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MUNICIPALITY OF HATILLO

MANAGEi,IENT'S DISCUSSIOI'I AND ANALYSIS

Fiscal year ended June 30, 2008

b 
Management of the Municipality of Hatillo (the Municipality) implemented Statement No. 34 (Statement) of
the Govemmental Accounting Standards Board (GASB), Basic Financial Statements and Management's

- Discussion and Analysis for States and Local Govemments, for the fiscal year ended on June 30, 2008.

This Management's Discussion and Analysis (MD&A) is prcpared as a rcsult of the rcquirements of such

_ 
Statement, and it has been designed accodingly with the following goals:

a) Assist the reader in focusing on significant financial issues

b) Provide an overview of the Municipality's financial activity
c) ldentify changes in he Municipality's ftnancial position (ib ability to address the

next ard subsequent year challenges)
d) ldentify any material deviaUons from the financial plan (he approved budget),

and identify individual fund issues or concems.b 
Since tre MD&A is designed to focus on the cunent year activities, rcsulting changes and cunently known

facts, please read it in conjunction with $e Municipality's financialstatements.

FINANCIAL HIGHLIGHTS

. The Municipality net assets increased by $499,215.
o ln the fund financial statements, &e govemmental activities revenue increased

$1,079,959 (or 5%) while govemmental activities expenditures increased $2,017,742
(or 8.6%).

. 0n a budgetary basis, actual expenditures exceeded actual revenues by $337,425.

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus from previous

financial statements. The new focus is on botr the Municipality as a whole (govemment-wide) and the

- major individual funds. Both perspectives (govemment-wide and major fund) allow the user to address

rclevant questions, broaden a basis for comparison (year to year or govemment to govemment), and

enhance the Municipalit/s accountability.

Govemment-wide Financial Statements

The Govemment-wide Financial Statements are designed to provide users of he financial statements with a

broad overview of the Municipality's finances in a manner similar to privatesector companies.

_ The Statement of Net Assets presents information on all of the Municipality's asseb and liabilities, with the

difference both reported as net assets. Overtime, incrcases or decreases in net asseb may serve as a
useful indicator of wheher the financial position of the Municipality is impnoving or deteriorating.

GonzillezTones, Llavona Casas, LLP



MUNICIPALITY OF HATILLO

ITIANAGEMENT'S DISCUSSION AilD ANALYSIS (CONTINUED)

Fiscal year ended June 30, 2008

The Statement of Activities presents information showing how the Municipality's net assets changed during

the most recent fiscal year. All changes in net asseb are reported as soon as the underlying event giving

rise to ttre change occurs, regardless of tre timing of the related cash flows. Thus, revenues and expenses

are rcported in the Statement of Activities that will only result in cash flows in future fiscal periods. The

Statement of Activities is focused on both the gross and net cost of various activities, which are provided by

the govemments general tax and other rcvenues. This is intended to summadze and simplify the use/s
analysis of cost of various govemmental services.

Fund Financial Statements

The Fund Financial Statemenb provide detailed information about tre Municipality's most significant funds,

not the Municipality as a whole. The Municipality has only one kind of fund which is the govemmental fund.

Govemmental funds are used to account for essentially the same functions reported as govemmental

activities in the Govemment Wide Financial Statements focus on near term inflows and outfloun of
expendable resources, as urell as on balances of expendable resources available at the end of the fiscal

year. Such information is useful in evaluating the Municipality's neartenn financial requirements.

Because the focus of govemmental funds is nanower than that of the govemment-wide financial

statements, it is useful to compare the information presented for govemmental funds with similar information

prcsented for govemmental activities in the govemmentwide financial statements. By doing so, users of

the basic financial statements may better understand the longterm impact of the Municipality's near term

financial decisions. Both of the Govemmental Fund Balance Sheet and the Govemmental Fund Statement

of Revenues, Expenditures and Changes in Fund Balances provide a reconciliation to facilitate this

comparison between govemmental funds and govemmental activities.

lnfrastructure Assets

Historically, a govemmenfs largest group of assets (infrastructure - roads, bridges, tmffic signals,

underground pipes [unless associated with a utility], etc.), have not been reported nor depreciated in
govemment financial statements. GASB 34 requires that trese assets be valued and reported within the

govemmental column of ttre GovemmenttMde Statements. Additionally, the govemment must elect to

either (a) deprcciate these assets over fteir estimated useful life or (b) develop a system of asset

management designed to maintain the service delivery potential to near perpetuity. lf the govemment

develops the asset management system (the modified approach) which periodically (at least every third

year), by category measures and demonstrates ib maintenance of locally established levels of service

standads, the govemment may rccod its cost of maintenance in lieu of depreciation. The information

about the condition and maintenance of condition of the govemment infastructurc assets should assist

financial statement usens in evaluating a local govemment and its performance over time.

The infmstructurc assets are accounted for as of June 30, 2008. Also, the Municipality elected to depreciate

infnastructure assets instead of using the modified apprcach.
2



TTIUilICIPALITY OF HATILLO

MANAGEMENT'S DISCUSSTON AND ANALYSTS (CONTTNUED)

Fiscal year ended June 30, 2008

Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a govemments financial psition.
The Municipality's unrestricted net assets (excess of assets over liabilities) totaled $2,N9,237 million at the
end of 2008, and the net assets as of June 30, 2008 amounted to $41,545,310 million.



I'UNICIPALITY OF HATILLO

iIANAGEMEI{T'S DTSCUSSTON AND ANALYSTS (CONTTNUED)

Fiscal year ended June 30, 2008

a

CONDENSED STATEMENT OF NET ASSETS

Cunent asseb

Capitalassets

Other assets

Total assets

Cunent liabilities

Non-cunent liabilities

Total liabilities

lnvested in capital asseb, net of related debt

Restricted

Unrestricted

Total net assets

Changes in Net Assets

Governmental

$ 5,254,482

49,042,096

10.084.379

63,380,957

6,505,635

15.330.012

21,935,il7

u,223,075

5,o22,ggg

2.2W.237

$ 41.545.310

The Municipalit/s net assets increased by $499,235. During the year ended June 30, 2008 the Municipality

decided to merge the Hotel and recreation center fund with the general fund. This fund was previously

reported as business Upe activiU separated frrom govemmental activities. Since bott share common

management this decision complies with GASB standards. As a result a prior period adjustment had to be

made increasing govemmental net assets by $634,028. Another pdor period adjustment was made to

decrease net asseb for ${,064,581 to conect last year's construction in prccess overstatemenl These

added to the excess of revenues over expenditures of $1,654,025 creates a net change in net assets of

$1,617,766. Approximately 61 percent of the Municipality's totalrcvenue came from taxes, while 28 percent

resulted fmm grants and contdbutions, including federal aid. Charges for Services provided 7 percent of the

total revenues and interests and donations 4 percent. The Municipality's expenses cover a range of

services. The largest expenses were for public works and sanitation, general govemment and health and

welfare services. 
4
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i,UIIIICIPALITY OF HATILLO

i,lAtilAcEMENT'S DISCUSSION AND ANALYSIS (CONTIN U ED)

Fiscal year ended June 30, 2008

CONDENSED STATEMENT OF dCNVMES

Program revenues:

Charges for services
Operating grants and contributions
Capital grants and contdbutions

General revenues:

Property taxes
Municipalsales tax
Municipal license tax
Grants and contributions not restricted to specific progmms

lnterest and investment eamings
Miscellaneous

Other

Total revenues

Expenses:

Genenal

Public safety
Public works and sanitation

Culture and recreation

Health and welfare
lnterest on longterm debt
Depreciation

Loss on disposal of assets
Other

Total expenses

Change in net asseb

Net asseb, beginning of year

Prior period adjustment

Net assets, beginning of year as restated

Net assets, end ofyear

Govemmental

$ 1,275,959

72+120
937,898

7,655,960
3,364,529
4,079,913
5,596,166

513,470

535.622

24,683,637

7,142,471
835,479

8,898,794
2,719,88
1,537,274

572,742
9{'3,882

30,604
3.588

22,635,318

2.048.3{9

39,927,5U

(130.553)

39.496.991

$ 11.545.310

Gonz6lez Tones, Llavona Casas, LLP



UUNICIPALITY OF HATILLO

IIANAGEilIENT'S DISCUSSION AITID ANALYSIS (CONTINUED}

Fiscal year ended June 30, 2008

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with financ+
rclated legal requirements.

Governmental Funds

The focus of frre Municipality's govemmental funds is to provide information on near-term inflows, outflows,

and balances of expendable resources. Such information is useful in assessing the Municipality's financing

requirements. ln particular, unreserved fund balance may serve as a useful measure of a govemment net

resour@s available for spending at the end of the fiscal year.

As of the end of the cunent fiscal yeal the Municipality's govemmental funds reported combined ending

fund balances of $6,501,795 an increase of S2,680 in comparison with the pdor year. There are

reservations of fund balance amounting to $5,022,998. This is the fund balance that it is not available for
new spending because it has already been committed; 1) to pay debt service ($445,217), 2) to pay for

capital projmts ($3,389,072), 3) for special revenues fund ($578,472), 4) for encumbrances ($t160,000),

and for other purposes ($149,230). Within the govemmental funds, it is included the general fund which is

the chief operating fund of the Municipality. As of June 30, 2008, the genenal fund has an unrestricted

balance of $1,478,797.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course of the year, the Municipality Council revised the Municipality's budget in oder to include

increases in rcvenues that were identified during the course of the fiscal year based on cunent

developments hat positively affected the Municipality's finances. lncreases in budgeted expenditures were

also made since the law mandates a balanced budget.

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The Municipality's investnent in capital assets as of June 30, 2008, amounts to $62 million, with an

accumulated depreciation of $14 million, leaving a net book value of $48 million. This investment in

capital assets includes land, buildings, improvements, equipment, infrastructure and construction in

prcgress. lnfrastructure assets are items that are normally immovable and of value only to the state, such

as roads, bridges, streets and sidewalks, lighting systems, and similar items. The total incrcase in the

Municipality's investnent in capital assets for the cunent fiscal year was about 1% in terms of net book

value. Depreciation charges for the year totaled $Sr3,882. 
6
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IIUNICIPALITY OF HATILLO

MANAGEMENT',S DTSCUSSTON AND ANALYSIS (COI{TINUED)

Fiscal year ended June 30, 2008

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

Debt Administration

The Puerto Rico Legislatue has established a limitation for the issuance of general obligation municipal
bonds and notes for the payment of which the good faith, credit and taxing power of each Municipality may
be pledged. The Municipality outstanding general obligation (bonds and notes) debt as of June 30, 2008, is
$14.2 mitlions.

The applicable law also requircs that in order for a Municipality to be able to issue additional gener:al

obligation bonds and notes, such Municipality must have suficient payment capacity, Act. No. 64 pmvides
that a Municipality has sufficient payment capacity to incur additional general obligation debt if the deposib
in such Municipality's Redemption Fund and the annual amounts collected with respect to such
Municipality's Special Additional Tax (as defined below), as projected by GDB, will be sufiicient to service to
maturity the Municipality's outstanding genenal obligation debt and the additional proposed geneml
obligation debt (Payment Capacity).

