTING RECORDS

Municipality's Community Development Bicck Grant Program

does not maintain accurate and complete accounting records'

Prooer accountinq Dolicies regarding rerenue recognilion'

exoendjtures. u.r"L, iiubiliti", and fund balance are not being

foilowed. MonLh-end and year-end closing procedures $ere not

Derformed according to Program s federal regulations' These

lituarions cause that general ledger accounls $ere nol in balance as

ofJune 30,2010.

As stated in 24 CFR 982.158(a) the IHA must maintain complete

and accumte accounts and other records for the program in

accotdance with HIJD requiaements, in a manner that perr'lits a

speedy and effective audit. In addition, 24 CFR 92'20(b)

estabiishes thar the financial management systems of other

grantees and sub$antees must eet the following standards: (1)

i.""*^t., 
"orr"nt] 

rnd complete disclosure ofthe financjal results

of financially assisted activities must be made in accordance with

the financiai reporting requirements ol the gant o' subgrant; (2)

sranLees and suteranGes must mainlain records which adequately

iaenrify ttre soirce "nd 
apPlication ot fund' provided for

financially-assisted activitiea. These records must contain

information pertaining to grant or subgBnt u\vglqt.-. Td
authorizations, obligations, unobligated balances, assets, liabilities'

nurlavs or exoendiiures. and income: (31 fffectire control dnd

accounrabiliw musl be maint3ined for all granl and subgrant cash'

real and personal property, and other assets

The Municipality's and Program's management have not

established th; procedures and adequate intemal controls to ensure

the adequate re;ording of all related financial information'

CATEGORY

NONCOLvPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE
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SCHEDULE OF FINDI}IGS AND QUESTIONED COSTS
FOR T}IE FISCAL YEAR ENDED JIJNE 30, 20 I O

FINDING

EFFECT

10-06 (CoNTTNUED)

These conditions inhibit the Munjcipality from having current
accurate and reliable financial reports and information necessary

for management to take efficient and effective actions, including
corective 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.

The Municipality should cstablish a plan nd implement the
corresponding intemal controls to ensurc that ali Program's
tmnsactions anC activities are properlv:ejorded and fairly
presented in accordance with progmm requircrnents.

None

AII ofthe CDBG Program accounting transactions has been posteci

in the Fund 70 of the Unilorm Computerized Accounting System
(SUCM, by its acronyms in Spanish) provided by the Office ofthe
Commissioner of Municipal Affairs (OCAM) to all of the
municipalities of Puerto Rico (as requi.ed by Law No. 81), but due
to the fact that the SUCM real accounts balances caried forward
from prior years were affected'by accou[ting erron in '.he first
years ofthe system operation, the real accounts balances could be
aflected by such enors. We believe that for operational ?nJ

budgetary purposes, the financial information provided by the
SUCM provides cunent accurate and reliable financial reporrs and
infomation necessary for management to tal(e efficient and

effective actions. But, in order to maintain accounting records
exclusively for the CDBG Program transactions, we will improve
our set ofmanual accounting recolds.

lmplementation Date:December 201 I

Responsible Person: Mrs. -Ianice Brugman
Federal Programs Director

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE AND

CORRECTNE ACNON ILAN
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MTINICIPALITY oF SANTA ISABEL, PUERTO fuCO

SCIJEDULE OF FINDI].iGS AND QLTESNONED COSTS
FOR THE FISCAL YEARENDED JIJNE 30.201O

FINDING

FEDEFAL PROGRAM

l0-07

COMMLNITY DEVELOPMENT BLOCK GRANT/STATE'S

PROGRAM (CDBG) (CFDA NO. 14.228) DEPARTMENT OF

HOUSING AND T]RBAN DEVELOPMENT PASS TIIROUCH

STATE-OFFICE OF COMMISSIONER OF MUI'JICIPAL

AFFAIRS

COMPLIANCE

RF,PORTING

CATEGORY

NONCCMPLIANCE

TCPI'- sENTENCE

CONDITION

\"oN COMPLIANCE \\.ITH REPORTI\G
RXQUIREMENTS

Amounts reported during the fiscal year to the Lead Agency

(OCAM) wire inconect Reported amounts as of June 30, 20i0

could not be traced to any accounting record or financial reporis

since they were not maint-4ined. For such reason' in order to

determin; Progams' expenditures during the fiscal year a check

register was examined. Based on such evaluation we noted that the

;ounts reported to the Lead Agency (OCAM) were

(under)/overstated as follows:

$ 2,010.91 $ 2,O1O.91 $
11,230.41

- 3,760.53
532AO4 13.4?4.04
1,915 A6

24,eAA.O4
55,O92.60

sa9.92

7,e9151 4,491.51

<2.1e7.55t sla-s2

19S5S
14,917.3O 13397.94
1A,459.46

52.36r.99 52,346.51
-3f;zZE6- 5;6s,ss737 s
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Mr,NrctpALITy oF SANTA ISABEL, PUERTo fuco

SCHEDULE OF FINDINGS AND QUESTIONED CO:TS
FOR THE F]SCAL YEAR ENDED.IJNE 3(],201O

FINDING

CRITERIA

CAUSE

EFFECI

1G-07 (CoNTINUED)

As soecrfied in 24 CFR 8520tb)tl). accurale. curent and

compiete disclosure of lhe financial resull,s of financially assisted

acti;ities must be made in accordanc€ with the financial reporting

requirements of the grant.

Lack of adequate accounting records and fiscal control'

The .ontinuing occurrence of this situation inhibits the Lead

/,pencv TOCAM an other Federal award agencie5 from

miniroring rhe progra'rs financial performance ln addition' the

Program iuld be sanr:tioned by the federal awarding agency due

r. !he inaccurale filing offinancial reports

The Municipality should establish a plan and implement the

corresponding intemal cc,ntrols to ensure thal all Program's

transactions ;d activities are properly recorded and fairly

oresenled in u"q6;clanqs niLh program requirements and that all

hnancial rransacrions' stlpponing documenls are properly

sal:Euarded. In addition, should establish aod maintain a

sul,sidiary ledger to accurately account for inter fund transactions'

None

All ofthe CDBG Program accounting traos'ctions has been posted

in the Fund 70 of the Uniform Compute zed Accountin6 System

(SUCM, by its acronyms in Spanish) p"ovided by the Office ofthe

io.missioner of Municipal Affairs (oCAM) to all of the

municipalities of Puerto Rico (as requi.ed by Law No 81), but due

to the iact that the SUCM real accounts balances canied forward

from prior years were affected by accounti$g elrors ill the first

vears ;f lhe sYslem operalion, rhe real accounts balances could be

;trecled bv iuch enors We believe thal for operalional and

budgetary purposes, the financial information provided by the

SUdU p.oviais cunent accunte and reliable financial repo'ts and

informaiion necessary for management to take efficient and

effective actions. Bui, in order tc maintain accouoting records

exclusively for the CDBG Prograrn transactions, we irrill improve

our set ofmanual accounting records.

