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INDEPENDENT AUOITORS' REPORT

To the Honorable i\,4ayor and
l\ilunicipal Legislature

Municipality of Hatillo
Hatillo. Puerto Rico

We.have audited the accompanying financial statements of the governmental activities,
each major fund.and the aggregate remaining fund information of the tVlunicipatity oi
Hatillo, as of and for the year ended June 30, 2O.tO, which collectively comprise the
Nrunicipality's basic financial statements, as listed in the table of contents. These financial
statements are the responsibirity of the Municiparity's management. our responsibirity is to
express opinions on these financial statements based on our audjt.

We conducted our audit in accordance with auditing standards generally accepted in the
united states of America and the standards appricabre to financiar audits contained in
Govemment Auditing Standards, issued by the Comptroller Generat of the United States.
Those standards require that we plan and perform the audit to obtajn reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining. on a test basis, evidence supporting the amounts and
disclosures in the financiar statements. An audit arso incrudes asselsing the accounting
principles used and significant estimates made by management. as well as evaluating th;
overall financial statement presentarion. we believe that ou r aud it provides a reason;ble
basis for our opinions.

ln our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position ol the governmental activities, each major fund
and the aggregate remaining lund information of the i,4unicipatity of Hatillo as ol June 30,
20'10, and the respective changes in financial position, thereof and the respective
budgetary companson for the general and debt service lunds for the fiscal year then
ended in conformity with accounting princjples generally accepted in the United States of
Amenca.

ln accordance with Government Auditing Standards, we have also issued a reporl dated
December 13, 2010 on our consideration of the Municiparity s internar contror over financiar
repo(ing and on our tests of its compliance with certain provisions of laws, regulations,
contracts. granls. agreements and other matters. The pu rpose of that report is to describe

Suire l5l. Al Box 70150. Sm Juan. pR. m9l6-7150, ptrore i787) 756-lj5t1. Fa\ 1787) t7t$67



lhe scope ol our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the inteinal control over financial
reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and:hould be considered in assessing
the results of our audit.

Accounting principres genera y accepted in the united states of America require that lhe
managemenl's discussion and analysison pages 3 through 1O be presented to supplement
the basic financiar statements. suc-h informatLn. arthorgn 

"ot, iurt; ttre basic f inanciar
statements, is required by the GovernmentalAccounting Standards Board, who considers
it to be an essential part of linancial reportjng for placing the basic linancial statements
in an appropriate operatjonal. economic, or historical context. We have apptied certain
limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the Unlted States of America. which consisted of inquirie;
of management about the methods of preparing the inlormation and comparing the
information for consistency with management's iesponses to our inquiries, the basic
financial statements, and other knowledge we obtain during our audit of i;e basic financial
statements. We do not express an opinion or provide any assurance on the informalion
because the limited procedures do not provide us wilh sulficjent evidence to express an
opinion or provide any assurance.

Our audit was conducted Ior the purpose of formjng opinions on the financial statements
that collectivery comprise the rvluniciparity of Hatilolinanciar statements as a whore. The
accompanying schedule of expenditures of federal awards is presented for purposes oi
additional analysis as required by U.S. Olfice of Management and Budget Circutar A- 133,
Audits ol States, Local Governnents, and Non-profit Organl2arons, a;d is not a required
part of the financial statements. Such information is the responsibjlity ol management and
was derived from and relates direc y to the underlying accounting and other records used
to prepare the financiar statements. The information has been iubjected to the auditingprocedures applied in the audit of the linancial staiements and certain additional
procedures, including comparing and reconciling such information direc y to the underlying
accounting and other records used to prepare the linancial statementsbr to the financlal
statements themselves. and other additional procedures in accordance with auditing
standards generally accepted in lhe United States of America. ln our opinion, th;
information is lairry stated, in aI mareriar respects, in reration to the financiar statements as
a whole.

San Juan,
December
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Commonwcalth of Puerto Rico
\tunicipality of Hatillo

llanagement's Discussion and lnalysis

Year Ended.Iune -10. :010

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Municipality of Hatillo (the [runicipatity') discussion and anatysis has been designed with
the followings goals:

Assist the reader in focusing on significant financial issues,
Provide an overview ot the Municipatity's linancial activity,
ldentify changes in the lvlunicipatity s linancial posilion (its abititylo address the next and
subsequent year challenges),
ldentily any material deviations from the financial plan (the approved budget), and;
ldentily individual lund issues or concerns.

Since the Management's Discussion and Analysis (MD&A) is designed to focus on the current
year aciivities, resulting changes and curren y known lacts, please read it in conjunction with
the lllunicipality's f inancral statements.

USING THIS ANNUAL REPORT

This annual report consists ot a series of new fanancial statements with a change in the focus
lrom previous financial statements. The new focus is on both the i/unicipality as a whole
(government-wide) and the major individual lunds. Both perspectives (government-wide and
major fund)allow the user to address retevant questions, broaden a basis torcomparison (year
to year or government to government) and enhance the Municipality's accountability.

FINANCIAL HIGHLIGHfS

. The [,,!unicipality net assets decreased by S80,569.. ln the fund financial statemenls, general fund revenues decreased by 9989,372 (or

. The General Fund (the primary operating fund) reflected, on a current linancial
resources basiS. an increase of 56,156.. On a budgetary basis, actuat expendrtures exceed actual revenues by $ 1 .871 ,753.. Capiial expenditures amounted to $1,440,000.

Government-Wide Financial Statements

The Government-Wide Financial Statements are designed to provide users o, the financiat
statements wilh a broad overview ol the i.lunicipality's ljnances in a manner similar to private-
sector companies.

a)
b)
c)

d)
e)



Commonwealth of Puerb Rico
\Iunicipality of Hrtillo

llanagement's Discussion and.\nalysis

Yl.lr l:nd('d.Junc -r0. :()I0

The Statement ol Net Assets presents information on all of the Municipality,s assets and
liabilities, wilh the diflerence between both reported as net assets. Over time, increases or
decreases in nel assets may serve as a useful indicator ol whether the linancial position of the
Municipality is improving or deteriorating.

The Statement ol Aclivities presents information showing how the Municipatity's net assets
changed during the most recent liscal year. All changes in net assets a.e reported as soon as
the underlying event giving rise to the change occurs, regardless of the timing ol the related
cash llows. Thus, revenues and expenses are reported in the Statement ol Activities that will
only result in cash llows in fulure fiscal periods. The Statement ol Activities is locused on both
the gross and nei cost of various activities, which are provided by the government's general tax
and other revenues. This is intended to summarize and simptify the user's analysis of cost of
various governmental servjces.

Fund Financial Statements

The Fund Financial Statements provide detailed information about the l\4unicipality,s most
significant lunds, not the Municipality as a whole. The Municipality has only one kind ol tund
which is the governmental fund.

Governmental funds are used to account for essentially the same lunclions reported as
governmental activities in the Government Wide Financial Statements. However. unlike the
Government Wide Financial Statements, Government Fund Financial Statements locus on near
term inflows and outtlows of spendable resources, as well as on balances of spendable
resources availatrle at the end of the fiscal year. Such inlormation is useful in evaluating the
Municipality's near term,inancial requirements.

Because the locus ol governmental tunds is narrowerthan that ol the governmenlwide linancial
statements, it is uselul to compare the information presenled lor governmentat funds with similar
information presented lor governmental activities in the government wide financial statements.
Bydoing so. usersof the basic linancial statements may beter understand the long-term impact
ol the Municipality's near term financial decisions. Both ot the Governmentat Fund Balance
Sheet and the Governmental Fund Statemenl ol Revenues, Expenditures and Changes in Fund
Balances provide a reconciliation to facilitate this comparison between governmental funds and
governmental activities.

4



Commonrvealth ()f Puerto Rico
Ilunicipality of Haritto

\Ianagenrt'nt's I)iscussion and .\nal;.,sis

I'cnr F:nded .Iune.l0. :010

lntrastruclure Assets

Historically, a governmeot's largest group ol assets (inlrastructure - roads, bridges, kaflic
signals, underground pipes [unless associated with a utility], etc.) have not been reported nor
depreciated in government financial statements. GASB 34 requires lhatthese assets be valued
and reported within the governmental column ol the Governmenl-Wide Statements. Additionally,
the governmeni must elect to either (a) depreciate these assets over their estimated useful lfe
or (b) develop a system ol asset management designed to maintain the service delivery
potential to near perpetuity. ll the government develops the asset management system (the
modilied approach) which periodically (at least every third year), by category, measures and
demonstrates its mainienance ol locaily esiablished levels of service standards, the government
may record ils cost ol maintenance in lieu ol depreciation. The information about the condition
and maintenance ol condition of the government inlrastructure assets should assist linancial
slatement users in evaluating a local government and its performance over time. The
l,4unicipalily has elected to depreciate infrastructure assets instead of using the modified
approach.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

As noted earlier, net assets may serve over time as a uselul indicator of a government,s
linancial position. The Municipality's nel assets totaled $39.3 million at the end ol 20.10,
compared to S39.4 million at lhe end ol the previous year.