The Municipality is requircd under applicable law to levy the Special Additional Tax in such amounts as shall
be required for the payment of its general obligation municipal bonds and notes. ln addition, principal of and

intercst on all generalobligation municipal bonds and notes and on all mun'rcipal notes issued in anticipation
of the issuance of general obligation bonds issued by the Municipality constitute a first lien on the
Municipality Basic Tax revenues. Accodingly, the Municipalitfs Basic Tax rcvenues would be available to
make debt service payments on general obligation municipal bonds and notes to the extent that the Special

Additional Tax levied by the Municipality, together with moneys on deposit in the Municipalrty's Redemption

Fund, arc not sufficient to cover such debt service. lt has never been necessary to apply Basic Taxes to
pay debt service on general obligation debt of the Municipality.

ECONOMIC FACTORS AND NEXT YEAR BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as Federal Granb to carry out the
govemment activities. Historically, prcperty and municipal taxes have been very predictable with increases

of approximately five percent. Fedenal Grant Revenues may vary if new grants are available but the

revenue also is very predictable. Those factors were considered when preparing the Municipality's budget
for the 2W7 -2048 fiscal years.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present usens (citizens, taxpayers, customers,

investons and creditors) wift a general oveMew of the Municipalit/s finances and to demonstmte the

Municipalit/s accountability. lf you have questions about $e report or need additional financial information,

contact the Municipality's Chief Financial Officer.
GonrtlezTones, Llavona Casas, LLP
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Gonzoloz - Tonos, Llovono - (osos, LLP.

Carlified Public Flccountonts ond Consultonts

)osd A. Gonz6laz Torros, CPR. (F€

Fernondo LLovono (osos, CPH, (F€

INDEPENDENT AUDITORS' REPORT

Honorable Mayor and Municipal Council

Municipality of Hatillo

Hatillo, Puerto Rico

We have audited the accompanying financial statements of the govemmental activities, each major fund,

and the aggregate remaining fund information of the Municipality of Hatillo, Puerto Rico, as of and for the

year ended June 30, 2008, which collectively comprise tre Municipality's financial statements as listed in the

table of contenb. These financial statements are the responsibility of the Municipality's Management. Our

responsibility is to express opinions of these financial statements based on our audit.

We conducted our audit in accordance witr auditing standards gener:ally accepted in the United States of

America. Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement. An audit includes examining, on a test

basis, evidence supporting fie amounts and disclosures in the financial statemenB. An audit also includes

assessing the accounting principles used and significant estimates made by management, as well as

evaluating the overall financial statements presentation. We believe that our audit provides a reasonable

basis for our opinions.

ln our opinion, the financial statements reEned to above present fairly, in all material respects, the

respective financial position of the govemmental activities, each major fi.ind, and the aggregate remaining

fund information of the Municipality of Hatillo as of June 30, 2008, and the respective changes in financial

position, for the year then ended in conformity with accounting principles generally accepted in the United

States of America.

As described in Note A, the Municipality has implemented a new financial reporting model, as rcquired by

the provisions of Govemmental Accounting Standards Board (GASB") Statement No. 34, Basic Financial

Statemenb-and Managemenfs Discussion and Analysis-for States and Local Govemments, as amended

and interpreted, as of June 30, 2008.

The Management's Discussion and Analysis and budgetary comparison information on pages 1 through 7

and 42 through 44, are not a required part of the basic linancial statements but arc supplementary

information requircd by accounting principles generally accepted in the Unite States of America. We have

applied certain limited prccedures, which consisted principally of inquiries of management rcgarding the

metnoOs of measurcment and presentation of tre supplementary information. However, we did not audit

the information and express no opinion on it.

The Municipality of Hatillo has not presented as part of the budgetary comparison schedule, information that

reconciles the budgetary information to the GMP inbrmation, that accounting principles generally accepted

in the United States has determined is necessary to supplement, although not rcquired to be part of, the

basic financial statements. 
g

Members of:

Puerto Rico Societg of Carlified Public tlccountonts

0moricon lnstitut@ of Certitiod Public Flccountonts

Flssociotion of C@ttified Froud €xominers

Tel. 787 -764-8664
Fax. 787 -7 64-8643

uluru.gtlccpo.com

1733 (olla Tinto,
Rio Piedros Hoights,
Son Juon, PB 00996-3952



TNDEPENDENT AUDITORS', REPoRT (CONTINUED)

Our audit was conducted for the pupose of forming opinions on the financial statements that collectively

comprise the Municipality of Hatillo's basic financial statements. The accompanying schedule of

expenditures of federal awads is presented for purposes of additional analysis as required by U.S. ffice of

Management and Budget Circular A-133, Audits of States, Local Govemments, and Non-Profit

Oqanizations, and is also not a required part of the basic financial statements of Municipality of Hatillo. The

schedule of expendifures of fedenal awards have been subjected to the auditing procedures applied in the

audit of the basic financial statements and, in our opinion, are fairly stated in all material rcspec6 in relation

to the basic financial statements taken as a whole.

March 23,2009
San Juan, Puerto Rico License number 226

Expires December 1, 2010

The stamp number 2384761
was affixed to the odginalof this report

L\f
Gonzilez - T6nes, Llavona - Casas LLP

Lic. #226
PUERTO RICO

{T(!'r'
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ITIUNICPALITY OF HATILLO

STATEMENT OF NET ASSETS
June 30, 2008

ASSETS
Cash, including $1,650,000 in CD
Receivables, net

Municipal license taxes, $11128,478 less allowance of $3E3,682
Rents and construction permiS
Other

Due from:
Commonwealth Government
Federal Government

Restricted assets:
Cash, including $400,000 in CD
Cash with fiscal agents, including $700,000 in CD
Deferred expense

Capital assets:
Land and construction in progress
Other capital assets, oet

Total capital assets, net

Total assets

LIABILITIES
Accounts payable and accrued liabilities
Interest Payable
Due to:

Commonwealth Government
Deferred revenues:

Municipal license taxes

Long term liabilities :

Due within one year
Due in more than one year

Total liabilities

NETASSETS
Invested in capital assets, net ofrelated debt
Restricted for:

Capital projects
Debt service
Other specifi ed purposes

Unrestricted (deficit)
Total net assets

Primary
Government

Governmental
Activities

$ 3,046,641

744,796
134,886
201J00

840,738
286,,121

2,795576
7,log,749

180,054

24,838"381
23,203,715
48,042,096

_$ 6S!gE_

609,623
267,465

315"230

32s328s

2,{,6,0,O32

rs330'012
2r.835.647

34,223,O75

3,389,672
445217

I,18t,109
2299,237

-$--{1d45J10-

The accompanying notes are an integral part of this statement.

Gonz6lez Tones, Llavona Casas, LLP
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I,IUNICIPALITY OF HATILLO

BALANCE SHEET - GOVERNMENTAL FUNDS
June 30,2008

ASSETS

Cash, inctudrng $1,650,000 in CDs

Receivables, rrt:

Municipal licerse taxes

Rents and otters

Drcfrom:

Commomreath Gowmmenl

Federal Gorcmment

0herfuds
Deferd expense

Restricted asets:

Cash, includrng $400,0S in CD's

Cash witr fiscal agnls, inludkU $700,ffi in CD's

Tdelcob

I.JABLMES

Accounts pay&le ard accrued liabililbs

Matured hnds and intuest papble

Drcto:

Commomrealth Gaterxnent

0fierlmds

Ddened revenues:

Munbipal Icense taxes

lntergovemmental-Commormerlb Government

Fedual gnants

Total liabilities

R'IID BATATICES

Reserved for:

Encumbrances

Oebt selice

Capital projeds

0ther speciled pposes

Un#dEuted

Totatfund bahom

Totd lirbililies and tund hlmces

I 3,016,6{r t $

7U,lfi
$16,,186

E10,X3E

,l,450,6S

Slile

Legidalive

Resdutions

0fier Tohl

Govemmemhl Govemmntd

FunG Fun&

80t,167

zoo,tzt

1800s1

l,ggl,fln

J 1,5{2,6E2 2,1S,{167 3,738,749

$ 5,119,016 I e!4,157 $ 1,5{2,512 $ 4,553,351 $ 13.119,516

Ileh

Seryice

Fund

$ 3,016,61,|

111,7fi

sl6,'ls

840,73E

?fi,121

1,+t0,655

1m,051

2,?95,576

t 570,y $

3t5,Bo

3,253,il5
,l91,153

-tt
- 1,097,{&5

407.365

39,019 $ 609,6A

. ,|,097,{65

- 315,230.l,0{3,2gl 1,$0,655

. &250'285

- 19t,153

{J30$S' {0?J65 1,097,155 1,082,31)9 E,g1l,72l

*'1' -. rs,in trtr,
- 3,389,572 3,3m,672

{49,23{t 397,102 - 18,l,370 7n,702

l,{?s'?97 

--- 

1A78,797

2,0EE,{31 397,102 1{5,217 3,571,0{2 6,5{11,795

I 6,119,016 I m{$7 I t,$Zm $ +653351 I 13113.516

The accompanying notes are an integral part of this statement.

Gonz6lez Tones, Llavona Casas, LLP

12



MUNICIPALITY OF HATILLO

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE TO NET ASSETS OF GOVERNMENTAL
ACTIVITIES
June 30, 2008

Tohl governmental fund balances:

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

$6,501,795

Capital assets used in governmental activities are not financial

resources and therefore are not reported in the funds: 8,042,096

In transit cash not available yet as part of govememental funds 3,370,000

Other assets are not available to pay for cunent-period

expenditures and therefore are defened in the funds: 19{,463

Long term liabilities, including bonds payable, are not

due and payable in the cunent period and therefore

are not reported in the funds:

General obligation bonds and notes $ (13,329,020)

Compensated absences (1,821,562)

Doubtfull accounts debt payable to CRIM (178,831)

Christmas bonus {382,927}
LIMS Reimbursement to CRIM (171,012)

LandfillClosure and Postclosure Care Costs (676,692) (16,560,044)

Net assets of governmental activities: l-l1e!5,319-

The accompanying notes are an integral part of this statement.