Implementation Date:Decemt cr 201 l

Resnonsible Person: lMr". Janice Brogman' Federal Programs Direclor

R,ECOMMENDATION

QUESTIONED COSTS

MANAGE]IENT RESPONSE AND

.ORREC'IIVE ACTION PLAN
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MLNICIPALITY OF SANTA ISABEL, PUERTo RICo

SCMDULE OF FINDINGS AND QIJESTIONED COSTS
FOR TIIE FISCAL YEAR ENDED JTNE 30,2O1O

FINDING

FEDERAL PROGRAM

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

10-08

COMMTNITY DEVELOPMENT BLOCK GRANT/STATE'S
PROGRAM (CDBG) (CFDA NO. 14.228) DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
STATE-OFFICE OF COMMISSIONER OF MTJ'NICIPAL
AFFAIRS

NIERNAL CONTROL / COMPLIA\Ct

EQUIPMENT AND REAL PROPERTY MANAGEMENT

LACK OF CONTROLS OVEii PR]PERTY ANI,
EQT,-IPMENT ITEMS ACQUIRED WITH FEDERAI
FUNDS,

The Municipality and the Community Delelopment Block Crant
(CDBG) are not maintaining intemai controls over property and

equipment items acquired with Federal Funds. In testing property
and equipment we noted the following:

- The lMunicipality could not provide us wirh adequaLe propenl
records which include a description ofthe property, serial number

or other identification number, the source of the propeily, who
holds title, the acquisition date, cost ofthe ?roperty, per.entage of
Federal particip;tion in Lhe cost ofthe ploperty, location, use and

condition of the property, and any ultimate disposition data
including the date ofdisposal.

- The CDBG Program did not count with a general ledger or a

property subsidiary Iedger where all property and equipment
rJarxsactions are registered. For such reason- we could not ascertain
that all capital outlays and property dispositions were recorded- ln
addition, .elated annual deprcciation is not being calculated and

accounted for.

- We could not asceftain that all the f,tcperty and equipment
xcquired it is being,used..by the. P.ogam'! perconnel and for
Program's purposes.

CONDITION
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MT,NICIPA ITY oF SAN'IA ISABEL, PUERTo RJco

SC}IEDULE OF FINDINGS AND QT]ESTIONED COSTS
FOR THi] FISCALYEAR ENDED JTNE 30,201O

FINDING

CRITERIA

I0-08 (CoNTTNUED)

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

(1) Property records must be maintained that include a description
ofthe property, a serial number or other identification number, the
source ofproperty, who holds title, the acquisition date, and cost of
the property, percertage 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
Jrrice ofthe propert-v. (2) A physical inventory ofthe propedy 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
deveioped to keep the property in good condition.

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

Chapter VII, Secticn 3, 14, l5(2) and 22(2) of Municipatiry,s
Basic Standards, establish that the Municipality,s Finance Director
is responsible fcr the custody, conservation and use of municipal
property against theft, damage or inadequate use. The Finance
Director, also, will be responsible for the accounting ofall 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 properfy location must be completed for each
property acquired. An annual physical inventory must be taken
and the results reconciled with the property records.

94



MUNIqIPALITY oF SANTA ISABEL, PUERTo fuCo

SCIIEDULE OF FINDINCS AND QIJESTIONED COSTS
FOR THE FISCAL YEAR ENDED JITNE 3O,20IO

FINDING

CAUSE

10-08 (CoNrn,ruED)

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

Due to the lack of intemal controls and updated propefiy
accounting records, we could not validate the accuracy and
completeness ofthe annual physical inventory report and any other
related report. For such reason, we were uneble to adequately
perform our tests of real property and equipment management in
order to ascertai.' compliance with applicable federal laws and
regulations.

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

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

None

Actually, the Municipality's Finance Departrnent 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, 2012. Thercfote, we will request to the
Property Division staffto take into account the Fedeml regulations
requirements.

Implementation Date: June 30, 20 12

Responsible Person: ivlrs. Janice Brugman
Federal Programs Director

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE AND

COP.REC'TIVE ACTION PLAN



MI,NICIPALITY oF SANTA ISABEL, PUERTo RICo

SCIIF:DULE OF FINDINGS AND QUESTIONED COSTS
FOR TIIE FISCAL YEAR ENDED JUNE 30,2OIO

FINDING

FEDERAL PROCRAM

10-09

COMMI-INITY DEVELOPMENT BLOCK GRANT/STATE'S
PROGRAM (CDBG) (CFDA NO. 14.228) DEPARTMENT OF
HOUSING AND I]RBAN DEVELOPMENT PASS THROUGH
STATE-OFFICE OF COMMISSTONER OF MUNICIPAL
AFFAIRS

INTERNAL CONTROL / COMPLIANCE

CASH MANAGEMENT

NON-COMPLIANCE WITH CASH MANAGEME,''IT
RXQUIREMENTS

In testing compliance with the Cash Management requirements, we
examined the monthly cash balances of the Community
Development Block Grants Programs and evaluated the procedures

implemented to minimize the time elapsed between the transfer of
federal funds and the payment of funds for prognm purposes.

Based on our tests, we noted that the Community Development
Block Grants Program has not established effective cash

management procedures. Pro$am had a monthly average cash

balance of$138,050 during the fiscal year endeq June 30, 2010.

ln addition to the above test, we selected six drawdowns lor
examination and noted that the time elapsed between tLe
drawdown date and the disbursement date was between 5 and 221

days.

OMB Circular A-102 and the Treasury Regulations at 31 CIR 205,
state that drawdown of federal funds should be made only foi
immediate needs. In addition, when grant award funds are

advanced to the Community Development Block Gmnts Progam,
the Municipality must follow procedures to minimize the time
elapsing between the receipt and the disbursement ofsuch funds.

When adva[ces are made by letter of credit or e]ectronjc transfer
of funds, the Municipality must make drawdowns as close as

possible to the time of making disbursements. Disbursements of
funds received should be made within three (3) days ofthe dat€ of
deposit offunds for gant advances $eater than $5,000.

CATECORY

NONC(,MPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA
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MT,NICIPALITY oF SANTA ISABEL, PUERTo RIco

SCMDULE OI FINDINGS AND QI]ESTIONED COSTS
FOR THE FISCAL YEAR ENDED.IL\IE 30,2OIO

FINDING

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE AND

MRRECTryE ACTION PI.IN

10-09 (CoNTTNUED)

31 CFR 205.6 established that the zero balance accounting is a
method ofhansfening federal furlds to the Municipality based on
the actual amount of funds that are paid out by the Municipality.
The funding technique must be auditable for intemal control
purposes. Auditable means, the sources ofdata and information fbr
a calculation are readily available, fully documented, and
verifiable, such that the calculation can be replicated and prover to
conpiy with all pertineni standards.

These conditions o<cur:ed because the Municipality does not have
ad€quate intemal controls and procedures designed to
appropriately ascertain compliance with these federal
requirements.

The continued occurence of this situation will result in future
instances ofnoncompliance with federal regulations related to cash
management. In addition, the Municipality will not be able to
reconcile the disbursements with their coffesponding checks for
accounting purposes in a timely marher.