The largest portion ol the Municipality's net assets consists ol lhe investment made throughout
the years in capital assets such as land, buildings, equipment and inlrastructure. The
Municipality uses these capital assets to provide services to ils citizens; consequenty, these
assets are not available lor future spending. Although, the Municipality's investment in its capital
assets is reported net of related debt, it should be noted that the resources needed to repaythis
debt must be provided from the Debt Service Fund, since the capital assets lhemselves cannot
be used to liquidate these liabilities. The amounts restricted for debt servjce represents another
portion of the nel assets, and these are resources subjecl to external restrictions for the
Purposes explained above.



Commonrrcalth of Pueato Rico
]lunicipaliq. of Hatilo

\lrn:rgemenl's l)iscussion and .\na11 sis

Ycar Ended .lune -10. 201{t

Municipality of Hatillo
Condens6d Statement of Nst Assots
Jun€ 30, 2010 and 2009

Current assets

Capital assets

Total assets

Currrent liabilities

Noncurent Iiabilities

Total liabilities

In\ested in capital assets, nel of related debt

Restncted

Unrestricted

Total net assets

64.440.777 &.300.460

2010

$ 14,796.647

49.U4.130
$ 15.282.467

49,017.993

6.373,034

18,783.355

7.224.718

17,681,259

25,156,389 24 909.977

37,414.110

4.248,'t

12,377.916)

49,017,993

5,847,391

(1s,474,901)

$ 39,284,388 $ 39,390,483

Changes in Net Assets

The net assets decreased by $89,569 in comparison with prior year. Approxrmately 44 percent
of the Municipality's total revenue came from taxes while 2i pe.cent resulted from grants and
contribut,ons, includrng federalaid The Municipality's expenses covera range ofservices. The
largest expenses were for general government, public work. culture and recreation. and health
and welfare

-6-
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Municipality of Hatillo

Condensed Stat6m€nl of Actlvities

June 30, 2010 and 2009

Prog€m re\€nues

Charges for seMces

Operating grants and contribulions

Caprtal grants and contribulons

General relenues

Property taxes

l\runicipal license lax

Sales and use taxes
Cranls and conlflbu|ons not reslncled to
specfc programs

lnterest, frnes and penalties

Miscellaneous

Tolal rerenues

Expenses

General go\emmenl

Public safety

Health and welfurc

Cullu,e and recreation

Ec06omic oe\elopment

lnlerest on long'term debl

Total exp€nses

Change rn net assels

Net assets, begrnning ofyear. as restatd

Net assets. end of year

25.919,812 26.809 499

2010 2009

s 6.855,828

1,009,156

12U,414

7,244,5

4,038,564

5 6 588.097

967.190

2,913.62

6,923,174

4 251 ,760

J.219,168
84.568

183,578

4.714,387

247.139

204.090

10.007,728

938,014

7 991,051

2.801.985

2.540,370

1.217,189

5U.044

10.514.500

1038,538

8.236 994

3.439.290

2.947 229

251 021

1.488.421

26 000.381 27 915 593

(80.569)

39.364 957

(1 106.094)

40.46 517

s 39 284.388

-7 -
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Commonwealth of Puerto Rico
\lunicipality of Harilto

Ilrnugemcnt's l)iscussion und.\nalrsis

Year Ended .Iune -10. 2t)10

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNOS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance
wilh f inance-relaled legal requirements.

Governmenlal Funds

The tocus ol the Municipalily's governmental lunds is to provide inlormation on near-term
intlows, outflows, and balances of spendable resources. Such information is useful in assessing
the Municipality s linancing requirements. tn particular, unreserved,und balance may serve as a
useful measure of a government's net resources available lor spending at the end of the fiscal
year.

As of the end ol the current fiscal year, the Municipality's governmental funds reported
combined ending fund balances ot S9,3'l 1 ,528, a decrease of 5817,398 in comparison with the
prior year. There are reservations of lund balance amounting to $4,956,221.

The general fund is included within the governmental lunds; it is the chief operating fund ol the
Municipality. As of June 30, 20 t 0, the general tund has a superavil of $248,328. The superavit
increased by 96,156 during fiscal year 2009-2010.

Noles to Financial Slatements

The basic linancial statements also include notes to explain information in the financial
statements and provide more detailed data.

Required Supplementary Informalion

The statements are followed by lhe required supplementary inlormation lhat contains the
budgetary comparison schedule for the General and Debt Services Funds.

-8-



Commonuealth of Puerk, Rico
\lunicipality of Hatillo

\Ianagcment's Discussion and -\nalysis

Year Ended.lune.l0. l0t0

CAPITAL ASSETS ANO OEBT AOMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 20lO, amounts to $65.7 million,
net of accum ulated depreciation of S 16.1 million, teaving a net book value ot $49.6 million. This
investment in capital assets includes land, buildings, improvements, equipment, intangibles,
inlrastructure and construction in progress. lnfrastructure assets are ilems that are noima y
immovable and of value only to the state, such as roads, bridges, slreets and sidewalks,
drainage systems, lighting systems, and similar items.

The Municipality finances a signilicant portion ol its construction aciivities through bond
issuances. The proceeds lrom bond issuances designated lor construction activities are
committed in its enlirety lor such purposes and cannot be used for any other purposes.

The i/unicipality acquired a total ol $1,336,471 of capitat assets during the fiscat year 2OO9-
2010 as follows:

. Conslruction in progress - $398,335

. Building and building improvements - 9552,274

. Acquisiiion of equipment and vehicles - 9634,973

. lnfrastructure - $149,224

Olher projects related to repair and maintenance of roads (not capitatized) was development
during the fiscal year 2009-2010.

Debt Administration

The Puerto Flico Legislature has established a limitation lor the issuance ol general obtigation
municipal bonds and notes for the payment ot which the good laith, credit and taxing power ol
each municipality may be pledged.

The applicable law also requires that in order for a municipatily to be abte to issue additronat
!eneral obligation bonds and notes such municipality must have sulficient "payment capacity. '
Act No. 64 provides that a municipality has sulficient "payment capacity" to incur additionat
general obligation debt if the deposits in such municipatity's Redemption Fund and lhe annual
amounts collected with respect to such municipality's Special Additional Tax (as defined below),
as projected by GDB, will be suflicient to service to malurity the municipality's outstanding
general obligation debt and the additional proposed general obtigation debt (..payment
Capacitl').

9-



Commonrvcalth of l\erto Ri(o
\lunicipality of Hatillo

\lanngement's Discussion and,\nalysis

Year Ended .lune -10. 2010

The Municipality is required under applicable taw to levy the Special Additional Tax in such
amounts as shall be required lor the payment ol its general obligalion municipal bonds and
notes. ln addition, principal of and interest on all general obligation municipal bonds and notes
and on all municipal notes issued in anticipation of the issuance of general obligation bonds
issued by the Municipaliiy constitute a first lien on the 1,,lunicipality,s gasic Tax revenues.
Accordingly, the liunicipality s Basic Tax revenues would be available to make debl 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 Municipatity,s
Redemption Fund, are not sulticientto cover such debtservice. tt has neverteen necessaryto
apply Basic Taxes to pay debt service on generat obligation debt of the l/unicipatity.

ECONOMIC FACTORS ANO NEXT YEAR'S BUOGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as lederal granls to
carry out the governmenlal activilies. Historically, property and municipat taxes have been very
predictable with increases ol approximately,ive percent. Federalgrant revenues may vary if new
grants are available but the revenue also is very predictable.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens. taxpayers,
customers, investors and creditors)with a generatoverview ofthe Municipatity,s linances and to
demonsirate the Municipality's accountability. L you have questions about the report or need
additional linancial inlormation, contact lvlr. Jesus Alicea Torres, Chiel Financial Olficer on ihe
Finance Offices in ihe Central Town, Hatillo. puerto Rico.

- 10



Assetg

Cash in bank (Notes 2 and 5)
Cash with Iiscal agent (Notes 2 and 5)
Accounts receivable:

Sales and use taxes
Due ,rom other agencies (Note 9)
Capital assets, net (Note 11)

Totalassets

Liabilities and Net Asseta

Liabilities
Accounts payable and accrued liabrtities
Due to other agencies (Note 12)
Matured bonds and inte.est payable
Deferred revenues (Note 13):

Municipal license tax
Noncurrent liabilities (Note'tS):

Due wrthin one year
Oue jn more than one year

Accrued inlerest
Total tiabitities

Net Asaels
lnveslment in capital assels, net of related debt
Bestricted lor:

Debt se.vice
Capilalprojects

Unrestricied
Tolal net assets

Total liabrlities and net assets

The accompanying

COMMONWEALTH OF PUEBTO RICO
[,lUNlClPALITY OF HATTLLO

STATEMENT OF NET ASSETS
JUNE 30, 2O1O

notes are an integral part ot these basic financial
-'11-

ORTIZ. RIVERA. RIVERA & CO,

POBo\ 701i0.S Jui.PR 009.16 i:50'Phmr r'r156 Ei:.!.fAtilr t7.1056:

Governmental
Activities

$ 5.602.382
7,173,020

534,313
1,486,932

49,644,130

s 64,440.777

$ 867,654
498,23A

1 ,148,109

3,176,780

1,489,355
17,294,000

682,253--2t15650-

s 37.414,r 10

1,389,175
2,859,0r I

(2,377.916)
39.284.388

s 64..110 777

statements.
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COMMONWEALTH OF PUERTO HICO
l1IUNICIPALITY OF HATILLO

RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS

JUNE 30,2O1O

Total fund balances - governmental funds

Amounts reported lor governmental activities in lhe slatement
ol net assets are dillerent because:

s 9.31 1.528

' Capital assets, net used in governmental activities are
not current financial resources and therelore are not
reported in the governmental lunds balance sheet 49,644.130

. Other assets are not available to pay lor current-penod
expenditures and therelore are delerred in the
governmental funds balance sheet 340.326

' Some liabilities, including bonds payable, are not due
and payable in the current period and therelore are not
reported in the lunds (Note 4)

Net assets ot governmenlal activities

(20.01 1,596)

s 39,284.388

The accompanying notes are an integral part ol these basic tinancial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

RECONCILIATION OF THE STATEMENT OF FEVENUES, EXPENOITUAES. AND
CHANGES IN FIIND BALANCES OF GOVEANMENTAL FUNOS

TO THE STATEMENT OF ACTIVITIES
FOA THE FISCAL YEAR ENDED JUNE 30. 2O1O

Net change in fund balances - total gove.nmental funds S (81 7,398)

Amounts reported for governmental activities in the statement ol activities are
dilferenl because:

. Governmenlal lunds repon capital ou ays as expenditures. However. in
the stalement of activities, the cost ot those assets is allocated over their
estimated uselul lives and reponed as depreciation expense. 1,44O,OOO

. Depreciation expense on capital assets is reported in the statement of
activities, but they do not require the use of current tinancial resources.
Theretore, depreciation expense is not reported as expenditure in
governmental funds. (813,863)

. Governmenlal Iunds report principal payments on long{erm obligations as
expenditures, whereas the principal payments reduces lhe long-term
obligations in the slatement ol activities. g7g,o72

. Change in accrued interest expense which does not require the use ot
cufient financial resources. 7g.0g6

. Some expenses reported in the statement of activities do not require
the use o, curaent ,inancial resources; therefore, are not reported as
expenditures in governmental funds. (946,466)

Changes in net assets of governmentat activities S (80,569)

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

1. OBGANIZATION

The lvlunicipality of Halillo, Puerto Rico ([/unicipality) was founded in 1g23. The
l\.4unicipality is a political legal entity with full legistative and administratjve facutties in
every affair of the municipal character, with perpetual succession existence and legal
personality, separate and independent from the central government of the
Commonwealth of Puerto Rico. The lilunicipality provides a full range of services
including health, public works, environmentalcontrol, education, public safety, public
housing and community development, culture and recreation as well as many other
general and administrative services.

The Municipal Government comprises the executive and legislative branches. The
executive power is exercised by the l\rayor and the legislatjve by the l/unicipal
Assembly. which has 14 members. The members of these branches are elected
every four years in the Puerto Flico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Municipality have been prepared in
coniormity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipality is presented in this report as fo ows:

. l\,4anagement's Discussion and Analysis - lntroduces the basic financial
statements and provides and analytical overview of the Municipality s linancial
activities.

Government - Wide Financial Statements - The reporting model includes linancial
statemenls prepared usrng full accrual of accounting for all of the government,s
activities. This approach includes not jusl current assets and liabilities, but also
capltal assets and long{erm liabilities (such as buildings and infrastructure,
including bridges and roads. and general obligation debt).

ORTIZ. RIVERd9RIVERA & CO,
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30,2O1O

Staternent of Net Assets - The slatement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastructure.
The net assets of the l\runicipality will be broken down into three categories:
invested in capital assets, net of related debti restricted: and unrestricted.

. Siatement of Program Activities - The governmenl - wide statemeni of activities
report expenses and revenues in a format that locuses on the cost of each of the
government's functiOns. The expense of individualfunctions is compared to the
revenues generated directly by the function.

Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a government's accountability to the public.
Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government's original budget to the current
comparison of final budget and actual results.

The following is a summary of the more signilicant policies.

a. Reporting Entity

ln evaluating how to define the N,,lunicipality for financial reporting purposes,
management has considered all potential component units. The decision io
include a potential component unit in the reporting entily was made by applying
the provisions of Statement No. 14, "The Financial Reporting Entity," as amended
by GASB Statement No. 39, "Determining whether Certain Organizations are
Components Units" - an amendment of GASB Statement No. 14". The basic, but
not the only criterion lor including a potential component unit within the reporting
entity is if elected officials of a primary government appoints a voting malority ol
the enlity's governing body, and if either one of the lollowing conditions exist: the
primary government can impose ils will on the other entity or the potential exists
tor the other entity to (1 ) provide specific financial benefits to or (2) impose specific
financial burdens on the primary government. A second criterion used in
evaluating potential component units is if the nature and significance ol the
relationship between the entity and a primary government are such that lo exclude
the entity lrom the financial reporting entity would render the financial statements
misleading or incomplete.

-20-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

GASB Statement No.39 provided additionat guidance to determine whether
certain organization for which the primary government is not financially
accountable should be reported as components units, A legally separate, tax
exempt organization should be discretely presented as a component unit if all of
the following criteria are met: (a) lhe economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the
primary government, its component units, or its constituents: (b) the primary
government. or ils component units, ins entitled tO, or has the ability to otherwise
access. a maiority of the economiC resources received or held by the separate
organization, andi (c) lhe economic resources received or held by an individual
organization that the specific primary government, or its component units, is
entitled to, or has the ability to otheMise access, are significant to the pnmary
government. GAAP details two methods ol presentation: blending the financial
data of the component units' balances and transactions in a manner similar to the
presentation of the Municipality s balances and transactions of discrete
presentation of the component units' financialdata in columns separate from the
Municipality's balances and transactions. Based on the aforementioned criteria,
the l\4unicipality has no component units.

b. Government-Wide and Fund Financial Statemenls

The government-wide linancial statements (i.e., the statement of net assets and
the statement of changes in net assets) report information on all the activities of
the l.4unicipality. For the most part, the effect of interlund activity has been
removed from these statements. Governmentalactivitjes are supported mainly by
taxes and intergovernmental revenues.

The statement ol activities demonstrates the degree to which the direct expenses
of a grven function or segment is oflset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. program
revenues include 1) charges to customerS or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the
operatjonal or capilal requirements of a particular function or segment. Taxes and
other rtems not properly rncluded among program revenues are reported instead
as general revenues.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

The lund financial statements segregate transactions related lo certain functions
or activities in separate funds in order to aid financial management and to
demonstrate legal compliance. These statements present each major fund as a
separate column on the fund linancial statements; all non-major funds are
aggregated and presented in a single column.

c. Measurement Focus, Basis oI Accountinq, and Financial Statement
Presentation

The government-wide financial statements are reporled using the economic
resources measurement focus and the accrual basis ol accountng_ Flevenues are
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Goveromental fund linancial statements are reported using lhe current linancial
resources measuremenl locus and lh.e modilied accrual basis of accounting.
Bevenues are recognized as soon as they are both measurable and available.
Bevenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the government considers revenues to be available if they are
collecled wilhin the current period or soon enough thereafter. Expenditures
generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when
payment is due.

Property taxes, lranchise taxes. licenses, and interest associated with the current
fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues ol the current Iiscal period. Only the portion of special
assessments receivable due within the current liscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered lo be measurable and available only when cash is received by the
government.

ORTIZ, RIVERA. RIVERA & CO,
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENDEO JUNE 30, 2O1O

The lvlunicipality reports the following major governmental funds:

1) General Fund

This is the operating fund of the Municipality and accounts for all financial
resources, except those required to be accounted for in another fund.

2) Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long-te.m general obtigation debt of
governmental funds.

3) Loan $3.370.000

The Loan $3,370,000 fund is used to account for the financial resources for
the acquisition of personal property and/or construction ol major improvements
which are not financed by other funds.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board.

As a general rule the effect of interfund activity has been eliminated from the
government-wide linancial statements.

Amounts reported as Nogram revenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided,
2)operating grants and contributions, and 3) capital grants and contributions,
including special assessments. lnternally dedicated resources are reported as
general revenuesrather than as program revenues. Likewise, general revenues
include all taxes.

When both restricted and unrestricted resources are available for use. it is the
governmenl's policy to use restricted resources first, than unrestricted resources
as they are needed.

.23-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Cash and Cash with Fiscal Agent

The N,lunicipality s Finance Director is responsible tor investing available
resources. The Municipality is restricted by law to invest only in savings accounts
with banks qualified as a depository of public funds by the puerto RiCo Treasury
Departmenl (PRTD) or in instruments of the Government Development Bank foi
Puerto Flico (GOB).

Cash with fiscal ageni in the capital projects fund consists of unused proceeds
from appropriations from the Legislature ol Puerto Rico,lorthe payment ol current
liabilities, and bonds and notes issued for the acquisition and constructjon of
major capital improvements. Cash with fiscal agent in the debl service lund
represents special additional propefty tax collections retained by the
Commonwealth of Puerto Flico and restricted for the payment of the N,,lunicipality,s
debt service, as established by law.

lnterlund Receivables and Payables

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

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to the l/unicipality, such as roads,
bridges. streets'sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide financial
statements.

Capital assets purchased or acquired are carried at historical cost or estimated
historical cost. Conkibuted assets are recorded at fair market value as of the date
donated. Additions, improvements and olher capital ouflays that significanly
extendthe useful lifeof an asset are capatalized. Othercosts incurred forreparrs
and maintenance are expensed as incurred.