GonzdlezTones, Llavona Casas, LLP
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i,UNICIPALITY OF HATILLO

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES+OVERNITIENT FUNDS

Fiscal year ended June 30, 2008

Joint
Rcsolutions

Ihm
Service
Fund

@rer Tohl
Govemmental Govemmental

FunG Funds

Revenuc
ftopedytaxes
Municipal license taxes

Municipd salestax

lntergovemmental :

Commoruealth govemment

Federd govemmerrt

Fees, ftnes and dwges fu services

lnterest

Other

Total revenues

Expenditurcs
General govemment

Public works and sanitation

PuUicsdety

Culture and recrdion
Hedth

Housing, welfare and community devdopment

Others

Capital outlays

Debt service:

ftincipd
lnteresl

Tdd expenditum

Excess (ddicjency) d rewtues over expenditures

Other financing soures {uses)
Transfers in from other funds

Tans{ers out to otherfunds

Proeeds frorn loans

Toial dherfinancing sources (uses)

iletchange in tund balance (llote il)

Fund hlance at @inning of year

Prior peiod adjustment (Note L)

Fund balance d end ofyear

$ 6,188,,142 $

4U9,913
4$3,109

3834,716

1,275859
/|il2,116

$ 1,167,518 $

rr,irs

1,5r4661

$ 7,65586{t

d079,913
3,364,529

5,104,703

r,662,018

1,275,959

513,471

783,&13

9,882

793,715

:

62,995

698#0

:
16 ,N

686,154

1,662,018

23,907

,9,315,6[B

7,841265

7,196,151

811,739

2,752,399

591,1fit

sol,iol

2,W'111

7tt
l,7go,5gg

11,083

16,5{X}

865,475

3,587

411,865

21,192,176

7,8,|,972
8,977,055

8?,.,8n
2,778,899

1,519,603

3,587

r'613,479

3rl9J'l
2442U0 - 7lE,Eoo

3ll9J57 220,893

718,800 - 941,000941,000

20,268,1S3 751,105 939,693 3,089,8'16 25,059,067

(952,470) 32,310 y4971 1221,7021 (558,891)

\012,813 - 2,A12,813

(1,070,0001 (912,813) - {2,012,813}

942,E13 042,8131 7fl1,000 760,000

(9,654 34310 (367,E12) $E,298 193,10s

2,203,U'5 364,792 813,059 3,04,459 6r09,1',t5

{105,715} 

- 

5,2E6 (100,429}

ll08&{33_ _t_!9L!94_

'f) cr
0\.\"\.- \\,)

s_18A!_ llst@- l-!10u95-

The accompanying notes are an integral part of ttis statement.

Gonz6lez Tones, Llavona Casas, LLP
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UUNICIPALITY OF HATILLO

RECONCILIATION OF STATEUENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
OF GOVERNMENTAL FUNDS TO THE STATEi,IENT OF ACTIVITIES
Fiscal year ended June 30, 2008

Net change in fund balances-total govemmenhlfunds:

Amounts reported for govemmental activities in the Statement of

activities are dffierent because:

Govemmentalfunds reports capital aseb outlays as expenditures.

However, in the Statement of Activities, the cost of those asets

is allocated over lheir estimated useful lives and reported as

depreciation expense:

Expendifures for capital assets

Less: cunent year depreciation

Loss on disposal of asets

Govemmentalfunds only report the proceeds received from loans as

revenues in the Statement of Activities. Thus the fiange in net assets

differs from the change in fund balance by he total of the proceeds:

Revenues reported as defened revenues in the Govemmental

funds, but as revenues on the Statement of

Activities

Repayment of long term debt is an expenditure in the govemmental

funds, but reduces long{erm liabilities in the Statement of Net

Assets and isuance of long term debt is a revenue in fie govemmental funds,

but increases long-tenn debt in the Statement of Net Assets:

Generalobligation bonds and notes

General obligation bonds and notes isued

fther long term debt

Some expenses reported in the Statement of ActiMties do not require

the use of cunent financial resources and therefore are not reprted

as expenditures in the govemmentalfunds:

Compenuted absences

Christmas Bonus

Change in net assets of govemmental activities:

$ 193,109

$ 1,6,15,973

(903,882)

{30,604) 681,487

191,163

$ 941,000

(760,000)

931,558 1,112,558

$ (127,119)

(3,179) (130,298)

llJsJlg_

The accompanying notes are an integral part of this statement.

GonzAlez Torres, Llavona Casas, LLP
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MUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Hatillo was founded in 1823. The Municipality is govemed by he executive and the legislative

branch elected for a four year term during he general elections in Puerto Rico. The Mayor is the executive oficer
and the legislative branch consists of fourteen (14) members of the Municipal Legislaturc. The Municipality engages
in a comprehensive range of services to the community such as: general govemment administration, public works,

health, environmental control, education, public secudty, wetfare, housing, community development and culturc and

recreation activities.

The financial statements of the Municipality have been prepared in accodance with accounting principles generally

accepted in he United States as applied to govemmental units. The Govemmental Accounting Standards Board

(GASB) is the standard-setting body for govemmental accounting and financial reporting. The GASB periodically

updates its existing Govemmental Accounting and Financial Reporting Standards, which, along with subsequent

GASB prcnouncements (Statements and lnterpretations), constitutes GMP forgovemmental unib.

1. Financial reporting entity

The financial reporting entity included in this report consisb of the financial statements of the Municipality of
Hatillo (primary govemment). To fairly present the financial position and the results of operations of the financial

repodng entity, management must determine whether its reporting entity consists of only the legal entity known

as the primary govemment or one or more organizations called component units. The inclusion of a potential

component unit in the primary govemment's reporting entity depends on whether the primary govemment is

financially accountable for the potential component unit or on whether the nature and significance of the

relationship with the primary govemment is such that exclusion would cause the reporting entity's financial

statements to be misleading or incomplete. The basic criteria for deciding financial accountability are any one of
the following:

A. Fiscal dependency of the potential component unit on the primary govemment, or
B. The primary govemment appoints a voting majorig of the potential component unifs goveming body and,

1) The primary govemment can impose its will on tre potential component unit and/or,

2) A financial beneliU burden exist between the primary govemment and the potential component

unit.

16
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ITIUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A - SUIIiMARY OF SIGNIFICANT ACCOUNTTNG PoLTC|ES (CONTTNUED)

_ There are two methods of presentation of the component unit in the financial statement:

A) Blending the financial data of the component units, balances and transactions in a similar manner to the
presentation of the Municipality's balances.

B) Discrete presentation of the component unifs financial data in columns separate from the Municipality's
balances and transactions.

ln fiscal year2A04-2005 the Municipality adopted Statement No. 39 'DeterminingWhether Ceftain Organizations Are

Component Unrfs - an amendment of GASB 34 Statement No. 14'. This Statement amends GASB Statement No. 14

u to provide additional guidance to determine rvhether certain organizations for which the primary govemment is not

linancially accountable should be reported as componenb unib based on the naturc and significance of their
relationship with the primary govemment. A legally separate, tax-exempt organization should be discretely prcsented

_ as a component unit of a reporting entity if all of the following criteria are met:

A) The economic rcsources received or held by the separate organization are entircly or almost entirely for the

direct benefit of the primary govemment, ib component units, or its constituents.

- B) The primary govemment, or its component unib, is entitled to, or has he ability to othenrise access, a

c)ili,ihl;-:rfti:ffi:;:Tillil,,%tfi '$Hiillnf gd:#fr,,glr:.',#.*:,;ffi'[',,r#iil
the primary govemment.

ln addition, other organizations should be evaluated as potential component units if they are closely related to, or
financially integrated with, $e primary govemment.

The Statement continues the requirement in Statement No. 14 to apply prcfessionaljudgment in determining whether

the relationship between a primary govemment and other organizations for which fte pdmary govemment is not

accountable and that do not meet these criteria is such, that exclusion of the organization would render the financial

_ statements of the rcporting entity misleading or incomplete.

Based on the above cdteria there are no potential component units which should be included as part of the financial

statements.

Gonz6lez Tones, Llavona Casas, LLP
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I'UNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A - SUITIMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2. Basrb ofpresentation, measuremenf focus andDasis of accunting

The ftnancial report of the Municipality consists of a Management Discussion and Analysis (MD&A), basic
financial statements, notes to the financial statements and required supplementary information other than the
MD&4. Following is a summary presentation of each, including the measurcment focus and basis of accounting
Measurement focus is a term used to describe whrch transactions are rccorded within the various financial
statements. Basis of accounting rcfers to when transactions are recorded regardless of the measurement focus:

Management Discussion and Analysis

This consists of a nanative introduction and analytical overview of ttre Municipality's financial activities. This

analysis is similar to the analysis that the private sector provides in their annual reporb.

Basic financial statements

Basic financial statements include both govemment-wide and fund financial statements. Both levels of
statements categodze primary activities as govemmental type, which are primarily supported by taxes and
intergovemmental rcvenues.

Govemmental Actlvltles

Govemment wide statements

The govemment-wide statements consist of a Statement of Net Assets and a Statement of Activities. These
statements are prepared using the economic resources measurcment focus, which concentrates on an entity or
fund's net assets. All transactions end events that affect the total economic rcsources (net assets) during the
period are reported. The statements are rcported on the full accrual basis of accounting. Revenues are

recognized in he pedod eamed and expenses rccognized in the period in which the associated liability is
incuned. Fiduciary activities, if any, whose resources are not available to finance govemment programs, arc
excluded from the govemment-wide statemenb. The efrect of inter-fund activities is eliminated.

The Statement of Net Assets incorporates all capital (long lived) assets and receivables as well as long term
debt and obligations. The Statement of Activities reports revenues and expenses in a format that focus on the
net cost of each function of he Municipality. Both the gross and net cost of the function, which is othenrise
being supported by the genenal govemment revenues, is compared to be revenues generated direcfly by the
function. This Statement reduces gross expenses, including depreciation, by related prcgram Evenues,
operating and capital grants, and contributions. Program revenues must be direcfly associated with the function.

GonzillezTones, Llavona Casas, LLP
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iIUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEi'ENTS
June 30, 2008

NOTE A. SUMMARY OF STGNTFTCANT ACCOUNTTNG poLtCtES (CONTTNUED)

The types of transactions included as prcgmm revenues arc: charges for seryices, fees, licenses and permits;

operating grants which include operating-specific and discretionary (eiher operating or capital) grants; and

capital grants wttich are capital-specific grants. lntemally dedicated resources are reported as general revenues
rather than as progmm revenues. Likewise, general revenues include all taxes. Property taxes are recognized as
revenues in the year for which they are levied. Revenues on both operating and capital grants are recognized

when all eligibility requiremenb (which include time rcquirements) imposed by the provider have been met. For
certain expendituredriven grants revenue is recognized ater allowable expenditures are incuned. As a policy,

indirect expenses in the Statement of Activities are not allocated. The Municjpality first uses resticted assets for
expenses incuned for which both restricted and unrestricted assets are available.

The Municipality reports defened revenues in the govemment-wide statements. Defuned revenues arise when
resources ale received hfore the Municipality has a legal claim to them or before applicable eligibility
requirements are met (in case of certain federal expendituedriven grants if resources are received before
allowable expenditures are incuned). ln subsequent periods, when the Municipalfi has a legal claim to the
resources, the liability for defened rcvenues is removed and the revenue is recognized.

Private-sector standads of accounting and financial reporting issued prior to December 1, 1989 generally are
follotryed in the govemment-wide financial statemenb to the extent that those standards do not conflict with or
contradict guidance of the Govemmental Accounting Standards Board. As allowed by GASB Statement No. 20,
the Municipality has elected not to follow only fiose Financial Accounting Standad Board (FASB) Statements

and lnterpretations, Accounting Principles Boad (APB) Opinions, and Accounting Research Bulletins (ARB),

issued priorto December 1, 1989.