We recommend the Community Development Block Gmnts
Program to establish the necessary intemal confiols and procedures
to ascertain that the drawdown of federal funds is only made for
immediate program needs. In addition, the Municipality must
establish and implement adequate proc€dures to forerast the
transfer of funds ftom the glartor to the program.

None

We will inshuct our Progmm Accountant to follow the established
procedures to drawdown and disburse Program funds in order to
demonstrate compliance with the cash management regulations.

Implementation Date: December 201 I

Responsible Person: Mrs. Janice Brugman
Federal Pro$ams Director
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MLNICIPALITY oF SANTA ISABEL, PUERTo RIco

SCHEDI,'I,E OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JIJNi 30, 20 I O

FINDING

FEDERAL PROGRAM

t0-10

COMMIJNITY DEVELOPMENT BLOCK GRANT/ STATE'S
PROGMM (CDBG) (CFDA NO. 14.223) DEPARTMENT Or
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
STATE-OFFICE OF COMMISSIONER oF Mu\IICIPAL
AFFAIRS

INTERNAL CONTROL / COMPLIANCE

DAVIS.BACON ACT

NONCOMPLIANCE WITH TIIE DAVIS-BACON ACT

Municipality did not comply adequately with Davis-Bacon Act
applicable regulations. The Municipality did not required to all
contractors or subcontractors, for each week in which any
cont.acted work was performed, a copy of the payroll and a
statement of compliance. Also, the Municipality did not document
adequately the verification about that all laborers employed by the
contractors were paid according to the wages established by law.

As stated in 29 CFR 5.5 (aX)(ii)(a), the conhactor shall submit
weekly for each week in which any contract work is performed a
copy of all payrolls to the Municipality. The pay,rolls submifted
shall set out accurately and completely all of the inibrmation
required to be maintained. The prime contractor is responsible for
the submission of copies of payrolls by all subcontractors. Each
payroll submifted shall be accompanied by a .,statement of
Compliance", signed by the contractor or subcontractor or his or
her agent who pays or supervise the payment of the persons
employed under the conhact and ceftirying all the info.mation
required under 5.5 (aX3XiD@) O) to (3).

The Municipality did not require all conhactors the documentation
to ascertain compliance with such requirements.

The Municipality may have procured services fiom an organization
that is not complying with the applicable Deparrrnent of Labor
regulations and could result in cost disallowances by the federal
awarding agency.

The Municipality should require to all contBctors whose contracts
are flmded witlr CDBG award thal complies with this requirement
and should verify its compliance trough the designated municipal
oflicer.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION
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MTINICIPALITY oF SANTA ISABEL, PUERTO RIco

SCI{EDULE OF FINDINGS A}ID QUESTIONED COSTS
FOR THF] !'ISCAL YEAR ENDED JUNE 30, 20 1O

FINDINC

QUESTICNEDCOSTS None

MANAGEMENT RES?ONSE AND

coRREcravE AcrroN ?LAN The Program staff with the duties of a Iabor standards officer has
been properly advised of the need to obtain and monitor the
contractots certificated payrolls related to the p.ojects, and verify
its for compliance.

Implementation Date: December 201 I

Responsible person: Mrs. Janice Brugman
Federal Programs Director
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MUNICIPALITY oF SANTA ISABEL, PUERTo fuCo

SCMDULE OF FINDINGS AND QTJESTIONED COSTS
FOR T}IE FISCAL YEAR ENDED JIJNE 30,2OIO

FINDING

FEDERAL PROGRAM

10-ll

COMN4IINITY DEVELOPMENT BLOCK GRANT/ STATE'S
PROGRAM (CDBG) (CFDA NO. 14.228) DEPARTMENT OF

HOIISING AND URBAN DEVELOPMENT PASS THROUGH
STATE-OFFICE OF COMMISSIONER OI MIINICIPAL
AFFAIRS

INTERNAL CONTROL / COMPLIANCE

SPECIAI IEST

DEFICIENCIDS RXGARDING THE'IOUSEKEEPERS
PROJECTS DOCUMENTATION

In testing compliaoce with the housekeeper's project requirements,

we examined six participants and six housekeeper's files from the

two projects active during the fiscal year 2009-i0 and we noted the

following conditions:

. Participant's files:

/ No official number is being assigned to the participant's

files.

/ In three cases the participant's file did not include evidence

of family income nor was the evidence available for ottr

review.

r' One participant's file did not include evidence of family
expenses nor was tlte evidence available for our review.

/ One participant's file did not include the certificate stating

the health condition ofthe participant.

r' The six participart's files did not include copy ofthe lorm
or communication of eligibility determination to the

participant.

. Housekeeper's files:

/ The employment application was not found in file for the

six files revielved.

y' In two cases the file did not include a housekeeper's health

certificate valid lbr the contracted period.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION
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MT,NICIPALITY oF SANTA ISABEL, PUERTo fuco

SCHET,'IJLE OF FINDNGS AND QIIESTIONED COSTS
FOR I.HE ],ISCAL YEAR ENDED JIJNE 30, 201O

FINDING

CRITETTIA

CAUSE

EFFECT

RECOMMENDATION

l0-11 (CoNTTNUED)

. Visits and follow-up:

/ We observe that the Municipality pe$onnel are not
performing the follow-up visits as required by the project
operational guide. For the six cases reviewed, there was

only one visit documented in Iile for the entire contracted
period. Also, we observe the evaluation form is not being

signed by the housekeeper and only in two cases the form
was signed by the participant.

The Housekeeper's Project Operational Guide establishes :e

controls and procedures to be followed by Municipality personrel

during the eligibility determination and the housekeeper's

recruitment. Also, states the related documentation that should b€

included in file. In addition, the guide requires that the Service

Coordinator perform at least one monthly follow-up visit for each

case, being present the housekeeper and the participant; and one

follow-up visit without the housekeepei present.

These conditions occuned because ofthe lack of adequate intemal

controls and procedures designed to obtain the required

documentation du ng eligibility determination afld recruitment
processes. Also, the Municipality personnel did not have adequate

controls and supervision to assure compliance witl the required

follow-up visits and evaluations.

The continued occunence of this situation will result in future
instances of noncompliance with the aforementioned rcquirements.

The Program pelsonnel should assure the consistent

implementation of intemal controls and procedures in order to
obtain all the required documentation from the participants and

housekeepers during the eligibility dete(mination and recruitment
processes, respectively. Also, adequate supe ision and controls

should be implemented to assure that the required follow-up and

evalualion risits are performed.

NoneQUESTIONED COSTS
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MUNIC]PALITY oF SANTA ISABEL, PIJERTo fuCo

SCHEDULE OF FINDINGS AND QT]ESTIONED COSTS
FORTHE F]SCALYEAR ENDED II.]NE 30,2OIO

FINDING 10-11 (CoNTTNUED)

MANAOEMENT RESPONSE AND

coRRecrrvEAcrroN PLAN We are going to instruct the Progmm staffwith the responsibilities
to maintain the participants' files in compliance the Program
regulations, to follow all the procedures and to use all forms
specified in the procedures guide.