Depreciation in capital assets is calculated on the straigh|line basis over the
following estimated useful lives:

-24-
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

lnfrastructure
Buildings and building improvements
Furniture and fixtures
Vehicles and equipment

g. Reservation ol Fund Balance

Userul Lile

20-50 years
20-50 years

5-20 years
5-20 years

Reservations of fund balance represent portions of fund balance that are legally
segregated for a specific future use or are not appropriated for expenditure. The
l\ilunicipality has the following reservations of fund balance:

1) Encumbrances

Represent luture expenditures under purchase orders, contracts and other
commitments. These committed amounts generally will become liabilities in
future periods as the goods or services are received.

2) Debt Service

Flepresents net assets available to finance future debt service payments.

3) Caoital Proiect Fund

Represents the reservation of amounts to be used lor future expenditures for
capital projects under contracts and other commitments. The committed
amounts generally will become liabilities in luture periods as the projects are
completed.

h. Risk Financing

The Municipality carries insurance to cover casualty. theft. iort claims and other
losses. lnsurance policies are negotiated by the puerto RicoTreasury Departmenl
and costs are allocated among all the municipalities of puerto Bjco. Cost ol
insurance allocated lo the lvlunicipality and deducted lrom the gross property tax
collections by the i\,4unicipal Revenue Collection Center (the "CRtM,.)for the year
ended June 30, 2010 amounted to approxjmately S283,067. The currenr
insurance policies have not been canceiled or terminated. The CRIM also
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

deducted approximately S441 .880 for workers compensation insurance covenng
all municipal employees.

i, CompensatedAbsences

Employees are entitled to 30 days vacations leave and t8 days sick leave per
yeaL Sick leave is recorded as an expenditure in the year paid. Employees are
entitled to payment of unused Sick leave upon retirement if have been employed
for at least 10 years in the municipal government. On Juty 1997, state Law t52
supra amended the Article 12.016, Section b (2) of the N.4unicipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until i/arch 31
next every natural year. Excess of vacations can be paid after July 1 of every
fiscal year.

i. Use of Estimates

The preparation ot financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the date of the

financial statements and the reported amounls of revenues and
expenditures/expenses during the reporting period. The most significant
estimales consisl ol the contribution received from the Puerto Flico Electric Power
Authority and the Municipal Revenue Collection Center caused by the delay of the
notificalion of the actual revenues and expenditures to the presented in the
financial statements of the agencies menlioned above.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOB THE FISCAL YEAR ENOED JUNE 30, 2O1O

k. Future Adoption of Accounting pronouncements

The GovernmentalAccounting Standards Board (GASB) has issued the lollowing
statements that the lvlunicipality has not yet adopted:

Stalement
Number

Adoption
Required in
Fiscal Year

57

Statement Name

54 Fund Balance Reporting and Governmental
Fund Type Definitions

OPEB l\reasurements by Agent Employers and
Agent l,,4ultiple - Employer Plans

Financial Instrument Omnibus

Accounting and Financial Reporting for Service
Concession Arrangements

61 The Financial reporting entityi Omnibus - on
amendment ol GASB Statements No. t4 and 34

2010-1 1

2011-12

2010-1 r

2012-13

2012-13

59

60

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

3. STEWARDSHIP, COMPLIANCE, ANDACCOUNTABILITY

a. Budgetary Control

The l\ilunicipality's annual budget is prepared on the budgetary basis ol
accounting, which is not in accordance with GAAP, and represents departmental
appropriations recommended by the Mayor and approved by the l\,4unicipal
Legislature prior to the beginning of the liscal year. Amendments to the budget
require lhe approval of the l\,4unicipal Legislature. Transfers of appropriations
within the budget. known as Mayor's Flesolutions, do not require the approval of
the Municipal Legislature. The [,4unicipatity prepares its annual budget inctuding
the operations ol the general and the debt service funds.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30. 2O1O

Bevenues and Expenditures - Budget and Actual (Budgetary Basis). accordingty,
include only the operations of the general and the debt service funds. The
amounts budgeted under the Special Revenue Fund were excluded since they are
received and expended over a period of time which generally exceeds the current
year.

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

The unencumbered balance of any appropriation at the end of the fiscal year will
Iapse at the end of such fiscal year. Other appropriations, mainly capital proiect
appropriations, are continuing accounts for which the Municipal Legislature has
authorized lhat an unspent balance from the prior year be ca(ied forward and
made available for current spending.

The annual budget is presented in the Combined Statement of Flevenues and
Expenditures - Budget and Actual (Budgetary Basis) is the budget ordinance to
June 30, 2010 representing the original budget.

b. BudgeucAAP Reconciliation

The following schedule presents comparisons of the legally adopted budget with
actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ significantly lrom those used
to present financial statements in conformity with GAAP, a reconcjliation of entity
and timing differences tn the excess of revenues and other financing sources over
expenditures and other linancing use for lhe year ended June 30, 2010 is
presented below for the general and debt service lunds:
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2O1O

Excess of expendilures over revenues - budgelary basis

Entity differences:
Non-budgeted translers in

Non-budgeted transters out

Excess ol revenues over expenditures - GAAP basis

Explanation ol differencegi

Sources/inllows ol resources
Actual amounts (budgetary basis) "available

appropr,atron" from lhe budgetary companson
schedule

Differences - budget to GAAP:
Transfers from other funds are inllows of

budgetary resources but are not revenues
for financial reporting purposes

Non-budgeted revenues

Total revenues as reported on lhe statement ol
revenues, expenditures, and changes in fund
balances

Debi Service

s 1,040,340

54,846
(1,000,563)

s 94,623

General Fund

s 17.O51 .229

(1,000,563)

s 19.507.858

Uses/outllows ol resources

Actual amounts (budgetary basis) 'total charges to
appropriations' from lhe budgetary comparison schedule S 18.922,982

Differences-budget to GAAP:
Current year encumbrances recorded as
expendilures for budgetary purposes

Prior year encurnbaances

Translers to other funds are outflow of budgetary uses
but are not expenditures Ior linanoal reporting purposes

Non budgeted expenditures

Total expenditures as .eported on the statement ol

(s4 846)

3,457.192

(608.027)

205.552

198r,758

revenues, expendilures, and changes in fund balances S 20,447,419
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENDED JUNE 30. 2O.IO

c. Legal Compliance

The legal level of budgetary control is at the individual departmeni level for
general fund expenditures, and principal and interest due for the debt service
fund.

4. RECONCILIATION OF GOVERNMENT.WIDE AND FUNO FINANCIAL
STATEMENTS

The govern mental fund balance sheet includes reconciliation between fund balance-
governmental funds and net assets of governmental activities as reported in the
government-wide statement of net assets. One element of that reconciliation explains
that some liabilities, including bonds payable, are not due and payable in the current
period and therefore are not reported in the funds. The details ol the approximately
$20 million differences are as follows:

Bonds payable
Compensated absences
Other long-term liabilities
Note payable
Accrued interest
Christmas bonus

Net adjustment to reduce fund balance governmental funds
1o arrive at net assets of governmental activities

5. DEPOSITS

$ 12,230,020
4,120,005
2,063,330

370,000
678,383
545,988

s 20,007 ,726

Custodial credit risk is the risk that in the event of a bank failure, the government's
deposits may not be returned to it. Under Puerto Flico statutes, public funds
deposited in commercial banks must be fully collateralized lor lhe amount deposited
in excess ot federal depository insurance. Allsecurilies pledged as collateralare held
by lhe Secretary of the Treasury of Puerto Flico. ln addition. lhe ftIunicipality
maintains deposits with the Government Development Bank tor puerto Rico (cDB).

-30-
ORTIZ. RIVERA. RIVERA & CO,
.ERTIFIED PLsL T \C( OI \I\\IS.

Suile l1l. PO Bo\ 70150. Sm lud. PR 19.167150'fhokii8lrii68il.i Fr\ i?8ir l,"l-r)56.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30.2O1O

The deposits at GDB of approximately 52,859.019 and 5625,657 are restricted
principally for capital projects. and the 52,299,052 in the debt service tund are
unsecured and uncollateralized, as no collateral is required to be carried by
governmental banks.

The Municipality maintains its investments in two (2) banks located at puerto Fiico.
All kind of deposit is guaranteed by the Federal Deposit lnsurance Corporation (FDIC)
up to $250.000.

The excess is covered by collateral provided by banks and held by the Treasury
Department of the Commonwealth of Puerto Rico pursuant to applicable laws and
regulations.

6. PROPERTY TAXES

The l\ilunicipal Flevenues Collection Center (CFltM) of the Commonwealth of puerto
Rico is responsible by law Ior the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be fited with the CRIM by
May 15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on eslimated current
values oI the property as of year 1957. The tax on personal prope rty must be paid in
full together wjth the return on or betore May 15. The tax on real property is due in
two equal installments in July 1 and January 1, following ihe assessment date.

The rales arc 7.80o/a for real property and 5.80./" for personal property. The
composition is as follows:

Real Personal

Basic property
Additional special properly - slate
Additional special property - municipal
Discounls made by state lo tax payer

5.72"b
1 0306
1 .25"i>
(0.2",o)

7.80e,"

3.720,o

1.0300

(0.2"o)

5.800,"
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

The Nrunicipality s basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.