Fund Statements

The financial transrctions of the Municipality are recorded in individual funds, each of which are considered an
independent fiscal entity. Each fund is mcounted for by providing a separate set of self balancing accounts fiat
comprise its assets, liabilities, reserves, fund equity, rcvenues and expenditures. Funds are segregated
according to heir intended purpose which helps management in demonstrating compliance with legal, financial

and contractual provisions. Govemmental Funds are those through which most govemmental functions of the
Municipality are financed. The govemmental fund statements include a Balance Sheet and a Statement of
Revenues, Expenditures and Changes in Fund Balances with one column for the general fund, one for each
major fund and one column combining all non-major govemmental funds. Major funds are determined based on
a minimum criterion (percentage of fie assets, liabilities, rcvenues or expenditures) or based on the
Municipality's official's criteria, if the fund is particularly important to financial statement users.

Gonz6lez Tones, Uavona Casas, LLP
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I'UNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS
June 30, 200E

NOTE A. SUMiTARY OF SIGNTFTCANT ACCOUNTTNG poLtCtES (CoNTINUED)

The Municipality reports the following major govemmental funds:

General Fund: The General Fund is the general operations fund of the Municipality. lt is used to account for all
financial resources except those required to be accounted in another fund. During the year ended June 30, 2008

the Municipality decided to merye the Hotel and recreation center fund wifr the general fund. This fund was
previously rcported as business type activity separated frcm govemmental activities. Since both sharc common
management this decision complies with GASB standards.

State Legislative Grants: This fund is used to account for rcvenues sources from appropriations of the
Commonwealth of Puerto Rico legislative assembly for the development of viable urban communities and social
development.

Debt Service Fund:_Debt Service Fund is used to account for the accumulation of resources for, and the
payment of, general longterm debt principaland interest.

Govemmental funds are accounted for using the cunent financial resources measurement focus. With this
measurcment focus, only cunent asseb and cunent liabilities arc included on the balance sheet in the funds
statemenb. Long{erm asseb and long-term liabilities are included in the govemment-wide statements.

Operating statements of these funds prcsent increases (i.e., revenues and other financing sources) and
decreases (i.e., expenditures and other financing uses) in net cunent assets.

The fund statements are maintained and reported on the modified accrual basis of accounting. Under this
method of accounting, rcvenues are rccognized as soon as they are both measurable and available. Revenues
arc considered to be available when they are collectible within the cunent period or soon enough thereafter to
pay liabilities of the cunent period. For this purpose, the Municipality considers revenues to be available if they
are collected within 60 days of the end of fte cunent fiscal period. Expenditures generally are recorded when

the related liability is incuned.

Property taxes are recognized as revenues in the year for which they are levied. Revenues on intergovemmental
grants are recognized when all eligibility requirements (which include time requirements) imposed by &e
provider have been met and revenue becomes available. For certain expenditure-driven grants rcvenue is
recognized after allowable expenditures are incuned. Licenses and permits, charyes for services, rent and
miscellaneous rcvenues are recoded as revenues when rcceived because they arc not measunable and
available.

Gonz6lez Tones, Llavona Casas, LLP
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MUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A. SUMMARY OF SIGNIF|CANT ACCOUNTTNG FoLIC|ES (CONTTNUED)

The Municipality reports defened revenues in the govemmental funds statemenb which arise when potential

rcvenue does not meet both measunable and available criteria for recognition in the cunent period (in the
govemment-wide statements revenue is recognized as soon as it is eamed regadless of its availability).

Defened rcvenues also adse when resources are received beforc the Municipali$ has a legal claim to them or
before applicable eligibility requirements are met. (in case of certain fedenal expenditur+driven gmnts if
resources are received beforc allowable expenditures are incuned). ln subsequent periods, when the revenue

recognition criteria is met, or when the Municipality has a legal claim to the resources, he liability for defened
revenues is removed from the combined balance sheet and he revenue is recognized.

Expenditures arc generally rccognized when the related liability is incuned. Certain exceptions to his

fundamental concept include the following: 1) payments of principal and interest on general long term debt,

which are recorded as expenditurcs when due, except for principal and interest due on July 1 (in this case

amounts arc rccorded as liabilities and expenditures on June 30 since amounts have been accumulated or
transfened to the debt service fund beforc July 1 payments are made), 2) vested compensated absences, claims
and judgments and special termination benefits which arc recorded as expenditures only to the extent that they
are expected to be liquidated with expendable financial resources (in the govemment-wide statements the
expense and rclated accrual liability for long term portions of debt must be included).

Since the govemmental fund statemenb are presented on a different measurement focus and basis of
accounting than the govemment-wide statements, reconciliation is necessary to explain the adjustments needed

to transform the fund financial statemenb into the govemment-wide statements. This reconciliation is part of the
financial statements.

Notes to Financial Statements

The notes to financial statements provide information that is essential to a use/s undenstanding of the basic

financial statemenb.

Change in Presentation

The Municipality elected to change ib accounting policy and determined to present the activities rclated to Punta

Maracayo as part of the general fund due to the following: a) its operations are not financed with debt secured

solely by a pledge of he net revenues from fees and chages of the activity; b) laws or regulations do not requirc

that the cosb of providing the service, including capital costs (such as depreciation or debt service), be

rccovered with fees and charges, rather than with taxes or similar revenue; and c) the pricing policies of the

Punta Maracayo operations do not establish fees and charges designed to recover its costs, including capital

costs (such as depreciation ordebt service).

21
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MUI{ICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE A - SUMMARY OF STGNTFTCANT ACCOUNTTNG POLTCTES (CONTTNUED)

Required Supplementary lnformation :

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

Cash, cash equivalenb, rwfricted and reshcted cash with fiscal agenb

Cash and cash equivalents consists of cash on hand, demand deposits and short term investments with original
matudties of three months or less from the date of aquisition. The Municipali$ follonrs he practice of pooling

cash of all funds except for certain Commonwealth's grants, rcstricted funds genenally held by outside
custodians and federalgrants. Available pooled cash balance beyond immediate needs is invested in certificates

of deposits.

Restricted cash consists of he un{isbursed balance of those donor imposed, federal and state's special
revenues funds for specific purposes. These balances arc restricted until their nature and amount satisfy their
applicable and contractual provisions.

Restricted cash with fiscal agent in the debt service fund consists of the un-disbursed balance of property tax
collections retained by the Commonwealth of Puerto Rico which are restricted for the repayment of the
Municipality's general and special obligation bonds and notes as established by law. Restricted cash with fiscal
agent of other govemmental funds represent the undisbunsed prcceeds of certain bonds, loans or grants which
are maintained in a cash custodian account by the GDB or a federal govemment agency.

Receiva0les and due ftom gov*nmental entities

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

Amounts due from federal govemment represent amounts owed to the Municipality for fie rcimbursement of
expenditures incuned pursuant to federally funded programs. Amounts reported in the debt service fund
reprcsent property tax revenue of cunent fiscal year collected by the CRIM on the first monh (July) of
subsequent fiscal year.

GonzAlezTones, Uavona Casas, LLP
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i,UNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS
June 30, 21108

NOTE A. SUMMARY OF STGNTFTCAi{T ACCOUNTTNG PoLICIES (CONTINUED)

lnter-fund receiyablx and payables

Activity between funds that are representative of lendinglbonowing anangemenb oubtanding at the end of the
fiscal year are refened to as either "due from/to other funds" (i.e., the cunent portion of inter-fund loans) or
'advances toffrom other funds' (i.e., ttre non-cunent portion of inter-fund loans). All other outstanding balances

between furds are reported as'due fnomfto otherfunds'.

lnventofies

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The cost of those
purchases is recoded as expenditure when incuned in the appropriate fund but the year-end inventory is not

rccoded in the Staternent of Net Assets, as management believes is not significanl

Capfalasseb

Capitalasseb, which include property, plant, equipment, and infrastructure (e.9., roads, bridges, sidewalks, and

similar items), are reported in the govemmental activities column in the Statement of Net Assets. Capital asseb
are capitalized at historical cost or estimated historical cost if historical cost is not available. Donated assets are

recoded as capital asseb at their estimated fair market value at the date of donation. The municipality

maintains a threshold level of $500 or more for capitalizing vehicles, machinery and equipment. lnfrastructure

assets are capitalized based on a percentage of tre estimated useful life. The cosb of normal maintenance and

repairs that do not add to the value of the asset or materially extend assets lives are not capitalized. Major

outlap for capital asseb and improvemenb are capihlized as projecb are constructed.

Allcapitalassets, otrerthan land, are deprcciated using the straight-line method overthe following useful lives:

Description

Land improvements

Buildings and building improvements

lnftastucture
Vehicles, machinery and equipment

Years

20

20-50
1540
5-15

Gonz6lez Tones, Llavona Casas, LLP
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II,IUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEITIENTS

June 30, 2008

NOTE A - SUMiTARY OF STGNTFICANT ACCOUNTING PoLICIES (CONTINUED)

_ 8. Long:Erm obligatrbns

Long{erm debt and other longterm obligations, which are reported as liabilities in he govemmental activities

column in the Statement of Net Assets, consisb of general and special obligation bonds, liabilities for

- compensated absences, claims and judgments, and long-term liabilities to other govemmental entities.

9. Defurrdcfiarges

Bond issuance costs are reported as defened charges and amortized as requircd by curent standards.

Govemmental fund types recognize bond issuance cosb as expenditures during the cunent period. Those

issuance cosb, whether or not withheld from the actual debt proceeds received, are reported as expenditum in

the appropriate fund.

1 0. Compensafed absences

The Municipality's employees accumulate vacation, sick leave and compensatory time based on continuous

service. The compensated absences are accumulated on the basis of 2% days per month of vacation and 1/z

- days per month of sick pay and compensatory time up to a maximum of 60 days of vacations and 90 days of sick

leave. Upon separation from employment the accumulated vacations are liquidated up to the maximum number

of days. Accumulated sick pay is liquidated to employees with 10 years or more seMce up to the maximum

- number of days. The amount of vacations leave is accrued if eamed based on services alrcady performed by

employees and if it is probable that will be paid in a future period. The amount of sick leave is accrued based on

all vesting amounts for which payment is probable and on accumulated benefits as of the fiscal year-end.

- The accrual of compensated absences includes estimated paymenb that are related to payloll. The entire

compensated absence liability is reported on the govemment-wide financial statements. For govemmental fund

financial statements, the cunent portion of unpaid compensated absences is the amount that is normally

expected to be paid using expendable available financial resources. The non+unent portion of the liability is not

reported.

GonzillezTones, Llavona Casas, LLP
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iIUNICIPALITY OF HATILLO

_ NOTES TO FINANCIAL STATEMENTS
June 30,2008

NOTE A. SUilMARy 0F SIGNTFTCANT ACCOUNTTNG PoLTCIES (CONTINUED)

- 11. Fundbalances andltlef Asse8

A. Fund balances:

ln the fund financial statemenb, govemmental funds report reserved and unreserved fund balances.

Reservations of fund balance represent portions of the fund balance that ate legally segrcgated for a
specific future use or are not appropriated for expenditure. The Municipality has the following reservations

of fund balance:

Encumbrances: Represent future expenditurcs under purchase orders and other commifrnenB,

which generally will become liabilities in future periods as the goods or services

are received.

Debt Service: Represents net assets available to finance future debt service payments.

Capital Projects: Represent amounh to be used for future expenditures for capital projecb under

contracts and other commitments. These commitments generally will become

liabilities in future periods as the projects are completed.