Implementation Date: December 201 I

Responsible Person: Mr.. Janice Brugman
Fe.leral Prcgrams Director
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MTINICIPALITY oF SANTA ISABEL, PUERTo ITCo

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEARENDED JIJNE 30.20IO

FINDING

FEDERAL PROGRAM

t0-12

SECTION 8 HOUSINC CHOICE
14.871) U.S. DEPARTMENT OF
DEVELOPMENT

VOUCHERS (CFDA NO.
HOUSING AND URAAN

INTERNAL CONTROL / COMPLIANCE

FISCAL R,EQUIREMENTS

INADEQUATE FISCAL CONTROL AN'D LACK OF
ACCOIINTING RECORDS

Municipality's Section 8 Housing Choice Vouchers Program does

not maintain accurate and complete accounting records. Proper
accounting policies regarding revenue recognition, expenditures,
assets, liabilities and fund balance were noi 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 geneml ledger accounts
were hot in balance as ofjune 30, 2010.

As stated in 24 CFR 982.158(a) the PIIA must maintain complete
and accurate accounts and other records for the program in
accordance with HUD requirements, in a r4anner that permits a

speedy and effective audit. In addition, 24 CFR 92.20(b)
establishes that the financial management systems of other
grantees and subgmntees must meet the following standards: (1)

Accumte, current, and complete disclosure ofthe financial results

of financially assisted activities must be made in accordance with
the linancial reporting requirements ofthe 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 subgmr,t awards and

authorizations, obligations, unobligated balances, assets, liabilities,
ou:lays or expenditures, and income; (3) ijffective conttol and

accountability must be maintained for all graltt and subgmnt cash,

real and personal property, and oth€r assets.

The Municipality's and Program's management have not

established the procedures and adequate intemal controls to ensure

the adequate recording of all related fi nancial information.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE
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MUNICIPALITY oF SANTA ISABEL, PUERTo RICo

SCHEDULE OF FINDINGS A}ID QUESTIONED COSTS
FOR THE ].ISCAL YEARENDED TLT.IE ]O,20IO

FINDINC

EFFECT

l0-12 (CoNTTNUED)

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. AIso, Municipality's failure to have

accumte ard complete accounting records could result in the

qualification of the general purposes financial statements audit

opinion.

T'he Municipality should establish a plan and implement the

ccr;esponding intemal controls to ensue that all Program's

transactiom and activities are properly recorded aad fairly
preselted in accordance with program requirements.

None

All of the Section 8 Housing Choice Voucher Program accounting

transactioN has been posted in the Fund 03 of the Uniform
Computerized Accounting System (SUCM, by its acronyms in
Spanish) provided by the Office ofthe Commissioner ofMunicipal
Afairs (OCAIO to all of the municipaiities of Puerto Rico (as

required by Law No. 8l), but due to the fact that the SUCM real

accounts balances carried forward from prior yea$ were affected

by accounting erors in the first years of the system operation, :he

real accounts balances could be affected by such enors. We

believe that for operational and budgetary purposes, the financial

information provided by the SUCM provides current accurate and

reliable financial rePorts and information necessary for
management to take efficient and effective actions. But, in order to

maintain accounting records exclusively for the Section 8 Housing

Choice Voucher Program transactions, we will improve our set of
manual accounting records.

Implementation Date: March 2012

Responsible Person: Mrs. Janice Brugman
Federal Progams Department Director

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENTRESMNSEAND

CORRECTIVE ACIION ?LAN
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MTJNIC]PALITY oF SANTA ISABEL, PUERTo IUCo

SCI{EDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JIJNE 30,20IO

FINDING 10.13

FEDERAL PROGRAM SECTION 8 HOUSING CHOICE VOUCHERS (CFDA NO.
]4.87I) U.S. DEPARTMENT OF HOUSING AND URBAN
DEIELOPMENT

CATEGORY INTERNAL CONTROL / COMPLIANCE

NONCOMPLIANCE ACTIVITIES ALLOWED

TOPIC SENTENCE INADEQUATE SEGREGATION OF DUTIES

CONDITION As part of our cv,luation of the Program''- in.emal controls, we

observe the following conditions:

/ The Section 8 Housing Choice Voucher Program has only t"vo

employees assigned to perform the program reiated tasks and

procedures: the Pro$am Director and the Program Inspector'

The Progam Director performs the principal progEm tasks

and procedures without proper supervision and mitigating

contols. Those task and Eocedures includes the following:

. Maintain and update the waiting list.

. Obtain documentation from applicants and participants, and

perform the initial eligibility determination and the annual

reexaminatio,-l processes, including the submission of the

form 50058 to HUD. This includes the determination of
the IIAP Payment and Total Tenant Payment'

' Prepare the participants and owners contracts and obtain

the required si gnatures.

' Prepare the purchase orders and disbursement vouchers and

register them in the Municipalty's Uniform Accounting

SYstem'

' Register and up'date the supplier's master infomation in the

Municipality's Uniform Accounting System.

. Maintain custody of participant's files and other progmm

documentation.

. In some occasions, perform the HQS inspections'

105



MUNICIPALITY oF SAN.TA ISABEL, PUERTo fuCo

SCHEITI ILE OF FINDINCS AND QTTESTIONED COSTS
FOR ''iIE FISCAL YEAR ENDED JIJNE30,201O

FINDING

CRITERIA

10-13 (CoNTTNUED)

The 4.-102 Common Rule and Otr.,lB Circular A-110 (2 CFR parr
215) require that non-Fede.al entities receiving Federal awards
establish and maintain intemal control designed to reasonably
ensure compliance with Federal laws, regulations, and pro$am
compliance requirements.

An adequate segregation of duties between performance, aeview,
and recordkeeping ofa task, is ofle ofthe control activities that the
entity should establish in order to assure that Federal Awards are
expended only for allowable activities, and that the crsts ofgooCs
and services charged to Fedeml awards are allowable and tn
accordance with the applicable cost p nciples.

The 24 CFR sections 982.151 and,982.152 establish that PFIAS
may use program funds only for HAPS to participating owners, and
for administrative fees.

According to Article 8.010 (d) of Law Num. 8l for rhe
Municipalities of Puerto Rico. lhe procedures ro incur in expense.
and pay for them, and to collect and deposit municipal funds
should have sufficient and adequate controls in order to pr€vent
irregularities, or to allow the detection and establishment of
responsibilities, if such iregularities are committed. Also, rhe
Chapter III and IV ofthe Regulation for Municipal Administration
states the procedures and controls that shouid be observed by the
Munioipality regading the revclluo and expenditure cycle,
respectively-

The Municipality and Program personnel have not established

adequate segregatiol of duties between performance, review, and
recordkeeping ofthe p ncipalprogram's tasks, or other mitigating
controls, in order to ensure compliance with Federal laws,

regulations, and progam compliance requirements.

Absence of such contols could lead to the approval and payment
of expenditures for activities that are not allowed or are not in
accordance with the applicable cost pdnciples. Also, the absence
of proper supervision and mitigating controls could prevent the
detection of errors and irregularities from being detected.