The 'Additional special property tax - municipal" is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CFll\,4 and reported to the Municipality.

The 'Additional special property tax - state' is collected by the CRIIV'l for the payment
of principal and interest of general obligation bonds and certain olher obligations
issued by the state government.

Residential real property occupied by its owner is exempt by law from the payment of
property taxes on ihe first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
Municipality, except for property assessed at less than $3,500, for which no payment
is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRIM.

Complete exemption from personal property taxes up to an assessment of $50,000 is
granted to merchants with an annual volume of net sales less than $150,000.

Prior to the beginning of each fiscal year, the CRllvl informs the Municipality of the
estimated amount ot property tax expected to be collected for the ensuring fiscal year.
Throughout the year, lhe CFIIM advances funds to the lvlunicipality based on the initial
estimated collections. The CRIN/ is required by law to prepare a settlement
statement on a liscal year basis, whereby a comparison is made between the
amounls advanced to the l\ilunicipality and amounts actually collected from taxpayers.
This settlement has to be completed on a preliminary basis not later than three
months after fiscal year-end, and a linal settlement made not later than six months
after year ends. lf the CRIN/ remits lo the Municipalily property tax advances. which
are less than the lax actually collected, a receivable from the CRIN4 is recorded at
June 30. However, if advances exceed the amount actually collected by the CRIM, a
payable to the CFlllrl is recorded at June 30.

Currently, the lvlunicipality has received the preliminary settlement from CBllvl related
to fiscal year 2009- 10, but not the linal settlement as the six months period alter fiscal
year ends, provided by law to CRIM to issue lhis, has not yet expired.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OIO

Management believes, based in part on the experience from prior years thai when

received. lhe final settlement from CRllvl will not show a significant ditference from the
preliminary settlement and that such difference, il any, will not have a material effect
on the Iinancial condition of the I/unicipality.

Based on the preliminary settlement already received, during the year ended
June 30, 2010, the amount advanced by CRllil exceeded the amount collected
by CFlllV from taxpayers and charges for the same period by approximately
$69,436. Such amount is presented as a longlerm liability in the government
wide financial statements. (See Note 15).

MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the fiscal year in which
payment is due and, accordingly, represent taxes which are due and uncollected
at June 30, 2010. The annual lvlunicipal License Tax is determined based on

the gross income of all commerce and industrial organizations who have
operations in the Municipality of Hatillo, and are not totally or partially exempt
under the lndustrial lncentive Law of Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1 A discount

of 5% is allowed when full payment is made on or before April 15.

The rates ol municipal license in the Municipality ol Hatillo, are as lollows:

= 1.00"r
= 1.500./.

=.30';
=.40",o
= 50'i,

The amounts collected in advance are recorded as deterred revenues in the General

Fund. The l\,4unicipality invoiced and collected in advance during the current year

approximately $3,1 76.780, corresponding to lhe next fiscal year municipal license

ORTIZ. RIVERA. RIVERA & CO,
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act. No. 80 ("Act. 80')
which imposed to all the Municipalities ol Puerto Rico a unilorm municipal sales and
use tax ot 1 .5o.'.. Effective August I , 2007 1o; ol the 1 .sot will be collected by the
Puerto Rico Deparlment ot Treasury.

Act 80 also provides for restrictions on the use ol the resources (including the .5 of
1.5or, collected by the Commonwealth Government) to be invested in solid waste an
recycling programs, capital improvements and health and public safety cost. Amount
collected by the Commonwealth Government will be deposited in accounts of special
funds in the Government Development Bank of Puerto Rico ('GDB"), subject to
restrictions imposed and distributed as follows;

a. .2% of the .5'/" will be deposited in a "l\,4unicipal Development Fund" to linance
costs as reslricted by the Act.

b. .2'6 ol the .5% will be deposited in a "Municipal Fiedemption Fund" to finance
loans to municipalities subject to restrictions imposed by the Act and,

c. .1 '/o of the .59'. will be deposited in a "l\ilunicipal lmprovement Fund" to finance
capital improvement projects; lhesefundswill be distributed based on legislalion
f rom the Commonweath's Legislature.

DUE FROM OTHEH AGENCIES

Bepresents grants and contributions due from local and federal agencies:

9.

Puerto Bico Treasury Department
Municipal Flevenues Collection Center (General Fund)
Transit Security Commission (FTA Program)
Government Development Bank
lvlunicipal Flevenues Collection Center (Debt Service Fund)
Other governmental lunds

Total

$ 340,322
109,498
167.500
262.338
2s4.232
369.042
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O'I O

10. INTERFUNO TRANSACTIONS

a. Oue From/To Other Funds:

The due from and due to other fund balances as of June 30. 2010, are as follows:

Receivable Fund Payable Fund Amount

General Other Govelnmental Funds $ 353,488

The balance of $353,488 due to the general lund from the Other Governmental
Fund represents disbursements made lo several funds to cover payroll and
related fringe benefits, which will be reimbursed to the general fund within
approximately 90 days period after year end.

Remaining transfers are used to use unrestricted revenues collected in the
general tund to finance various programs accounted for in other funds in

accordance with budgetary authorizations.

b. lntertund Translers:

lnterfund transfers for the year ended June 30, 2010 consisted of the following:

Transter ln Transler Out Amounl

Debt Service
General Fund

General Fund
Debt Service

$ 54,846
1,000,563

$ 1,055,409

The transfers are used to (1) move revenues from the fund that statute or budget
revenues to colleci them to the fund that slatute or budget requires to expend
them, (2) move receipts restricted to debt servlce lrom the fund collection the
receipts io the debt service fund as debt service payments become due, and (3)

use unrestricted revenues collected in the general lund lo finance various
programs accounled for in other funds in accordance with budgetary
authorizations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2O1O

11. CAPITAL ASSETS

Capital asset activity for the l/unicipality for the year ended June 30, 2010 was as

follows:

P.imary Gove,nm.nt Jun.30.20Ot

s 215,r1 2{4
6a3n69

25 224 713

6alanc.
Oecrease3 June 30, 20lo

'198 335

Gov€rnm.ntal A.llvnie.:
caprlalassels. nol berB depteraled

Conskucnon n pro!.ess

Toral capnal assels dol beingdeprecialed

caprral.rssels. beng deprerled:
BLrldinqs a.d burlding imprclemenIs

VehEles and eqlrpme l

Tolal caprlal assels, benq deprelaled

Less accumllated deDrecialion lorr

Bulldrngs and building ihp.ovemenls

vehcles and equrpmert

Tolal accunulaled deP€cia on

Tolal capiral assels. bei.g depreciated. nel

Governmenlal aciivilres capGl asseb net

s
294.806 746 998

29,1 306 25,.123 2J2

22 507 588 552 274

6 506 s5o 63.1.973

10 061 985 1.19.224

39.076.123 1336.J71

23.059.a62
7.111.523

r0 2r 1 209

{0.lJ2 594

5 410 333

4.398.874

5.473.636

G7sr343

23,793 280

241.221
,116.010

522 608

5 69., 560

4 81{ 38,1

5 547 262

24.315.888

3 .r9 Dr 7 993 S 1120 4.13 S 29.1806 S .19.6.14.130

of the lvlunicipality asDepreciation expense was
follows:

General government
Public safety
Flecreation
Public works

charged to lunctions/Programs

Total depreciation expense-governmental activities
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

,I2. DUE TO OTHER AGENCIES

Due to other agencies at June 30, 2010 are as follows:

Fletirement System Administration
Municipal Revenues Collection Center
Puerto Rico Water and Sewer Authority
Treasury Department
General Services Administration
Puerto Flico State lnsurance Fund Corporation
lnternal Revenue Service

Total

$ 188,610
152,853
64.191

6.888
75

75,695
a orA

s 498,238

13. DEFERFED REVENUES

a. Municipal License Tar

The deferred revenues of approximately $3,176,780 in the generalfund related to

municipal license tax collected in liscal year 2009-10 that will be earned in fiscal
year 2010-201 1.

b. Federal Governmenl

The deferred revenues presented as federal government represents the portion ot
federal grants received for which qualifying expenditures have not been incurred'
The amounts were determined taking into consideration the specific years of the
grant.

14. INTEBGOVEBNMENTALREVENUES

lnlergovernmental revenues in the general and capital proiects funds consist mainly

of collections f rom the Commonwealth of Puerto Rico and the CRIM, and payments in

lieu of taxes from the Puerto Rico Electric Power Authority.

ORTIZ. RIVERA. RIVERA & CO,

surl.l5l POBor10:50.S.nlu!n.PR009167150.Pho0el787)7i6-8511 F^1787r17.1{1561



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOEO JUNE 30. 2O1O

15. LONG.TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2010 are as follows:

Bonds

S715.000 series of 1996, payable in annual installments o,

S10.000 to 565,000 untilJuly 1, 2020, interest lrom
6.75ei, to 6.56"..

53,875,000 series of 1997, payable in annual installments of
565,000 to S345.000 until July 1, 2020, interest from
6.69"6 to 6.560.'..

S550,000 series of 1998, payable in annual installmenis of
S14,000to 538.020 until January 1,2020, interest at4.5%

S2,810,000 series of 1998, payable in annual installments of
540,000 to 5250,000 unlil July 1, 2023, interest lrom
6.3194, to 6.56'/..