CIher specified Represent amounts to be used for future expenditures of Fedenal and

purposes: Commonwealth's grants to be used to finance activities ofter than construction

or capital improvement commitments

Advances: Represent the non cunent portion of inter-fund loans.

Unreserved fund balances are segregated betureen designated and undesignated. Designations of

unreserved fund balances represent tentative plans or commitnents of govemmental rcsources. The

undesignated fund balance is tre differcnce between the total unreserved fund balance and the total
amount of designations.

GonzdlezTones, Llavona Casas, LLP
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MUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEi'ENTS
June 30, 2008

NOTE A - SUMMARY 0F STGN|F|CANT ACCOUNTTNG PoLICTES (CONTTNUED)

A) Net assets:

ln the govemment-wide statements net asseb are segregated into hree categories:

lnvested in capital assets,

netof rclated debt:

Restricted net assets:

Unrestricted net assets:

Consisb of capital asset balances net of accumulated depreciation and

outstanding balances of any bonds, notes and other bonowings that
are attributable to the acquisition, construction, or improvement of
those assets. This category should not include cash that is rcstricted to
capital asset acquisition or construction (unspent bond proceeds) and

any unamortized debt issue costs.

Reprcsenb net assets that are subject to restrictions beyond the
Municipalit/s contnol. These include restrictions that arc extemally
imposed (by creditors, gmntors, contributors, or laws and rcgulations of
other govemments) or restrictions imposed by he law through
constitutional prcvisions or enabling legislation (including enabling
legislation passed by the govemment itself).

Represent net assets that do not meet the definition of net assets

invested in capital assets, net of related debt or rcstdcted. Unrestricted

asseb are often designated to indicate that management does not
consider them to be available for genenal operations. These types of
constraints are intemal and management can rcmove or modiff them.
Designations are not reported on the face of the statement of net
assets.

12.

13.

lnter-fund transacffons

The Municipality reports certain transactions as operating tnansfens, which arc legally rcquired transfers that are

rcported when incuned as 'Operating transfers-in' by he rccipient fund and as "Operating transfers-ouf by the
disbunsing fund.

Riskfinancing

The Puedo Rico Treasury Department (PRDT) acts as an agent, obtaining and determining the coverage for the
municipalities of Puerto Rico. The coverage for the Municipality consisb of professional, public rcsponsibility,
property and theft, auto and fidelity bond coverage.
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June 30, 2008

11.

NOTE A. SUMMARY OF STGNTFTCANT ACCOUNTTNG PoLTCTES {CoNTTNUED)

lnsurance policies costs are allocated by PRDT among all the municipalities of Puerto Rico. Payment of the
Municipality's insurance prcmiums is monfily deducted from advances of pmperty tax and amounts of municipal

equalization fund send to the Municipality by the Municipal Revenue Collection Center (CRIM). Workers
compensation insurance is also deducted foom the monthly advances by the CRIM. Settled cases have not
exceeded insurance covenage for any ofthe past three years.

Use of esfimafes

The preparation of the basic financial statements in accordance with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions ftat affect the reported

amounts of assets and liabilities and disclosurc of contingent assets and liabilities at the date of he basic

financialstatements and the reported amounts of revenues and expenditures dudng the reporting period. Actual

resulh could differftom those estimates.

Future adoption of accwnting pronuncemenB

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

15.

Statement

45 Accounting and Financial Reporting by Employers for Post

employment Benefib Oher Than Pensions

To be Adopted in Fiscal
year ended,

June 30, 2009

The impact of these statemenb on the Municipality's basic financial statement has not yet been determined.
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MUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS

June 30, 200E

NOTE B- DEPOSITS

The Municipality maintains its cash deposib in commercial banks located in Puerto Rico. Under Commonwealth of

Puerto Rico statutes, public funds deposited in commercial banks must be fully collateralized for the amount

deposited in excess of federal deposit insunance. All securities pledged as collateral by ilre Municipallty ale held by

the Secretary of Treasury of Puerto Rico in the Municipality's name. The table presented below discloses the level of

custody risk assumed by ttre Municipality based upon how its deposits were insured or securcd with collateral at

June 30, 2008:

Category 1: Insured or collateralized with securities held by the Secretary of Treasury agenfs in the

Municipality's name.

Category 2: Collateralized with securities held by the pledging financial institution's trust department

or its 4ents in the Municipality's name.

Category 3: Uncollateralized, including any bank balance that is collateralized with securities held by

the pledging financial institution or by its trust department or agent but not in the

Municipalitfs name.

The bank balances and carrying amount of deposits witr financial institutions as of June 30, 2008 were as follows:

Bank CarryingCategory
2 balance Amount

Deposib in
commercial

banks

Deposib in
govemmental

banks

$ 6,106,593

7,109,749

$ 6,106,593 $ 5,U2,217

3,73E,719 7,108,749

_$_!J!qaq_ sflqi$_ _0=---- _l_995e?_ L1l95o€q!_
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June 30, 2008

NOTE B- DEPoSITS (CONTINUED)

Reconciliation to govemment-wide statement of net assets:

Unrestricted Restricted

Carrying amount of deposits in commercial banks

$3,046,64{ $2,795,576

Carrying amount of deposits in govemmental banks

$:1016-641 $9's#25

NOTE C - DUE FROM (TO)GOVERNMENTAL ENTITIES

1. Amounts due from govemmental entities as of June 30, 2008 follows:

Total

$5,U2,217

7.108.749

fla950,9$

Municipal Revenue Collection Center (CRIM)

Property tax amnesty
Puerto Rico Departnent of Treasury -

Christmas bonus reimbunsement

Puerto Rico Departnent of Treasury -
Municipal Tax for the month of June

Depa(ment of Housing and Urban

Development

Commonwealth
Entities

$ 254,981

191,463

394,294

Federal
Govemment

5_i40.rn

286.121

$ 286.121

The amount of $191,463 due ftom the Puerto Rico Departnent of Treasury - Christrmas bonus is recorded as

defened revenue in the govemmental funds statemenb (generalfund) since is not available as required by

cunent standards.
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NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE C - DUE FROilI (TOIGoVERNMENTAL ENTITIES (CONTINUED)

2. Amounts due to govemmental entities as of June 30, 2008 follows:

Puerto Rico Retirement System

Puerto Rico Telephone Company

General Service Ad ministration

Worksmen Compensation lnsurance
Municipal Revenue Collection Agency
E.L.A. Employees Association

NOTE D. INTERFUND TRANSACTIONS

1. Due fromlto other funds:

General Fund Other govemmental funds - Public Order
GeneralFund CIhergovemmentalfunds-ChildCare
General Fund Major Fund- State Resolutions

General Fund Other govemmental funds-BGF Loans

General Fund Other govemmental funds {DBG
Genenal Fund Other govemmental funds - Title lll
General Fund Other govemmental funds - Law 52

Total

- 2. Opaating fianslbrs:

Commonwealth
Entities

$ 158,511

33,403

10

54,918

58,509

9.879

$ 315.230

Amounts due fromfto other funds represents temporary advances to other funds by the general fund payroll and
payroll taxes expenditurcs, as follows:

Receivable Fund Payable Fund Amount

$ 103,219

98,060
407,365
351,499
341i,338

10,746
lU.428

$_!150$55

Transfers between individual funds were made for operational purposes. Transfers includes interest eamed on

rcstricted cash vuith fiscal agents in the debt service fund, he capital improvement loan fund and operating and

capital improvement loans in other govemmental funds which is transfened to he genenal fund; and principal

and interest payments of general long term debt transfened from the general fund to he debt seMce fund.
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NOTE E. CAPITAL ASSETS

Capital assets and depreciation activity as of and for the year ended June 30, 2008 is as follows:

Balance
July 1,2007

Balance
June 30, 2008

Govemmental Activities:

Capital assets, not being

depreciated:
Land

Construction in progress

Total capital assets not being

depreciated:

Capitalasseb, being

depreciated:
Buildings and building

improvements
lnfrastructure
Vehicles, madrinery and

equipment

Total capital assets being
depreciated

Less accumulated depreciation
for:

Buildings and building
improvemenb

lnfrasbucture
Vehides, madrinery and

equipment

Total accumulated depreciation

Total capital assets being
depreciated, net

Govemmental activities capital
assets, net

$24,541,244
1.883.146

26.424.690

21,/O9,3{0
7,7il,424

6.551.628

35,715,362

4,795,121

5,324,269

3.605.r72

13,71t1,862

22.000,500

$48,425;190

lncreases Secreases

$$
297.137 fi.883.446)

fi.883.146)
297.137

961,580
1,107,914

68.307 (191.030)

2,137,7A1 (19t,030)

3i10,576

49,123

5t3.883 (160.426)

903,882 (160,426)

r.233.8r9 {30.604}

11.530956 gU[4,050]

$24,541,24
297.137

24.838.381

2237A,890
8,862,238

6.428.905

37,662,033

5,125,997
5,373,692

3.958.629

1t|,458,318

23.203.715

$40.04a090
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NOTES TO FINANCIAL STATEMENTS
June 3{1, 2008

NOTE E. CAPTTAL ASSETS (CONTTNUED)

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

Govemmental activities:

Genelal govemment

Public works and sanitation

Public safety

Culture and recreation
Welfare and community development

Education

Total depreciation expense, governmental aciivities

NOTE F- LONG TERM DEBT

1. Summary of long- term &bt activity

Balance at
July 1,2007 lncreases

Bonds and Notes $ 10,970,020 $ 4,130,000

Compensated

absences 1,694,444 127,118

Health Reform 552,486

Municipal Landfill

obligation 800,5{,8

LIMS

Reimburcement 213,765

Payable to CRIM- 309,336

Christmas bonus 379.748 584.105

$_14,920302 $_-a,?fr.223

$ 184,615
295,022

59,421

300,993
28,021
35.8r0

L_903,882

Balance at
Decreases June30,2008

$ 941,000 $ 14,159,020

- 1,821,fi2

552'/Eo

123,816 676,692

42,753 171,012

130,505 178,831

580.926 382.927

$ 2.371.486 $ 17.390.044

The following summarizes activity in longterm debt for the Fiscal year ended June 30, 2008:

Due within
one year

$ 1,043,000

634,105

382.927

$ 2.060.032
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IIUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE F - LONG TERU DEBT (CoNTINUED)

2. General andspeclal obligation 0onds andnofes

The Municipality's outstanding general and special obligation bonds and notes at June 30, 2008 amount to

$14,159,020. All these bonds are serviced by frre Govemmental Development Bank of Puerto Rico (GDB)

maturing at various dates. As required by law, the Commonwealth Govemment is obligated to levy and collect

property taxes for payment of principal and interest on bonds and notes. A debt service tund has been

established for the bonds and notes at GDB with the proceeds of those property taxes, whereby sufiicient funds

must be set aside in order to cover the projected debt service rcquirement, before any new bonds are issued.