CAUSE

EFFECT
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MUNICIPALITY oF SANTA ISABEL, PUERTo fuCo

SCIIEDULE OT FINDINGS AND QUESTIONED COST:
FOR THE FISCAL YEAR ENDED JU.\E 30- 20I O

FINDING 10-!3 (CoNTINUED)

RECOMMENDATION The Municipality and program persomel should establish adequate
intemal contols and segregation ofduties benvecn progmm's tasks

and procedures, or adequate mitigating controls, in order to ensure

compliance with Federal laws, regulations, and program
compliance requirements.

QUESTIONEDCOSTS None

NiANACEMENT RESPONSE AND

coRREcrrvEAcnoN pr-aN We will realize an overail analisys ofthe Pro$am operations in
o(der to design approptai.e control and procedures, includilg a

redistribution of Program staff tasks in order to maintain an

adequate segegation of duties.

Implementation Date: March 2012

Responsible Person: M$. Janice Brugman
Federal Programs Director
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MUNICIPALITY oF SANTA ISABEL, PUERTo fuCo

SC}IEDULE OF FINDINGS AND QUESTIONED COSTS
FOR TTIE FISCAL YEAR ENDED JT'NE 30, 201O

FINDING

FEDERAL PROGMM

10-14

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

INTERNAL CONTROL / COMPLIANCE

CASH MANAGEMENT

NON.COMPLIANCE 1lITH CASH
REQI]IRXMENTS

MANAGNMENT

In testing compliance with the Cash Management requirements, we

examined the monthly cash balances of the Section 8 Housing
Choice Voucher Pro$arn and evaluated the procedures

implemented to minimize the time elapsed between the transfer of
federal funds and the payment of funds for program purposes.

During the fiscal year 2009-10, the Municipality received
approximately $375,000 from Section 8 Housing Choice Vouchers
grant funds. In o.der to determine compliance with the applicable
cash maragement requirements, we selected for testing four out of
rwelve transfers offunds received during the fiscal year amounting

$148,960 (40%). Even though the time elapsed bef,vebn the

receipt and the disbursement of such funds was from I to 3 days,
we observe that the Progmm's maintain an account bank balance

ofapproximately $79,000 as ofJune 30,2010.

In addition, intemal controls regarding the receipt of income are

not adequately followed. Collections rcceipts 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 Federai Sovemment and their
disbursement for Federal program purposes.

Also, the Chapter III Section 4(2)(h) of the Regulation for
Municipal Administxation establishes that a pre numbered receipt
(oCAM CRol Model) should be issue by the Municipality's
Collecror ro account lor all iirnds recei\ ed.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA
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FINDING

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANACEMENT RESPONSE AND

CORREC'IVE ACTION PLAN

l0-14 (CoNrrN'uED)

24 CFR 85.20(bX3) establishes that effective control and

accountability must be maintained for all gant 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 ,he recipient fails to expend those Federal assistance funds

wiahin a reasonable period, the Municipality could be subject to
penalties from the Federal Govemment and be adversely affected

in the benefits they are entitled to r€ceive in the future.

The Program should implement adequate intemal control
procedures which allow the promptly use offederal funds received.

Administrative funds should be budgeted, distributed and managed

in a manner that provide for the promptly use of funds.

None.

ProgEm Staff was instructed to improve disbursement procedures

to minimize the time elapsed between the receipt and the

disbursement ofSection 8 program funds in order to disburse funls
in the next three to five days after receipt of funds; and to request

to the Olficial Collector a receipl issuarce for each monthly

housing assistance and administative fees electronic fund transfer

received by the Program.

Implementation Date: December 201 I

Responsible Person: Mrs. Janice Btugman
Federal Progtams Department Director
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FINDINC

FEDERAL PROGRAM

l0-15

SECTION 8 HOUSING CHOICE VOUCHERS (CFDA NO,
I4.87I) U-S. DEPARTMENT OF HOUSING AND IJRBAN
DEVELOPMENT

INTERNAL CONTROL / COMPLIANCE

ELIGIBILITY

INADEQUATE CONTROLS OVER
DOCIJMENTATION

ELIGIBILITY

Du ng the fiscal year 2009-10, Municipality's Section 8 Housing
Choice Voucher Program counts with approximately 64

participants. In order to evaluate participants' income eligibility,
total tenants payments and housing assistance payrlents ("HAP")
we select for testing I 0 participants fi les or I 60% of Prog.ams' total
participants. Ofthose files, 6 conespond to new admissions during
the fiscal year and 4 to reexaminations. Based on our examination
ofthe proiect files, we noted the following conditions:

/ For two out of four participant families subject to
reexamination during the fiscal year, the EIV Report
corresponding to the reviewed reexamination was not available
for our review and was not included in the participanfs file-

/ Three out of four participant's files corresponding to

reexaminations during the fiscal year did not include e.ridence

ofthe utility bills for the reexamination reviewed.

,' In seven cases, the application folm was not available for our

review and was not included in the paticipant's file.

/ In tlvo cases, we observe differences among the demographic

information presented in the form 50058 and the family
member's documerts in file.

/ For one case the voucher was not found in file.

/ For one participant family, the social security copy for one of
its members was nc't available for our examination ard \T as not
included in the participant's file.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

110



MTINICIPALITY oF SANTA ISABEL, PUERTo RICo

SCHEDIILE OF FINDINGS AND QUESTIONED COSTS
FOR THE JTISCAL YEAR ENDED JINE 30,2OIO

FINDING

CRITERIA

CAUSE

10-15 (CoNTNUED)

/ For one participant family, the certificate ofno penal record for
one of its members was not available for our examination and

was not included in the participant's file-

'/ For one participant family, the CRIM certification lor one ofits
members was not available for our examination and was not
included in the participant's file.

,' For three (3) participant families, the social security numbers

of all family members were not included in the participal,t'
lile and were not available for our examination.

/ one file did not include the family picture.

Also, as part of additional procedures designed to corroborate the
accuracy of the IIAP and negative rent payments, 130 cancelled
checks solicited to Municipality personnel were not available for
our review.

24 CFR 982.2010) states that an applicant may eligible to obtain
Section I Housing Choice Voucher be.efits if he or she: (1) is
income eligible, (2) is part of a family group in accordance with
the definition of family prescribed by HUD, (3) fumishes the
social security numbers for all family members age six or older,
and (4) is a head of household or part of an elderly or disabled
family.

These conditions occu.red because ofthe lack of adequate intemal
conhols and procedues designed to obtain the required

documentation during the initial examination and annual

rcexaminations, Progmm's personnel is not following gathering

and obtaining all the required documents that support amounts

indicated on form 50058. In addition, HUD forms 50058 are not
double checked once they arc electronically generated by a

mechanism system in order to determine any mistake rnade at the

moment when the information was entered into the system.

The contiEued occunence of this situation will result in future

instances of noncompliance with the aforementioned federal
requirements.

EFFECT
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FINDING

RECOMMENDATION

10-15 (CoNTTNUED)

The Progmm personnel should assure the consistent
implementation of intemal controls during the initial examination
and annual reexaminations in order to obtain all the required
documentation ftom the participants. The Program shollld also

revise its intemal control procedures to obtain, and include il the
participafi files, allthe necessary info nation that support amounts

indicated on HUD 50058 forms.