5624,000 series of 1998, payable in annual installments of
$17.000 to 544,000 until January l, 2022, interest at 4.500/".

S2,265,000 series ol 2001. payable in annual installments ol
530.000 to 5200,000 untilJuly 1, 2025, interest from
6.13o./. to 5.60"..

53.370.000 series of 2007. payable in annual installments of

560,000 to 5295.000 untrl July 1 , 2029, interesl from 3.93'6 to

7 509'".

S1,510,000 series ol 2008, payable rn annual installments ol
S20.000 lo S 1 30,000 until July 1,2023, inlerest lrom 2.43e6to
7.50"L.

Tolal bonds payable

s 460.000

2.505,000

316,020

2,085,000

414,000

1.820,000

3,165.000

1,465,000
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Notes Pavable

S1,140.000 series of 2005, payable in annual installmenls of

S14O.OO0 to S190.OOO until July 1 , 201 2, inlerest kom423'i,lo
4.73.',".

Total notes payable

other Lono-Term Liabilities

Nole payable lo cRlM (LIMS) - On November 28. 2001, the

Municipality enlered inlo a financing agreement with the CFIlM in

the amount ol $408,924 lor the payment of the l,4unicipality's

share of the cost of a management inlormation system (LIMS)

acquired by the CFIIM lor the management ol taxpayer's

properties located in Puerto Flico The note ls payable in

semiannual installments ol 527.423' including interest of 5.95%

and is due on November 28,2O'11. Amount is linanced with

unrestricted funds through withholdings from the advances of
property tax and amounts of municipal equalization fund sen to

the Municipality by the Municipal Revenue Collection Center

(cHll\,1).

Total olher long{erm Iiabilities
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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The annual requirements for the amorlization of long-term debts at June 30, 2010, are

as follows:

Bonds and Notes Note Payable

Principal lnlerest Principal lnterest

2011

2013
2014
2015
2016-2020
2021-2025
2026-2030
2031,2035

s 523.000
565,000
612.000
654,000
703.000

4.427 .O20

2.886,000
1,505,000

355,000

s 661,080
768,290
731.410

694,396
654,449

2.524.512
1,243,665

443,625
54,750

17.303

8.987
s 180,000 s

190,000

s 12.230.020

Long-term liability activity for the year ended June 30 2010 was as followsi

s7.776.177 s 370,000 26.290

Gov.rnmsnl.l A. ville.l

othd lo.g1em llabilillet

lrsurince Ad'n n'tlnlon
compeniled absences

Toral olher longletn I'ab'l'iLos

Tctal nonc!rcnl,ab'l{rs.
.,overnme.lal Jcl v'1I.s

6 r2 721 020

r3 53r.020

a*ra,

r80 c00

/7 t;o5

69.J:16

l 662 3J6

4. r 20 005

253 9,13

r12 00r

736 355

s I r2l050 j i iJn 025 ; 13 i33 3a5 i I r39:155
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF HATILLO
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2O1O

16- RETIREMENT PLAN

a. Plan DescriPtion

The Employee's Retirement System of the Government of Puerto Flico and its

lnstrument;lities (ERS) is the administrator of a coslsharing multiple-employer

retirement system established by the Commonwealth of Puerto Flico The System

was created under the ACT 447, approved on lilay 15, 1951 , as amended, and

became effective on January 1 , 1952.

EFIS covers all regular employees of the Commonwealth of Puerto Bico and its

instrumentalities and of certain municipalities and components units not covered

by lheil own retlremenls syslems.

Participation is mandatory except for members of the Legislature, Government

Secreiaries, Heads for Agencies and Public lnstrumentalities, Assistants to the

Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee

appointees and Experimental Service Stalion employees'
fiS provlOes retirement, death and disability benefils Disability retirement

benefits are available to members for occupational and non-occupational

disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years ol plan participation'

lvlembers who have attained an age of at least fiftyjive (55) years and have

completed at least twentyjive (25) years of creditable service or members who

have attained an age of at least tilty-eight (58) years and have completed at least

ten (10) years of ;reditable service' are entitled to an annual benefit, payable

monthly for life.

The amounts of the annuaty will be one and one-hall percent of the average

compensation multiplied by lhe number of years ol creditable service up to twenty

years, plus 20.6 of the aver;ge compensation multiplied by lhe number of years of

creOitable service in excest of twenty years. ln no case the annuity will be less

lhan $200 Per month

Participants who have completed at least thirty (30) years of creditable service are

entitled to receive lhe [/erit Annuity Participants who have not attained fifty'five

(55) years of age will receive 659'; of the average compensation or if they have

attai;ed fifty-liv; (55)years of age will receive 75'lo of the average compensation

Disability retirement benefits are availabte to members for occupational and
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FOR THE FISCAL YEAR ENOED JUNE 30' 2O1O

non-occupational disability However, for non'occupational disability a

member must have at leasiten (10) years of service No beneiit is payable il

the participant receives a relund of his accumulated contributions

On September 24, 1 999, an amendment to Act No 447 ol May 15, 1951 which

created ERS, was enacted with the purpose of establishing a new pension

program (System 2OOO). Employees participating in lhe current system as of

bec!moei it , '1999, may elect to stay in the defined benefit plan or transfer to the

new program. Persons ioining the [,4unicipality on or after January 2-000, will only

be aitowed to become members of System 2000. System 2000 will reduce the

retirement age from 65 years to 60 for those employees who joined the current
plan on or after April 1 , 1990.

System 2OOO is a hybrid defined contribution plan, also known as a cash balance

plan. Under this new plan. there will be a pool of pension assels' which will be

invested by ERS, together with those of the current defined benetit plan. Benefits

at retirem;nt age wiil not be guaranteed by the Commonwealth of Puerto Rico'

The annuity will be based on a formula which assumes that each year the

employee'scontribution (with a minimum of 8.275% of the employee's salary upon

to a miximum of 1O%) will be invested in an account which will either: (1) earn a

lixed rate based on the two-year Constant lvlaturity Treasury Note or, (2) earn rate

equal to 75% of the return of the ERS's investment portfolio (net of management

teis1, or 1S1 earn a combination ot both alternatives Participants will receive

periodic account statemenls similar to those of delined contribution plans showing

iheir accrued balances. Disability pensions will not be granted under System

2OOO. The employer's contribution (9.2759'. of the employee's salary) will be used

to lund the current Plan.

b. ContributionRequirements

Commonwealth legislation requires employees to contribute 5 7759'0 of gross

irt.ry ,p to 56.60,-0 plus 8.275"b ol gross salary in excess ol 56 600 The

tvtunicipatrty s contributions arc g 275"/" of gross salary' Contributions'

requirements are established by law. The actuarially determined contribution

requirement and contributions actually made for the year ended June 30' 2010

was approximately 5586,068. The Municipality's payrollfor employees covered by

EHS was approiimately S5.6 million. The l\'4unicipality total payroll for all

employees was approximately $10 2 million'
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17.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2O1O

Additional information on the EBS is provided in its financial statements for the

year ended June 30, 2010, a copy of which can be obtained from lhe ERS'

Minillas Station, PO Box 42003, San Juan, PR 00940'

RISK MANAGEMENT

The Bisk l\.4anagement Division of the Municipality's Legal Department is responsible

ol assuring thai the Municipality s property is properly insured Annually, the Risk

Managem6nt Division compiles the information of all property owned and its
respeitire market value. After evaluating this information, the Bisk Management

Divlsion submits the data regarding the Municipality's properties to the Area of Public

lnsurance at the Departme;t of the Treasury of the Commonwealth ol Puerto Rico

who is responsible for purchasing all property and casualty insurance policies of all

municipalities.

LEASES

Operating Leases

Leasing Arrangement with the lvlunicipality as Lessor:

a. The Municipality leases spaces in its l/arket Place under operating lease

agreements with terms ranging from one to five years.

b. Total income from leases during the year ended June 30' 2010 was approximately

$125,440.

c. The l,4unicipality retains title to its leased property The lessee pays taxes'

licenses. insurance, and maintenance costs ol the leased assets'

The lvlunicipality is obligated under noncancellable operational leases with periods

not longer than one Year.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF HATILLO
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

MUNICIPAL SOLID WASTE LANDFILL POSTCLOSUFE

The lvlunicipality discontinued its landfill operations and ceased to accept solid waste

of its landfill. State and Federal laws and regulations require the lilunicipality to
perlorm certain postclosure procedures on its solid waste landlill after discontinuing ol

operations and perform certain maintenance and monitoring functions at the Iandfill

site for thirty years. Postclosure care procedures were assumed bythe N4unicipality

and directed by an external consultant The total estimaled liabllily for postclosure

care costs hasbeen determined an apploximately S1 .7 million as ol June 30, 2010

(See Note 15).

CONTINGENCIES

a. The lvlunicipality receives Federal Grants for specific purposes that are subiect to

review and audit by the grantor agencies Although such audits could generate

expenditure disallowances under the terms of the grants, management believes

that any required reimbursemenls would not be material.

b. The Municipality is a defendant and/or co-defendant in various lawsuits which

claims for actual damages. Some of these lawsuits are covered by insurance'

The [,4unicipality's management and outside counsels believe that is probable lhat

any potential liability that might exist, il any, in excess of the insurance, will not

aflect significantly the financial position oI the lMunicipality'

COMMITMENTS

The Municipality of Hatillo had several outstanding or planned construction proiects

as ofJune io,2bt0. These proiects are evidenced by contractual commitments with

contractors. The construction projects are commitmenis ol the Other Governmental

Funds that amounted to approximately S215 098.