The Municipality is required to maintain a legal debt margin of lAYo of the total assessment of property located

within the Municipality plus the balance of the property taxes in the debt service fund. Principal and interest

payments of long term debt issued for operational purposes are made through wittholdings from the advances

of property tax and amounts of municipal equalization fund send to the Municipality by he Municipal Revenue

Collection Center (CRIM).
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June 30, 2008

NOTE F. LONG TERM DEBT (CONTTNUED)

L A detail of the general and special obligation bonds and notes as of June 30, 2008 follows:

Outstanding
Amount

1995 general obligation bonds of $550,000 due in annual installments of $14,000 to $38,020

- ttrrough January 1,2A2A; bearing interestat4.S0% $ 365,020

1998 general obligation bonds of $2,810,000 due in annual installments of $,[0,0fi] to

$250,000 through July 1, 2023; bearing interest fom 4.865% to 6.56% 2,335,000

1998 general obligation bonds of $024,000 due in annual installmenb of $12,000 to $44,000
hrough January 1,2022; wi$ interest al4.50Yo 464,000

2000 public improvement bonds of $700,.000 due in annual installments of $50,000 to

$100,000 hrough July 1, 2009; bearing interest at rates ranging ftom 2.70o/o to 7.81olo ,90,000

- 2002 general obligation bonds of $2,265,000 due in annual installments of $70,tXXl to

$200,000hrough July1,2025;withinterestfromZ.TAoloto6.13% 1,990,000

2008 general obligation bonds of $760,000 due in annual installmenb of $235,000 to $270,000
through July 1, 20011; bearing interest at rates ranging fom 3.93% to 7.50% 760,000

2004 special obligation note of $800,000 due in annual installments of ${45,000 to $235,fit0
- through July 1, 2009; with interest at 4.05% 340,000

1997 genera obligation bonds of $3,875,000 due in annual installmenb of $65,000 to

$345,000 ttrrough July I ,202A; bearing interest at rates ranging from 4.865% to 6.69% 2,950,000

1996 general obligation bonds of $715,000 due in annual installments 0f $65,000 to $3i15,0fi)

_ hrough July 1,2020; bearing interest at rates ranging fom 4.865% to 6.75% 540,000

2008 general obligation bonds of $3,370,000 due in annual installments of $60,0{X} to

$295,000_ ftrough July 1, 2020; bearing interest at rates ranging from 3.93% to 7.50% 3,370,000

2005 general obligation bonds of $l,l/O,000 due in annual installments of $llo,ffi0 to

$190,000 through July 1 ,2012; bearing interest at rates ranging ftom 4.23o/o to 4.73o/o 855.000

Oubtanding Amount

$14,159,020
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MUNICIPALITY OF HATILLO

NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE F - LONG TERM DEBT (CONTTNUED)

3. Ofier longtam liabiliti*

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

unrcsticted funds

Payable to the CRIM-LIMS balance - the Municipality has entercd
into an agreement with the Municipal Revenue Collection Center
(CRIM) to refinance the prior yea/s LIMS rcimbursement. The
refinancing was done through a special loan to repaid $4{18,924

at 5.9570 to 10 years, payable with prcperty taxes rcvenues fiom
CRIM.

Payable to the CRl[&prior yeaCs doubtful accounts - the
Municipality has entered into an agreement with he Municipal

Revenue Collection Center (CRIM) to refinance he prior yea/s
property tax doubtful a@ounb, on a longterm basis under the
provision of Law No, 146 of October 11,2041. The refinancing

was done thrcugh a special loan to be repaid from .48% of the
net increase of subsidy provided by the Commonwealth of
Puerto Rico's general fund.

Christmas Bonus - reprcsent the accrued portion conesponding to
fiscal year 2007-2008 of the Christmas bonus to be paid in

December2008

Total other Longterm liabilities

For Long{erm Liability of landfill closure and post closure care costs refer to Note G.

Amount

$1,821,562

171,012

178,831

382.927

s2.554.332
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NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE G. LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS

The Municipality discontinued the operation and ceased to accept solid waste of its landfill. State and Federal laws

and regulations require the Municipality to perform certain closure procedures and establish monitoring and

maintenance procedures at the landfill site for thirty years after closure. The closure and post closurc care

procedurcs are being assumed by ttre Municipality. As guidance for calculation of total closure costs, the

Municipality utilized an estimate provided by the Puerto Rico Solid Waste Disposal Auhority. The Municipality is

required to provide post closure care afrer the closurc is completed. Total post closure care cosb has been

determined and accounted as required by accounting principles generally accepted in the United States as of June

30, 2008. The Municipality has reserved $676,692 as of June 30, 2008 to finance post+losure carc costs of this solid

waste landfill.

NOTE H. PROPERWTAXES

The Municipal Revenue Collection Center (CRIM) (a state govemmental agency) is responsible for the assessment,

collection and distribution of rcal and personal property taxes in accordance with the Municipal Property Tax Law

(Law 83 of August, 1995). The tax levied on prcperty is determined by tre Municipal Govemment based on limits

established by the Commonwealth Legislature. The tax on personal property is self-assessed by the taxpayer. The

assessment is made on a refum, which must be filed, with the CRIM by May 15 of each year. Real propefi is
assessed by the CRIM. The tax is general assessed on January 1 on all taxable property located within the

Municipality. For personal property the tax is due with the retum filed on or beforc May 15. Taxes on real prcperty

may be paid on two equal installments, July 1$ and January 1'r.

The CRIM advances funds to the Municipality based on an estimate of special govemmental subsidies and the

property taxes to be levied and which are collected in subsequent periods. This distribution includes advances of

property tax and amounts of municipal equalization fund from the Commonurealth govemment. The CRIM is required

by law to prcpare a settlement statement on a fiscal year basis, whereby a comparison is made between the

amounb advanced to the Municipality and amounts actually collected frrom taxpayers. The CRIM prcpares a

preliminary settlement not later than three months after fiscal year-end, and a final settlement not later than six

months afler fiscal year+nd. lf actual collections exceed the advances a receivable fom CRIM is recorded. However,

if advances exceed actual collections, a payable to CRIM is recorded. The Municipality has a net payable to CRIM of

$58,509 resulting ftom the final settlement forfiscal year 2007-2008.
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NOTE I- MUNICIPAL LICENSE TNGS

Municipal license taxes arc assessed annually by he Municipality to all oryanizations or entities subject to the tax
doing business in the Municipality's location except for entities totally or paftially exempt pursuant to certain
Commonwealth's statutes. This tax is based generally on volume of business or gross sales as shown in a tax rctum
that should be submitted on or before April 15. During fte Fiscal year ended June 30, 2008 the tax rates were as
follows:

Financialbusiness - 1.50% of gross revenues

Other organizations - fiom .30% to .50o/o of gross revenues

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

Municipal license taxes collected prior to June 30 but pertaining to the next fiscal year in the amount of $3,253,285 is
recoded as defened revenues.

NOTE J. RETIREMENT PLAN

1. PIan desuiption

Regular employees of the Municipality contdbute to a cost sharing multiple employer defined benefit rctirement
plan, administered by the Employee's Retircment System of he Govemment of Puerto Rico an its

lnstrumentalities (ERS). ERS covers all rcgular full time public employees working for the centnal govemment,
public corporations and the municipalities of Puerto Rico. The system provides retircment pensions, death and
disability benefib.

Retirement benefits depend upon age at retirement and number of years of crcdited service. Disability

retircment benefits are available to members of occupational and no occupational disabilities. Vested benefib
after ten years of plan participation. The system was crcated under Act 447, approved on May 15, 1951, as
amended, and became effective on January 1, 1952. Retirement benefib are determined by the application of
stipulated benefit ratios to the membeCs average compensation. Average compensation is computed based on

the highest 36 mon&s of compensation rccognized by ERS. The annuity, for which a plan member is eligible, is
limited to a minimum of $200 per month and a maximum of 75% of the average compensation. ERS issues a
publicly financial report that includes financial statements and required supplementary information of the Plan,
which may be obtained ftom fie ERS.
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NOTE J . RETIREiTENT PLAN (CONTTNUED)

Law N0.305 of September24, 1999 amended the Act N0.447 of 1951 and was enacted with the purpose of
establishing a new pension program (System 2000). The new pension prqlram became effective on January 1,

2000. Employees participating in the cunent system as of December 31, 1999 may elect either to stay in the
defined benefit plan or tnansfer to the new program. Persons joining fie govemment on or after January 1, 2000
will only be allowed to become members of fte new program.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. There will be a pool of
pension assets, which will be invested by the System, together with those of the cunent defined benefil plan.

Beneflts at retircment age will not be guaranteed by the State govemment and will be subject to the total
accumulated balance of the savings account. The annuity will be based on a formula, which assumes that each
year the employee's contribution (with a minimum of 8.275Yo of the employee's salary up to a maximum of 10%)
will be invested in an rccount which will either (1) eam a fixed rate based on the tweyear Constant Maturity
Trcasury Note or, (2) eam a rate equal lo 75o/o of the retum of tre System's investnent portfolio (net of
management fues), or (3) eam a combination of botr altematives. lf savings accounB balance is $10,000 or
less at time of retircment, the balance will be distributed by the System to the participant as a lump sum.
Participants receive periodic account statements similar to those of defined contribution plans showing their
accrued balances. Disabilfi pensions are not been granted under the new prcgmm. The employer
contributions (9.275% of the employee's salary) will be used to fund the cunent plan. Under System 2000 the
retirement age is reduced from 65 years to 60 for those employees who joined the cunent plan on or after April
1,1990.

2. Funding policy

The Act M7, as amended, is the authority under which obligations to contribute to fte Plan by the Plan

members, employers and other contributing entities are established or may be amended. Plan members are

required to contribute 5.775Yo of gross salary up to $6,600 plus 8.275% of gross salary in excess of S,600
except for the Mayor or employee under a supplementation plan, which contributes 8.275% of gross salary. The

Municipality is requircd to conEibute 9.275Yo of gross salary.

The Municipality's actual contibution for the cunent and he previous two fiscal years, which is equal to the
rcquircd contribution, follows:

Fiscal year ended:

2008

Law No. 447 System 2000

$4/6,033 $6,031
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NOTE K. CONTINGENCIES

1. Federal and Sfafe granb

Projects financed by Federal and State Grants are subject to audits by grantors and other govemmental
agencies in order to determine ib expenditures to comply wifr tre conditions of such grants. lt is the
Municipality's opinion that no additionalmaterial unrecorded liabilities willarise from audits previously performed

orto perform.

2. Litigations

The Municipality is, at present a defendant in a number of legal matters trat arise in ttre ordinary course of the
Municipali$'s activities. There are cases whereby he Municipality has been named as a defendant or
codefendant in various lawsuits amounting apprcximately $2.7million. They are primarily related to accidents
and personal injuries. Certain cases whereby the legal counsel has not determined an outcome and other cases
that will not be covercd by insurance. The Municipality believes it has medtorious defenses against these legal

actions and is contesting vigorously. Howevel it is the opinion of tfre Municipality and the legal counsels that
based on their experience, such actions and the potential liabilities will not impair the Municipality financial
position.