None

A nuw Staff was engaged to manage the programmatic operations

of Section 8 Housing Choice Voucher Program. Ihis Staff have

been propertly trained in orde. to assute compliance with Program

l'egulations.

Implementation Date: March 2012

Responsible Person: It4rs. Janice Brugman
Federal Pro$ams Director

QUESTIONED COSTS

MANAGEMENT RESPONSE AND

CORRECTIVE ACT1ON PLAN
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FINDING

FEDERAL PROGRAM

10-16

SECTION 8 HOUSINC CHOICE
r4.87r) U.S. DEPARTMENT OF
DE\ELOPMENT

COMPLIANCE

VOUCTIERS (CFDA NO.
HOUSING AND URBAN

SPECIAL TESTS AND PROVISIONS

DEFFIECIENCIES REGARDINGI{OUSING ASSISTANCE

PAYMENTS AND NEGATN/E RXNT P AYMENTS

During the fiscal year 2009-10, Municipality's Section 8 Housing

Choice Voucher Program counts with approximately 64

participants. In order to evaluate participants' income eligibility,
total tenants payments and housing assistance payments ("HAP")
we select for testing l0 participants files or 16% ofPrograms' total

participants. Ofthose files, 6 conespond to new admissions during
the fiscal year and 4 to reexaminations. Based on our recalculation

of the HAP and tenant payments we noted the following
conditions:

y' In two out of ten cases, we observe that the IIAP palment
calculation was performed using the payment standard

conesponding to the subsidy standard size on the housing

voucher instead of the payrnent standard that correspond to

actual housing unit size, as follows:

6 For one case, the subsidy standad size was 3 bedrooms but
the actual housing unit size, as stated in the inspection

form, was 2 bedrooms. The progmm pe$onnel used the

payment standard for a 3 bedroom unit for the IIAP
payment - calculation. Per this calculation, the family
received a negative rent of $52 when the family should pay

the owner $38.

. For other case, the subsidy standard size was 4 bedrooms

but the actual housing unit size, as stated in the inspection

form, was 3 bedrooms. The program personnel used the

payment standard for a 4 bedroom unit for the HAP
payment calcuiation. Per this calculation, the family
received a negative rent ol $68 when the family should

receive a regative rent of$22.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION
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CAUSE

EFFECT

l0-16 (CoNTTNUED)

y' For ore case, we observe inconsistencies in the negative rent
payments to the tenant. During our test we could not trace the
amount of negatiye rent paid to the tenant for June 2010 to the
amount presented in the form 50058 and the tenant rent
contact. Per those documents, the tenant will receive a
negative rent of$48 from February 2010 to January 2011, but
as per check register, duing the period from February to June
2010, negative rent payments to the tenant were as follows: one

for $48, two for $47, one for $67 and one for $29. We verified
the participant file and thele $as no documentation about these

va ations in the negative rent payments.

24 CFR 982.402(c) states that the payment sandard for a family
shall be the lower of: (l) The payment standard amount for the

family unit size; or (2) The payment standard amount for the unit
size ofthe unit reDted by the family.

Chapter I of the Program Administrative Plan states that a family
may lease a unit with fewer bedrooms than the subsidy standard

size on the housing voucher, as.long as the smaller unit meets the

applicable Housing Quality Standards (HQS) space requirements
at 24 CFR 982.402 ldl. However, the calculation of the housing
subsidy will be based on the actual unit size selected as will the

allowances for any tenallt-paid utilities.

The Program personnel axe not following the policies and

procedures established by the federal regulation when determining

the HAP and TTP amounts.

Housing assistance payment (HAP) amount could be incorectly
determined by considering an amount not properly supported ot
incorrectly determined. The Program mjght be making payments

in excess or below the corresponding HAP amount that may

expose the Municipality to cost disallowance and adversely affect

the Municipality's ability to be awarded with future grants.

At the moment of determining HAP and TTP amounts, Program

personnel should adhere to the policies and procedures established

by federal regulation and by HUD approved Program's

Administrative Plarl.

RECOMMENDATION
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FINDING 10-16 (CoNTINUED)

QUESTIONED COSTS No questioned costs were detennined since likely questioned costs

do not exceed $ I 0,000.

I\4ANAGEMENT RT6PONSE AND

CoRRECTWE ACTTON PLAN A new Staff Was engaged to manage the prograrnmatic opemtions

of Section 8 Housing Choice voucher Program. This Staff have

been propertly trained in order to assure compliance with Program

Regulations.

Implementation Date: March 2012

Responsible Person: Mrs. Janice Brugman
Federal Progams Director
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FINDING

FEDERAL PROGRAM

10-17

SECTION 8 HOUSING CHOICE
14.371) U.S. DEPARTMENT OF
DEVELOPMENT

VOUCHERS (CFDA NO.
HOUSING AND TIRBAN

INTERNAL CONTROL / COMPLIANCE

SPECIAL TESTS AND PROVISIONS

WAITING LIST DETICIENCIES

In testing compliance with applicable federal regulations regardins
the waiting list adminisftation, we selected for testing ten

applicants names that reach the top of the waiting list in order to
verify if werc admitted to the program or provided the opportunity
to be admitted to the program in accordance with the PHA'S

applicaflt selection policies. Five out of ten applicants were not

admitted to the program. The application files with the follow-up
notices or other documentation stating the exclusion reasons for
lhose five cases were nor available for our review.

As stated in 24 CFR 982.204(c); the PHA administrative plan must

state PHA policy on when applicant names may be removed from
the waiting list. The policy may provide that the PHA will remove

names of applicants who do not respond to PHA requests for
information or updates.

As stated in 24 CFR 982.204(a); except for special admissions,

PIIA must select participants fiom the waiting list in accordance

with admission policies in the PHA administrative plan.

Chapter D of the Progiam Administrative Plan states the process

the Pro$am personnel should follow when updating the waiting
list and the documentation that should be maintained in file.
Among other requirements, it establish that for each application

which there has been no respoNe and no retum notice, the

program will send a second notice by certified mail providing a

final deadline. When the final deadline passes with no response,

the family's application will be closed a-nd maintained with the

record ofcetified delivery for a period of th.ee years

CATEGORY

NONCOMPLIANCE

TOPIC SE}ITENCE

CONDiTIONS

CRITERIA
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FINDING

CAUSE

10-1? (CoNTTNUED)

The program personnel is not maintaining adequate control over
the applications files and related documentation regarding the
waiting list update process.

The continued occunence of this situation will result in future
instances of noncompliance with the aforementioned federal
require,ments.

The Program personnel should maintain controls to assure
adequate documentation is maintained about the waiting list update
proce;s in order to prove that applicants are admitted to the
program or provided the opportunity to be admitted to the program
in accordance with the PIIA'S applicant selection policies.

None.

A new Staffwas engaged to manage the programmatic operations
of Section 8 Housing Choice Voucher Program. This Staff have
been propertly trained in order to assure compliance with Program
Regulations.