RESTATEMENTS

a. Fund Balance

The beginning fund balance of the other governmental funds has been restated to

recogniie coriections of accounting errors. The following schedule reconciles the

fund-balance at July 1 , 2OO9 as previously reported to the beginning lund balance,

as restated:

20.

21.

22.
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COMMONWEALTH OF PUEBTO RICO

MUNICIPALITY OF HATILLO
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}

FOR THE FISCAL YEAR ENDED JUNE 30' 2O1O

Beginning fund balances, as previously reported $ 2.433,680

Understatement accounts payable (25 526)

To reclassify fund balances

Beginning fund balances, as restated

3.089.531

s 5,4S7,685

b. Net Assets

Net assets at beginning of year have been adjusted to rellect the following

restatements:

Net assets at beginning of year as previously reported S 39,390,483

Understatement accounts PaYable 125,526)

Net assets at beginnig of year as restated $ 39'364,957

-45-
ORTIZ. RIVERA. RIVERA & CO.
CLRT]IIEDTT BL.( \"OL\II\IS '

Suia l5l. t! Bo\ 7lrlio. S Juan.PR0tl9lG?150'Phon.171i7r7i68511.FNll8lrl?l-0i61



COMMONWEALTH OF PUEFTO RICO
MTINICIPALITY OF HATILLO

SCHEDULE OF EXPENOITURES OF FEOERAL AWAFOS

FOFI iHE FISCAL YEAF ENDED JUT{E 30. 2O1O

Federal Fede.al
CFDA Disbursement,
Numbe. Erpenditu.es

U-s. Depa.tmeol ol Hou3lng and Urrran
o6velopment (HUD)

Secllon a Housi.q Choica Vouchers
Pass-lhrouqh Commrssioner OInc6 of M!ni.ipalAfi3ns _

Conrmunrty Oevolopment Br@k Grant Slates:

Program SBGP Recolery Ad Fund6d
Pass.lhrouqh oeparrmenl ot F.milv
Homelessn6ss Prev6nlion and Rapd F6_Housrn9
Program (necov6ry Ad Funded)

Subblal U S. O6parlmenl of HUO

U.s. Oepanmenl of Aqrlculrute
Pass-through Governo.s Oltica ot Ch'ld S€rurces and
CommunitY Oe!elopm€nl:

Chlrd and AdlliCar6 Food Program
Slblotal U.S o€panm€nt o, Aqncurlue

u.s. Depadmeni ot Heallh and Human servlc$ (HHS)

Pass lhrough lho Commonweab ol Pu6rto Bico Gove ror's
Olli.€ (Eld6ny Afians otfice):

Sp6cial Proq,ams tor lh6 Aging Title llr, Part I
Grants tor Supportiv€ Sotuces and s€no. centers

Soec,al P,oqrams lor lh€ Ag'nq I'lle l'l Parl E
Narional Famrly CaregNors Support

Pass'through tho Otrice ol Adminrslralion lor Children and

Chir.l and Care and D6v€lopmenl Al@k Granl
subloial l-r s. oopanment o, HHS

u-s. Deparhont ot Jusiac.
Pass-lhrough lh6 Pu6do Flico oopadm6nt ol Joslice
Edward Byrne Memonar Juslic€ A.srslanc€ Granl Program

Sublolal u s oepadment ol Justcg

U.S. oepartment ol Transponatlon
P.ss lhroush fransrl Secunty Commiss'on

Fe.teral Transn Fonnula Granls
s,,blotal U S Deoa meot ol Transporialion

U.s. oepanmerl ol Enetgy
Pass lhrolgh lhe Pu6rlo Rro Adinrnrslranon o' ensrllv

Energy E,lic€ncy and Conservanon Btock Granl Proqram
sublolal U S. Oeearmenl ol Ene.qy

TOiAL

10 55a 29.095
2a,o95

14 224
r4 25s

14 257

93.O44

93.O52

93 575

44:1.A97

o94.452
t3a,+40

70.454

63.694

251.397

16 73a 2.055
2.l]55

Bt r:a8
r1350

See notes to Schedule of ExPenditures
46-
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1.

COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF HATILLO

NOTES TO SCHEDULE OF EXPENDITURES OF FEOERAL AWAFDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule ol Expenditures of Federal Awards includes the federal

grant activii oi th; Municipality of Hatillo and is presented on the modified accrual

5asis ol accounting. The information in this schedule is presented in accordance with

the requirements ol OMB Circular A-133. Therefore, some amounts presented in this

schedule may differ lrom amounts presented in. or used in the preparation of, the

basic f inancial statements.

BASIS OF PFESENTATION

The expenditures of the schedule are included in the l\4unicipality's basic financial

statements in the accompanying Statement of Revenues, Expenditures and Changes

in Fund Balances-Governmental Funds. Expenditures in the basic financial

statements amounting to $2,190,451 are included within Other Governmental Funds'
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To the Honorable l/ayor and
l\ilunicipal Legislature

Nilunicipality of Hatillo
Hatillo. Puerto Bico

We have audited lhe financial statements of the governmental activities, each maior fund

and the aggregate remaining fund information oI the N'lunicipality of Hatillo, as of and for

the year e-n-ded-June 30, 2010, which collectively comprise the Municipality's basic linancial

statements and have issued our report thereon dated December '13, 2010. We conducted

our audit in accordance with auditing standards generally accepted in the United States of

America and the standards applicable to financialaudits containedin Government Auditing

Standards, issued by the Comptroller General of the United States'

lnternal Control over Financial Reoortin0

ln planning and performing our audit, we considered Municipality ol Hatillo' internalcontrol

over finaniial reporting as; basis ,or designing our auditing procedures for the purpose of

expressing our opinion on the financial statements, but not for the purpose of expressing

an opiniorion the effectiveness of the lvlunicipality's internal control over linancial reporting.

Accordingly, we do not express an opinion on lhe effectiveness of lhe Municipality's

internal control over Iinancial reporting

A deficiency in internal controi exisls when the design or operation ol a conlrol does not

allow manigement or employees, in the normal course of performing their assigned

functions, tdprevent or detect misslatements on a timely basis A material weakness is a

control deficiency, or combination of deticiencies' in internal control, such that there is a

reasonaOte possiUitity that a material misstatements of the entity's linancial statements will

not be prevented, or detected and corrected on a timely basis'

INDEPENDENT AUDITORS' HEPORT ON INTEFNAL CONTROL OVER

FINANCIAL BEPORTING AND ON COMPLIANCE ANO OTHEF MATTERS

BASED ON AN AUOIT OF FINANCIAL STATEMENTS PEFFOFMED

IN ACCOFDANCE WITH GOVERNMENT AUDITING STANOARDS
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Our consideration of internal control over financial reporling was for the limited purpose

;;;.;ib.;-; l;; Iirst paragraph of this section and was not designed to identifv all

iJi"i"-*i". in in,"rnal cont16l over financial reporting that might be deficiencies, signilicant

deficiencies or material weaknesses. we did not identify any deficiencies in internal control

over linancial reporting that we consider to be material weaknesses' as defined above'

Comoliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality of Hatillo'

tinui"iut .tutar"nt! are free ol material misstatement, we performed lests of its

lomptiance with certain provisions of lau/s, regulations. contracts and grant agreements'

nonJo.piiun"" ,itn which could have a direct and material etlect on the determination of

tinanciai state.ent amounts However' providing an opinion on compliance with those

orouiiioni *as not an obtective ol our audit, and accordingly, we do not express such an

Lpinron. The results ot o;r test disclosed no instances of noncompliance or other matters

that are required to be reported undet Government Auditing Standards'

we noted certain matiers that we have reported to management of the l/unicipality of

Hatillo in a separate letter dated December 13, 2010'

Thisreportisintendedsolelyforth€informationanduseoftheauditcommittee'
commiisioner ottice of Municipal Attairs, management and the federal awarding agencies

ind pass-tnrougn entities and is not intended to be and should not be used by anyone

other than these specified parties

-A..,,^.t?.,r*o -\ L.
San Juan,
December

Puerto Rico
13,2010

The stamp 2586317 wa
lo the origlnal ol this
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Ortiz, Rivera, Rivera & Co
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cPA Marco Amonio Rivm zidlr
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH
BEOUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON
EACH MAJOR PFOGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE

IN ACCOFOANCE WITH OMB CIRCULAF A-133

To the Honorable lvlayor
and Municipal Legislature

[/unicipality of Hatillo
Hatillo. Puerto Rico

Compliance

We have audited lhe compliance of l,/unicipality of Hatillo with the types oI compliance
requirements described in the U. S. Oftice of Management and Budget (OMB) Circulat A-
133 Comptiance Supptement that could have a direct and material eflect on each
l/unicipality of Hatillo' major federal programs lor the year ended June 30, 2010.
l\,4unicipality of Hatillo'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 maior federal programs is the responsibility ot lVunicipality ot Hatillo'
management. Our responsibility is to express an opinion on Municipality of Hatillo'

complaance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally

accepted in the United States ol America; the slandards applicable to financial audils
contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133, Audits of States, Local Governmenls' and Non'
Profil Organizations. Those standards and Ol\ilB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the

lypes ol compliance requirements referred to above that could have a direct and material

effect on a major lederalprogram occurred. An audit includes examining, on a test basis,

evidence about Municipality ot Hatillo compliance with lhose 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 on Municipality of Hatillo compliance with those requirements.

ln our opinion, the Municipality of Hatillo complied, in all material respects, with the

compliance requirements referred to above that could have a direct and material eflect on

each of its maior federal programs for the year ended June 30, 2010. However, the results
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of our auditing procedures discloses instances of non compliance with Ihose requirements,
which are required to be reported in accordance with OMB Circular A-133 and which is
described in the accompanying schedule ol findings and questioned costs as items 10-l,
10-2 and 10-3.

lnternal Control over Comoliance

The managemenl of [,4unicipality of Hatillo is responsible lor establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to lederal programs. ln plan ning and perlorm ing our aud it,
we considered Municipality of Hatillo internal control over compliance with requi.ements
that could have a direct and material eflect on a ma,or federal program to determine the
auditing procedures for the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB Circular A-133, but
not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the
N4unicipality s internal control over compliance.