NOTE L. PRIOR PERIOD ADJUSTMENT

Certain amounts resulting in overstatements of previously reported asseb were discovercd during the cunent
year, Also during he year ended June 30, 2008 the Municipality decided to merge the Hotel and recreation
center fund wittt the general fund. This fund was previously repofted as business type rctivity separated from
govemmental activities. Since both share common management this decision complies with GASB standards.
Accordingly, the following adjustments were made:

Conection of overstatement of fixed asset
Adjustmentto merye funds

($1,064,581)

634.028

($ 430.553)

NOTE M. SUPPLEMENTARY INFORMATION

During the year a resolution was made rcadjusting the govemmenfs budget by increasing expenses account for
$657,774. Since increase was made by using the undesignated fund balance as of June 30, 2008, no
adjushent to increase income was made. Therefore, a deficiency is shown for he year ended June 30, 2008.
This resolution was approved by the Municipality's council.
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NOTES TO FINANCIAL STATEi'ENTS
June 30, 2008

NOTE N. SALES AND USE TOGS

0n July4,2006 the Commonwealth Legislature approved Act No. 117 (Act 117') which amends the Puerto
Rico lntemal Revenue Code of 1994 to provide, among other things, for a sales and use tax of 5.5% to be
imposed by the Commonwealft Govemment. Act 117 also authorizes each municipal govemment to impose a
municipal sales and use tax of 1.5o/o This municipal sales and use tax has in general the same tax base and
limitations (except for unprocessed foods) as those provided by the Commonweatth's sales and use tax.

Section 6189 of the Puerto Rico lntemal Revenue Code of 1994, as amended, authorizes the Municipalities in
Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed in conformity with the base,
exemptions and limitations contained in Subtitle BB of the Code. The municipalsales and use tax is specifically
imposed over all sales transactions of taxable items and combined transactions (as defined by the municipal
intemal rcgulation) taken place within municipal limits. The municipal sales and use tax is also specifically
imposed over the purchase prbe for the use, storage or consumption of taxable transmtions (as defined by the
municipal intemal rcgulation) taken place within Municipal limits. The Municipal Legislature apprcved the
imposition of the municipal sales and use tax on November 1, 2006 with Ordinance No. 36 Series 2006-2007,
effective on November 15, 2006.

On July 29,2047 fte Commonrrealh Legislature approved Act No. 80 fAct 80')which anmend Act No. 117 of
July 4, 2006 to impose to all the Municipalities of Puerto Rico a uniform municipal sales and use tax of 1.5Yo.

Effective August 1 , 2007 1% of the 1 .5olo is collected by the Municipalities and the remaining .5% of the 1 .5% is

collected by the Puerto Rico Deparbnent of Treasury (PRDT). Act 80 also provides for restictions on the use of
the sales tax, wltich is required be invested in solid waste and recycling prcgrams, capital imprcvements and

health and public safety costs.

Amount collected by the PRDT (the remaining .5% of the 1.5%) is deposited in accounts or special funds in the
Govemmental Development Bank of Puerto Rico ("GDB'), subject to restrictions imposed and distributed as
follows:

. .2o/o ol the .57o will be deposited in a 'Municipal Development Fund" to finance costs as restricted by
he Act,

t .2o/o of the .5% will be deposited in a 'Municipal Redemption Fund'to finance loans to Municipalities

subject to restictions imposed by the Act and,
. .1o/o of the .5% will be deposited in a 'Municipal lmprovement Fund" to finance capital imprcvement

projecb; these funds will be distributed based on legislation ftom the Commonwealth's Legislature

Gonzilez Tones, Llavona Casas, LLP
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MUNICIPALITY OF HATILLO

BU DGETARY COMPARISON SCHEDU LE - c ENERAL FU 1,1 D

Fiscal year ended June 30, 200E

fudgetcdarunb

ActudAmomb Vadanctwifr

(Budgctny Find &Qet

Bris) Positive

{See llote A} (ilesative}

6,336,997 I 5,991,970 ${345,027}
4,i95,169 {,257,970 6aE07

2,500,000 2,508,815 9,915

3B'l5,6St 3,915,656 (l)
1y,1E2 nq7$ M2,2y
306,41) 432,536 66,256

301,616 171,N l[30.,lnl
fl4304 t19,010 4,7$

Ai$nal

Revmus
Property taxes

Municipallicase taxes

Municipalsabs tar

lntergovemmantal

License and Permib

lnterest

0her
Rent

Trans{er from olher funds

Tnnsfer in

Totalreverues

Erpendfurcs

Gerenlgovemment

Public works and sanitation

Public satety

Culture and recreation

Wefiae, healh, edrcation and community developmenl

0t'er
Total expenditres

Excess (deficiency) of revenues over expenditures

Ofi er fi nancing surrces (uscs)

Transfers h
Transfers qI

Tohl oterfinancing surces {uses)

bcess {deficiency) ofrevencs atd oterfnaring sources

over e&endi[,re6 and ofier financing wes

t 5,958,896 t
.1,250,0q1

4,lB0,3Eg

17E,0q'

350,0m

tg),t00
,oy

$ 15,09e384 $ 17,861,56 $ t7,674t98 I (t90,307)

I 6,108,3i14 $ 7,069,452 I 7,3116,9i3 I 364539
qm,ln l,gn,l# 7,111,w 135,615

817,903 796,675 787,695 E9E0

1,lga39'l 2,025,t33 !,826,069 199,{S4

064,568 6{8,864 t03,612 5,252

- - 

500,794 (500,794)

I tqoperu 3 18,9a279 $ 18,166,623 3 510,655

| 11,112,n11 $ F9a125) $ 3m,349

{55,S0 $5,0m

$ (657,171) $ {337,125} $ 320,3{e

The aaompanyrng notes to required supplemental infumation are an integral part of tris schedule.
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IIUNICIPALITY OF HATILLO

I'IOTES REQUIRED SUPPLEITENTARY INFORMATION
June 30, 2008

NOTE A. BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

The Municipal budget is preparcd for Genenal Fund following the requiremenb of the Municipal Law of 1981 as
amended. Although all operating expenses and expenditures are allocated to departmental operating budgets,
certain items are not considered to be subject to direct control at the department level. These includes: terminal leave
payments, payroll taxes, pension costs, court costs and settlements, telephone and electricity expenses and liability,
workers compensation and property insurance prcmiums. Budget amendments, which require a change in total
apprcpriations of any departnent, are approved by the Municipal Legislature. Certain budget transfens wiftin the
limitations and restriction of the Municipal Law can be approved by the Executive Branch or by ttre Legislatue
Branch. The budget is prepared on a budgetary (shtutory) basis of accounting which is differcnt ffom GAAP.
Revenues include amounts classified by GMP as oher financing sources and expenditures include encumbrances
and amounts classilied by GAAP as other financing uses. 0n a GAAP basis, encumbrances outstanding at year end
are rcported in the govemmental funds statemenb as a reservation of fund balance since they do not constitute
expenditures or liabilities while on a budgetary basis encumbrances are rccorded as expenditures of cunent year.

Encumbrance apprcpriations lapse one year after the end of the fiscal year. Unencumbered appropriations are
lapsed at year end.

The presentation of the budgetary data excludes other appropriations such as capital projecb, debt service and
special reyenue funds because projecb are funded on a multi-year nature, generally requiring several years to
complete or effective budgetary control is altematively achieved through general obligation bond indentures and legal

and contractual grant agreement provisions.

Gonz6lez Tones, Llavona Casas, LLP
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!,UNICIPALITY OF HATILLO

NOTES TO REQUIRED SUPPLEMENTARY IIIFORMATION
BUDGET CO]TIPARISON SCHEDULE. GENERAL FUND

June 30, 2008

ilOTE B - BUDGET TO GAAP RECONCILhflON - Continued

Excess of rcvenues and otrer ftnancing sources over expenditures and other financing
uses (budgetary basb):

Budget to GAAP differences:

Non budgeted funds recorded as rerrenues for financial reporting purposes:

Non budgeted funds recorded as expenditures for financial reporting.

Revenues recorded forfinancial reporting purposes but not in budgetary basis:

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

Expenditures recoded in budgetary basis bul not for financial reporting purposes:

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

Net change in tund balance (GAAP basis):

($3s7,425)

850,575

(1,070,qD)

1,511,970

{4,754,530}

855,091

1802,71/-1

l____12!1!!31

Gonz6lez Tones, Llavona Casas, LLP
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Gonzirlez - Tonos, Uovono - Cosos, LLP.

Cerlified Public Flccountonts ond ConsulEonts

REPoRToNINTERNALcoNTRoLovERFINANCIALREPoRTINGANDoNcoMPLIANcEAND
OTHERi'ATTERS BASED ON AN AUOf OT NNANCAL STATEi'ENTS PERFORMED IN

AC COCON1 CE WTH GOVERN i/l ENT AU D ITING STAN D ARDS

To the Mayor and Municipal Legislature

Municipality of Hatillo
Hatillo, Puerto Rico

we have audited the accompanying financial statements of governmental activities, the business-type

activities, each major fund, and aggregated-iund information of Municipality of Hatillo, as for the year

ended June 30, 2008, which collectively 
"o*ptit" 

rvrullclqalily of Hatillo's basic financial statements and

have issued our report th"ron dated bece,iu"i g, 2oob. we conducted our audit in accordance with

auditing standards generally accepted in itre united stat"s of America and the standards applicable to

financial audits contained in Governm"nt nroiting standards, issued by the comptroller General of the

United States of America.

lntemal Control Over Financial Reoortino

ln planning and performing our audit, we considered Municipality of Hatillo's internal control over financial

reporting as a basis tot OEs'gning our auditing procedures ior tfie purpose of expressing our opinions on

the financiar statements, but not for the plrior" of expressind a'n opinion on the effectiveness of

Municipality of Hatillo's intemal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or

employees, in the "otr*f 
course of p"ertorming their assigned functions, to prevent or detect

misstatements on a tir"iv ua"ii. n signitiiant defici6ncy is a con-trol deficiency, or combination of control

deficiencies, tnat aoveisiv atrects Mrinicipality of Hatillo's ability to initiate,.authorize., record, process, or

report financial Oata retlaOiy in accordanci wiin generally- SccefteO accounting principles such that there

is more than a remote likelihood that a misstateilent of 
"Municipality of Hatillo's.financial statements that

is more than inconsequentialwill not be prevented or detected by Municipality of Hatillo's internal control '

A material weakness is a significant deficiency, or combination of significant deficiencies' that results in

more than a remote likelihood that a material misstatement of the financial statements will not be

prevented or detected by Municipality of Hatillo's internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the

first paragraph of this section and would not n"""rdarily identify all deficiencies in internal control that

might be significant OeRciencies or materialweaknesses. We did not identify any deficiencies in internal

"olttof 
oveifinancial reporting that we consider to be weaknesses, as defined above'

Jos6 0. Gonz6laz Torres, CPR, CF€

Fornondo LLovono Cosos, CPll, CF€

.l733 (olle Tinto,
Bio Piedros Heights,
Son Juon, PR00926-3252

Mambers of:
Puarto Rico Society of Certifiad Public Bccountonts

Flmoricon lnstitute of Carlifiad Public Flccountonts

Associo[ion of Carlifiad Froud €rominers

Ial. 787-764-8664
Far. 7 87 -7 64-8643

uutu.gtlccpo. com
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COi'PLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANGIAL STATETI'ENTS PERFORMED IN

ACCORDANCE wlTH GOVERNiiENT AUDITING STAN DARDS

(Continuedf

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

We noted certain other matters that we reported to management of Municipality of Hatillo in a separate
letter dated on March 23,2009.