Implementation Date: March 2012

Responsible Person: Mrs. Janice Brugman
Federal Programs Direcror

EFFECT

RECOMMENDATTON

QIJESTIONED COSTS

MANAGEMENT RESPONSE AND

MRRECTTVE ASTION PLAN
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FINDINC IO-I8

FEDERAL PROGRAM SECTION 8 HOUSING CHOICE VOUCHERS (CFDA NO.
14.871) DEPARTMENT OF HOUSING AND I]RBAN
DEVELOPMENT

CATECORY COMPLIANCE

NONCOMPLIANCE SPECIAL TESTS AND PROVISIONS

TOPIC SENTENCE NONCOMPLIANCE WITH TEE OEi'OSITORY
AGREEMENT REQUIRf, ,MENT

CONDITIONS We were not able to find evidence indicating that ke Municipality
enters into a depository agreellent, in the form required by HUD,
with the Iinancial institution in where Program's funds are

deposited.

CRITERIA As stated in 24 CFR 982.156 PHAS are required to enter into
depository agreements with the financial institutions in the form
required by HUD. The agreements serve as safeguards for Federal
funds and provide third-party rights to HUD.

CAUSE The Progam's personnel did not have knowledge about this
requirement.

EFFECT The Program's funds did not count with the safeguards established

in the depository agreement. Also, HUD did not have the required

rights over the Prcgam's bank accounts.

RECOMMENDATION The Progmm should enter into a depository ageement with the

financial institution selected as depository of Program's funds, as

required by the federal regulation.

QUESTIONEDCOSTS None.

MANAGEMENT RESPONSE AND

coRREgrryE AcrloN PLAN We are in the paocess to enter into a depository agreement, in the

form required by HUD, with the financial institution in where

Program's funds are deposited.

Implementation Date: JanuarY 2012

Responsible Person: Mrs. Janice Brugman
Federal Programs Director
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FINDING NT]MBER

FEDERAL PROGRAM

10-19

CHILD CARE AND DEVELOPMENT BLOCK GRANT (CFDA
NO. 93.575) PASS THROUGH COMMONWEALTH OF
PUERTO zuCO. ADMINISTRATION FOR CARE AND
TNTEGRAL DEVELOPMENT OF CHILDHOOD (ACUDEN)

INTERNAL CONTROLS OVER COMPLIANCE

IISCAL REQUIREMENTS

iN.TDEQUATE FISCAL CONTROL AND LACK OF
ADEQUATE ACCOUNTING R}CORDS

Municipality's Child Care and Development Block Grant Program
(the hogram) does not maintain afl adequate fiscal control and

accounting records over the management, use and registering of
funds $anted by the Lead Agency (ACUDEN). Among the

deficiencies founds were the following:

- The Program could not provide us with an adequate general

ledger or any related subsidiary ledger which detail assets,

liabilities, encumbrances, receipts and expenditures ofthe Program

for the fiscal year 2009-2010. We were not able to asce ain that all
finalcial and accounting transactions were recorded.

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

- There arc no control accounts to accurately account for the inter

fund receivable and payables balances. Monthly Pro$am's
expenditures linanced by the Municipality's general fund are not

being registered, monitored nor accounted for by the Progam' ln
addiiion, inter fund tradsactions regarding the reimbursement of
money b€tween funds were not supported by an analysis.

: Program's financial and accounting rccords does not provided

for thi proper segregation and accountability of direct service,

quality and administrative costs.

- A budgerary control is not maintained.

CATEGORY

NONCOMPLIaNCE

TOPTC SENTENCE

COT{DITION
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FINDING NUMBER

CRITF,RIA

10-19 (CoNTTNUED)

Provision 17(6), (l l), (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 documentJ, among others, that

provide for the proper accountability, implementation of intemal
controls and monitoring ftom the Lead Agency and federal

autho ties. The Progam will adopt written administrative and

accounting procedures that provide for the trustvr'arthiness of the

financial information, and must maintain an adequirte fiscal conftol
that provide for the preparation of monthly arli annual financial

reports, budget control and bank account rcconciliations.

45 CFR 98.67(c) establishes that fiscal control and accounting

procedures shall be sumcient to permit: (1) preparation of reports;

and (2) the racing 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) fisca! control and accounting

procedures of the State, as well as its subgantees, must be

sufficient to (l) permit preparation of reports required by this part

and the statutes authorizing the grant, and (2) pemit 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 subgmntees must meet the foilo'ving
sta[dards: (1) Accurate, cunent, 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 subgranC (2) grantees and sub$antees must maintain records

which adequately identifu the souce 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

accountabilify must be maintained for all grant and subgant cash,

real and personal property, and other assets. Grantees and

subgrantees must adequately safeguard all such property and rnust

assrire that it is used solely for authorized purposes; (4) Actual

expenditures or outlays must be compared with budgeted amounts

for each grant or subgrant.
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FINDING NUMBER

CAIISE

10-19 (CoNTTNUED)

The Municipality's and Program's management have not
established the procedures and adequate intemal controls to ensure
the adequate recordin& safeguarding and custody of all relat€d
financial information.

These conditions inhibit the Municipality ftom having current
accurate and reliable financial reports and information necessary
for management to take eflicient and effective actions, including
corrective actions plans. On the other hand, the awarding agency it
is inhibits ftom monitoring the programs financial performance-
Also, Municipality's failure to have accurate and complete
accounting records could result in the qualification ofthe genetal
purposes financial statements audit opinion.

The Municipality should establish a plan and implement the
corresponding intemal controls to ensure that all Program's
transactions and activities are properly recorded and fairly
presented in accordance with progiam 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

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

lmplementalion Date: June 30,2012

Responsible Person: Mrs. Ruby J. Giraldo Meldndez
Progam Accountant

EFFECT

RECOMIVIENDATION

QUESTIONED COSTS

MANAGEMENT iESPoNSE AND

CORRECTNG ACTION PLAN
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FINDING NUMBER

FEDERAL PROGRAM

10-20

CHILD CARE AND DEVELOPMENT BLOCK GRANT (CFDA
NO. 93.575) PASS THROUGH COMMONWEALTH OF
PIJERTO RICO- ADMINISTRATION FOR CARE AND
INTEGRAL DEVELOPMENT OF CHILDHOOD (ACUDEN)
INTERNAL CONTROL OVER COMPLIANCE

PROGR}-M INCOME

LACK OF INTERNAI CONTROLS OVER PROGRAM
INCOME

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

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

Provisions l0 and 17(6), (8) and (1 l) of the Delegation of Funds
Contracts subscribed with the Lead Agency (ACUDEN) require
that the Program it is commifted to comply with the norms and
procedures to make use of program income as required by the
Federal law. In addition, the Prograrn will maintain accounting
subsidia es, financial and accounting records, supporting
dccuments, among othe$, that provide for the proper
accountability, implementation of intemal controls and monitoring
fiom the Lead Agency and federal authorities. The Program will
adopt written administative and accounting procedures that
provide for the trustwo.thiness c.i the financial information, and
must maintai[ an adequate fiscal control that provide for the
adequate accountability of other sources of income.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERIA
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FINDING NUMBER

CAUSE

EFFECT

RECOMMENDATION

10-20 (CoNTTNUED)

As stated in 45 CFR 92.20(b), the financial management systems
of other grantees and subgantees must meet the following
standards: (l) Accurate, curent, and complete disclosure of the
financial results of financially assisted activities must be made in
accordaflce with the financial reporting requirements of the grant
or subgrant; (2) Grantees and subgrantees must maintain records
which adequately identiry the source and application of funds
provided for financially-assisted activities. These iecords must
contain infomation pertaining to grant or subgant awards and
authorizations, obligations, unobligated balarces, 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.