This report is intended solely for the information and use of management, audit cpmmittee, and federal
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone
other than these specified parties.

Gonzilez - Tones, Llavona - Casas LLP
License number ?26
Expires December 1, 2010

March 23, 2009

San Juan, Puerto Rico

The stamp number 2384762
was affixed to fte originalof this rcport

Lic. #226
PUERTO R.ICO
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Gonz6loz - Torros, Uovono - Cosos, LLP.

Cartified Public Flccountonts ond ConsulEonts

Jos6 B. Gonz6laz Torres, CPR, CF€

Fernondo LLovono Cosos, CPf,, (F€

I733 Colla Tinto,
Bio Piedros Heights,
Son Juon, PR 00996-3959

REPORT ON COIIilPLIANCE 1MTH REQUIREMENTS APPLICABLE TO EACHstmOOft preGR*l[roud €xominars

AND ON INTERNAL CONTROL OVER COiIIPLIANCE IN ACCORDANCE wlTH
OTUIB CIRCULAR A.133

To the Mayor and Municipal Legislature
Municipality of Hatillo
Hatillo, Puerto Rico

Compliance

We have audited the compliance of the Municipality of Hatillo, with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable to each of its major federal programs for the year ended June 30, 2008. The
Municipality of Hatillo's major federal programs are identified in the summary of auditor's results section of
the accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of
laws, regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of Municipality of Hatillo's management. Our responsibility is to express an opinion on
Municipality of Hatillo's compliance based on our audit.

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

ln our opinion, Municipality of Hatillo, complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2008.

lnternal Control Over Compliance

The management of Municipality of Hatillo is responsible for establishing and maintaining effective
intemal control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to federal programs. ln planning and performing our audit, we considered Municipality of
Hatillo's internal control over compliance with requirements that could have a direct and material effect on
a major federal program in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance, but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion on the efiectiveness of Municipality of
Hatillo's internal control over compliance.

Membors of:
Puerto Rico Society of Certiliad Public Bccountonts

Flmericon lnstitute of (ertified Publi< flccountonts

Tal. 787-764-8664
Far. 787-764-8643

u.rulu.gElccpo. com



REPORT ON COMPLIANCE wlTH REQUIREMENTS APPLICABLE TO EACH ITiAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COiIPLIANCE YI'ITH OMB CIRCULAR A-{33

(Continued)

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

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

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

This report is intended for the information of the audit committee, management, and federal awarding
agencies and pass-through entities and is not intended to be and should not be used by anyone other
than these specified parties.

March 23,2009
San Juan, Puerto Rico

The stamp number 2384763

was affixed to he oiginal of this report

,.''(-
, LL?

License number 226
Expires December 1, 2010
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MUNICIPATITY OF HATILLO
SCHEDULE OT EXPf,NDITURES OF Ff,DERALAWARDS

FrscAL YEAR ENDID JUNI 30,2008

Federal Grantor/Pas-Through
Grentor/Program Title

U.S. Deoertucnt of Asricdturc

Passed through the P.R Departnrnt ofEducation:

Child and Adult Care Food Program

U.S. Deperhcnt sf Eousiu end Urben llrclonmcnt
Community Developrrnt Block Grant - Entitlenrcnt Grants

Section t Housing Choice Vouchers

Subtotal U.S. Department ofHousing and Urban Developnrcnt

U.S. Denrrtmt of Tnnsoortation

Federal Transit - Formula Grants

U.S. Dcrrrheut of Hedth rnd Humrn Services

Passed through the P.R-Govemor Office ( Office of Elderly Affairs):

Spcial Programs forthe Agi:rgTittle III Pa* B_ Gmnts for

Supportive Ssrvices and Senior Centen

Passed thmugh the P.R. Department of Family - Families and

Children Adminisaadon:

Child Care and hvelopnrent Block Grant

Subtotal U.S. Department ofHealth and Hurnan Sorvices

Total Expenditures of Fedcral Awards

Federal PassThrough

CFDA f,ntityldentifying Federel

Number Number Expcnditures
(note B) (note C) (rote A)

10.55E

14.218

14,87t

93.044 N/AV

93.575

13,7u

7E6,6E6

381,809

l, I 68,495

N/AV 10,365

N/A

NiA

N/A

20.507

105,157

2006-07{41

2N74E424 172,801

277.964

$ 1,470,605

The accompanying notes are an integral part of this schedule.

Gonz6lez Torres, Llavona Casas, LLP
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MUNICIPALITY OF HATILLO
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

June 30, 2008

- NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
the Municipality and is presented on the modified accrual basis of accounting. Expenditures are
recognized when the related liability is incuned. The information in this schedule is presented in
accordance with the requirements of OMB Circular A-133, Audits of States, Local Government and
Nonprofit Organizations.

NOTE B - FEDERAL CFDA NUMBER

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number.
- The first two digits identify the federal department or agency that administers the program and the

last three numbers are assigned by numerical sequence.

_ NOTE C - PASS -THROUGH GRANTOR'S NUMBER

State or local government redistributions of federal awards to the Municipality, known as "pass-
through awards", should be treated by the Municipality as though they were received directly from
the federal govemment. OMB Circular A-133 requires the schedule to include the name of the pass-
through entity and the identifying number assigned by the pass-through entity for federal awards
received as a sub recipient. Numbers identified as N/A are not applicable and numbers identified as
N/AV are not available.

NOTE D RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF

- EXPENDITURES OF FEDERAL AWARDS TO THE EXPENDITURES PRESENTED IN THE BASIC
FINANCIAL STATEMENTS

Description
Other Governmental

Funds

14.218
14.871
93.575
93.044
10.558
20.507

Total federal awards expenditures
Total nonfederal awards
expenditures

Total expenditures, fund
statements

$ 786,686
381,809
172,807
1 05,1 57

13,781
10,365

1,470,605

1.618.411

Gonz6lez Tones, Llavona Casas, LLP
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TUIUNICIPALITY OF HATILLO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended June 30, 2008

SECTION I. SUMMARY OF AUDITOR'S RESULTS

Part I Financial Statements:

1. Type of audit report:

X Unqualified opinion Qualified opinion

Adverse opinion Disclaimer of opinion

2. Controldeficienciesreported:

Yes X No
3. Materialweaknessreported:

Yes X No

4. Material noncompliancedisclosed:

Yes X No

Part ll Federal Awards:

1. Type of report on compliance for major programs:

X Unqualified opinion Qualified opinion

Adverse opinion Disclaimer of opinion

2. Controldeficienciesreported:

Yes X No

Gonz6lez Tones, Llavona Casas, LLP
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i,IUNICIPALITY OF HATILLO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended June 30, 2008
(Continued)

SECTION l- SUMMARY OF AUDITOR'S RESULTS (Continued)

Part ll Federal Awards (Continued):

3. Materialnoncompliancedisclosed:

Yes X No

4. Audit findings required to be reported under Section 510 (a) of Circular A-133:

Yes

5. Major Programs:

XNo

CFDA
Number (s) Federal Proqram Grantor and Program Name

US Department of Housing and Urban Development
14.218 Community Development Block Grants
14.871 Section 8 (Housing Vouchers)

6. Dollar threshold used to distinguish Type A and Type B programs: $300.000

7. Low-risk auditee

X Yes No

8. Waive risk criteria under 520 (i) of Circular A-133

Yes X No

Gonz5lezTones, Llavona Casas, LLP
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iiUNICIPALIW OF HATILLO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended June 30, 2008
(Continued)

SECTION II. FINANCIAL STATEMENTS FINDINGS

Current vear:

-"ne.

Prior vears:

L FINANC|AL STATEMENTS F|ND|NGS - 2004

Finding Number 2004{l-1

- Cash Reconciliation

Criteria and Condition:

- Good internal controls must be following on the reconciliations among accounts balances and
transactions classes in order to satisfy completeness over financial reporting. During our audit
we observed that the cunent account cash adjusted bank balance did not match with "Modelo 4A"

- at June 30, 2004 by approximately $199,000.

Cunent Year Status:

- Condition has been corrected.

SECTION III. FEDERAL AWARDS FINDINGS

Current vear:

None.

Prior veans:

FEDERAL AWARDS FINDINGS - 2006

Finding Number 2006-lll{rl
PROGRAi,I: CDBG

Cash management

Criteria and Condition:

As required by 31 CFR 205 the sub recipients must establish procedures to minimize the time
elapsing between the transfer of funds from the recipients and the disbursements. The average

- paid out of funds already disbursed was sixteen days, for eleven disbursements (checks issued)
out of our sample.

Current Year Status:
- Condition has been conected. 53
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iIUNICIPALITY OF HATILLO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended June 30, 2008
(Continued)

sEcTroN rv - PRIoR YEAR FTNDTNGS AND QUESTTONED COSTS (CONTTNUED)

FEDERAL AWARDS FINDINGS - 2OO5

Finding Number 2005-lll{2
Program: CDBG

L Cash Manaoement

Criteria and Condition:

- As required by 31 CFR 205 the sub recipients must establish procedures to minimize the time
elapsing between the transfer of funds from the recipients and the disbursements. The average
paid out of funds already disbursed was 35, days, for 18 disbursements (checks issued) out of 25
selected as sample.

Current Year Stiatus:

Condition has been corrected.

FEDERAL AWARDS FINDINGS -2A04

Finding Number 2004-lll-3
Program: CDBG

Cash Management

Criteria and Condition:

As per OMB Circular A-133, compliance C, when entities are funded on a reimbursement basis,
program costs must be paid for by entity funds befiore reimbursement is requested from the
Federal Government. When funds are advanced, recipients must follow procedures to minimize
the time elapsing between the transfer of funds from the U.S. Treasury and disbursement. When
advance payment procedures are used, recipients must establish similar procedures for sub
recipients.

During our examination, we were unable to observe from our sample, the time elapsing between
fund deposits and payments dates.

Current Year Status:

Condition has been corrected.

Gonz6lez Tones, Llavona Casas, LLP
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MUNICIPALITY OF HATILLO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended June 30, 2008
(Gontinued)

Finding Number 2004J,114
Program: CDBG

Equipment

Criteria and Condition:

Title to equipment acquired by a non-Federal entity with Federal awards vests with the non-
Federal entity. Equipment means tangible nonexpendable property, including exempt property,
charged directly to the award having a useful life of more than one year and an acquisition cost of
$5,000 or more per unit. However, consistent with a non-Federal entity's policy, lower
limits may be established, A State shall use, manage, and dispose of equipment acquired under a
Federal grant in accordance with State laws and procedures. Sub recipients of States who are
Iocal govemments or lndian tribes shall use State laws and procedures for equipment acquired
under a sub grant from a State.Local govemments and lndian tribes shall follow the A-102
Common Rule for equipment acquired under Federal awards received directly from a Federal
awarding agency,

Current Year Status:

Condition has been corrected.

GonzhlezTones, Llavona Casas, LLP
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