The Municipality's and Program's management have not
established the adequate intemal contols procedures to ensure
proper recording, safeguarding and reporting of all related program
income fi nancial transactions.

These conditions inhibit the Municipaliry fre,m heving cunenr
accurate and reliable hnancial information regarding program
income. Futhermore, this condition represent$ a signilicant risk of
loss of funds. AIso, by not having an accounts receivable aging
report, proper actions could not be taken against those parents

which oweC 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 intemal contols
to ensue that all program income transactions and activities are
properly recorded and fairly reported in accordance with progmm
requircments.

None

To correct the condition reported by the extemal auditors we will
modify existing accounting Ecords 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 hial and
preparation on time ofrequired financial reports.

Implementation Date: June 30, 2012
Responsible Person: Mrs. Ruby J. Giraldo Meldndez

Program Aceountant

QT'ESTIONED COSTS

MANAGEMENI RESIONSE AND

CORR'CTryE AMON PIAN
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FINDING NUMBER

FEDERAL PROGMM

10-21

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CHILD CARE AND DE!'ELOPMENT BLOCK GMNT (CFDA
NO. 93.575) PASS THROUGH COMMONWEALTH OF
PUERTO RICO- ADMINISTRATION FOR CARE AND
INTEGRAI DEVELOPMENT OF CHILDHOOD (ACUDEN)
COMPLIANCE

EQUIPMENT AND REAL PROPERTY MANAGEMENT

LACK OF CONTROLS OYER PROPERTY AIID
EQUIPMENT ITEMS ACQUIRED WITIi FEDERAL
FUNDS

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

- The Murdcipality 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 ofthe property, percentage of
Federal participation in the cost of the propety, location, use and
condition of the property, and any ultimate disposition data
including the date ofdisposal.

- The Child Care Program did not maintain a general ledger or a
propefy subsidiary ledger where all property and equipmen'.
transactions are registered. We were not able to assure that all
capitalizable expenditures and property dispositions are recorded.
ln 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 carc 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 puposes.

CONDITION
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FINDINC NUMBER

CRITERII.

10-21 (CoNrrNUf,D)

- An updated propeay and educative material inventory report is
not being 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 invento{y were not
reconciled with a property subsidiary ledger or any other
accounting record.

Provisions 7 (l) (g) ofthe Delegation ofFunds Contract subscribeo
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
ofthe property, a serial number or other identification number, the
source ofproperty, who holds title, the acquisition date, and cost of
the property, percentage of Federal participation ill 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 ofthe property. (2) A physical inventory ofthc property must
be taken and the results reconciled with the property rccords at
Ieast once every two yea6. (3) A conhol 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 @)(3), establishes that effective contrcl and
accountability must be maintained for all grant and subgrant cash,
real and personal property, and other assets. Grantees and
subgatees must adequately safeguard all such propedy and must
assure that it is used solely for authorized purposes.
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FINDING NUMBER

CAUSE

EFFECT

RECOMMENDATION

10-2I (CoNrrNUf,D)

Chapter VII, Section 3, 14, l5Q) and 22Q) of Municipatity,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
Directot also, will be responsible for the accounting ofall property
transactions and records maintenance. All property acquired must
be numbered and properly identified. A property record detailing
u[it number, name, descriptioo, 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.

'lhe Municipality has inadequat€ intemal control procedures that
provides for adequate records, registering and safeguarding of
property.

Due to the lack of intemal 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.

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

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,
rcsponsible person, cost, and any other pertinent data. In addition,
the Program and the Accountitg 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 depaftments and all differences should be investigated,
adjusted and reconciled with the pmperty records maintained by
the Municipality's federal progmm offices.

NoneQUESTIONED COSTS
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FINDING NUMBER

MANAGEMENT RES?ONSE AND

CORRECINE ACTiON PLAN

10-21 (CoNTTNUED)

The delegation of funds conhacts provisions have established that
the Gra[tee 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 Foperfy and equipment subsidiary form properly .rmpleted.
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: December 20 I I

Responsible Person: Mrs. Ruby J, Giraldo Meldndez
Program Accountant

EI\D OF SCEEDULE
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(1) Audit Findings that have bee. Fully Corrected:

Finding Number CFDA
Questioned

Cost
None

(2) Audit Findings not corrected or Panially Cofle.ted:

Questiotred
CostFinding Nirmber

Situation srill prevaits

Situation still prevails

Situation still prevails

Sirua.ion still prevails

Situalion still prevails

Situation s.ill prevails
S;tuation still prevails

Situation stiU prevails

Situa.iotr still prevails

Situation still prevails

0+0 I Fixed\Capital Assets and Expeflditrres
Subsidiary Ledger

09-0i AccouniinC System

09-03 I-iabilig ie.ognition
09-04 Reportirg
09-05 Eq,ipment and R€al Property Management

09-06 Fiscal R€quirements
09-07 Cash Management
09-08 Fiscal Req'rirements
09-09 Fiscil Requiremen.s

09-10 Progmm lncone

N/A

N/A
N/A

t4.228
14.228
t4_228
14.871

14.871
93.575
93-5',75

93_5',75

None
None
None
None
None
None

Non€
None09-11 Equi andReal Siluatio. slill

08-01 Properry, Plant and EquiPment

08-02 Accounting SYsrem

08-04 Equipment and Real Property Managemeni

08-06 Cash Management
08-08 Reporting lntemal Control
08-09 Proqram Income

Situation still
08-10 Fqui and Real

Situation still
07-06 and Real P t4.228

06-06 and Real t4.22A Situstion stilt

(3) Corrective action.aken is significantly differE t from corrEctive actiofl previouslv reported:

NONE

(4) Audit findings is no longe. valid:

N/A
N/A

t4.228
t4.8tl
93.51s
93.575
93.5',15

None
None
Non€
None
None
None

Questioned
Cost

Situation still prevails

Sitration stitl prevails

Situation still prevails

Situation still Prevails
Situation siill prevails

Situation still Prevails
]!
ls

CIDANumber
6!q-tzalt..waltecosrvCostsPrinciples 93.600

93.600
93.600
93.600
93.600
93.600

No longa valid
No lons€r valid
No longer valid
No longer vaiid
No longer valid
No longer valid

09-13 Reponins
09-14 E eporting
09-15 Marchins, Level ofEffon. earmartrng

07-20 Reponing
0603 Reporting

END OF SCHEDULE
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