A deficiency in inlernal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of
perlorming their assigned functions, io prevent or detect and correct noncompliance with a
type of compliance requirement of a federal program on a timely basis. A material
weakness in internal control over compliance is a deliciency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program
will not be prevented, or detected and correcled, on a timely basis.

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

This report is intended solely tor lhe informaiion of the audit committee, Commissioner
Office of l\,4unicipal Affairs, management and the federal awarding agencies and pass-
lhrough enlities and is not intended to be and should not be used by anyone olher than
these specified parties.

San Juan.
December

Puerto Flico
13, 2010

The stamp 2586318 w
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINOINGS ANO OUESTIONEO COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

1. SUMMARY OF AUDIT RESULTS

a. The auditors' report expresses an unqualilied opinion on the basic financial
statements of the Municipality of Hatillo.

b. There were no significant deficiencies on internal controls over financial reporting.

c. No instances of noncompliance material lo the financial statements of Municipality
of Hatillo were disclosed during the audit.

d. There were no significant deficiencies on internal controls over maior programs.

e. The auditols report on compliance with requirements applicable to federal award
programs for Municipality of Hatillo express an unqualified opinion.

f. Audit findings relative to the major federal award programs for the lvlunicipalily of
Hatillo are reported in number 3 of this schedule.

g. The programs tested as major program are;

. SBGP - CFDA No. 14.228

. SBGP Becovery Act Funded - CFDA No. 14.255

h. The threshold for distinguishing types A and B programs was $300,000.

i. Municipality of Hatillo was determined to be a low-risk auditee.

2. FINDINGS. FINANCIAL STATEMENTS AUOIT

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2O.IO

3. FINOINGS AND OUESTIONED COSTS - MAJOR FEDERAL AWARO PROGRAM
AUDIT

a. SBGP - CFDA No. 14.228

. Condilion 10-1

The Municipality is not in compliance with the procedures established by
the federal regulation to minimize the time elapsing between the transferof
lunds and their disbursement.

Cause

The Municipality does not keep adequate cash forecasting procedures
because the l\,4unicipality has requested and received federal funds in
excess ol its immediate needs.

Effect

The continued occurrences of this condition may expose the Municipalityto
the assessment of interest cost relation to the excess cash on hand which
would be paid from local lunds.

Criteria

The 45CFR 92.20 (b)(7) establishes that the federal funds recipient will
adopt the necessary policies and procedures to minimize the time between
the receipt of funds and the disbursemenls for expenditures.

Becommendation

The Municipality should modily the cash forecasting process by
establishing a system to forecast the cash needs lor the next three days,
as established by lederal regulations. Federal Funds should only be
requested when they are going to be disbursing.

Ouestioned Costs

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOF THE FISCAL YEAR ENDED JUNE 30,2O.IO

. Condition 10-2

The Federal Program Office does no request the extension of the contracts
for the year program 2007 into the 45 days required. The extension for FC
contract was due on lvlarch 28, 2010 and is still in process. The
[,4unicipality operates approximately three months without a signed
contract.

Cause

The federal program did not maintain a due date schedule for request the
extension for the contracts.

Elfect

The program is not in compliance wilh the OCALil contract clauses. The
program operates without a valid contract.

Criteria

The federal funds of SBGP can be available through a signed contract into
the Municipality and OCAM for each program year. Based on the ninth
clause of the SBGP Program 2007 contract, the funds are available lor 24
month after the contract is signed. Then, based on the fourth clause, the
l/unicipality can request an extension that should be realized at least 45
days before end the contract.

Flecommendation

The Federal Program Oltice should establish a due date schedule lor
monatoring the due date of each program year contract in order to request
the extensrons rnlo lhe lime required.

Ouestioned Costs

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINOINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30, 2O1O

. Condition 10-3

The Municipality did not comply with the requirement of preparing and filing
the program lncome quarterly report for the peraod ended N/arch 31 , 2010
in a timely basis. During our examination, we noted lhal the Municipality
did not send on time the quartedy report for the lollowing period ended:

Reoort Report Period Oue Date Submitled

March 2010 Januaryto March 2010 04-30-10 O7-02-1O

Cause

The above situation occurred because the Municipality did not ensure to
verify the due date to submit this report to the Agency.

Effect

The program is not in compliance with the program income regulations.

Criteria

Based on the OCAM Circular 2008-1 'l 
, the program income quarterly report

for period ended March 31 of each year, must be submitted on Apr'l 30.

Becommendation

The Federal Program Olfices should establish a schedule ol the due date
ol the required reports by the Agency in order to comply with all of them.

Ouestioned Costs

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF STATUS OF PRIOR YEAR
- AUDIT FINDINGS ANO OUESTIONED COSTS

OR THE FISCAL YEAR ENDED JUNE 30. 2O1O

_ During the current examination, follow-up was given to the findings informed to the

lilunicipality in prior years. ltwas noted that corrective action hasbeen taken, except Ior

certain conditions lhat still exist and require further action. These are included in the

- accompanying Schedule ol Prior Year Audits Findings and Questioned Costs.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND OUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENOED JUNE 30,2O1O

llgslem Finding /Non compliance

SBGP - CFOA Condition 09-1
No. 14.228

The Federal Program Office does not requesl Condition still
lhe extension of the contracts for the year prevails.
program 2006 into the 45 days required.

Condition 09-2
SBGP - CFDA
No. 14.228 The N/unicipality did not comply with the Condition still

requirement of preparing and filling its federal prevails.
financial reports on a timely basis.
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EXHIBIT I

CORRECTIVE ACTION PLAN
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+'
Ilstado I-ibre,\sociado de l'uerto liico

Gobierno Nlunicipal Hatillo
O/;";"" J"/ -,4/-,/,1"

CORRECTIVE AC ION PLAN

l)cccmbcr ll. l0l0

('ognizant or Oversight r\genc1 lirr Audit:

Nlunicipality ol tlatillo rcspcctfullv submits lhe lbllo*ing correctire aclion plan ti)r
the )ear ended June -'10. 2010.

Name and xddress of indcpcndent public accounting tlrm: Oniz, Ri\cra. Rivern &
Co.. Suite 152. PO Rox 70250. San Juan. Pueno llico (X)916-7250.

Audit period: Iiiscal !ear ended June 30. 1010.

The lindings liom the June 10. f0l0 schcdulc of lindings and questioned cosls are
discussed belorv. l he lindings are numbered consisicntly rvith the numbers assignc'd
in the schedule.

FINDINGS - FEDERAL,\WARD PROGRAM AUI)ITS, DEPARTMENT OF
HOUSING AND URI]AN DEVELoPMENT

Finding l0-l: SII(;P - CFDA 1J.228

ReDortable (ondition: See Condilion l0-I

Recomnlendnlion

lhc \lunicipalitl shor.rld nr(rdil.r the cash ti)rccasling proccs,j b\ cstrhlishins a \\slerrr
to li)rcc:Nl the clsh nccds lirr lha ncxl lhrcc JJ\s. us cstahlishcd h} tcdcrLrl

rcgulaliol1s. I,Jdrrlll Iunlls shoLrld only l)e rcqLre\l.J *hrn thcv Irc going to hc

disbursing.

&!Lo!-L!kcn

Ihe Nlunicipality has cstublished a proccdurc to n:ininrizc lhc linrc bcl$,e!-n 1l)c

rcccipl ol I'unds :rnd the disbursemenl ol-cxpenditurcs (not (() e\cccd lhrcc (3)
husiness da) \).

GRAN CIUDAD DE TRADIcIoN Y CULTURA
alcaldeirn'rilnlcipi0dehatillo.com



Rcoonablc Condition: Sce Condition l0-2

lhc l:t'dcral Program Ollicc should cstablish a due dat.' schcdulc for monilorinS thc duc

.late of each program \,car conlrilct in ordcr t) rcquest lhc cxlensions inlo lhc tinrc

required.

r\clion I ilken

'Ihe fe'deral Program Ollicc Director is nronitoring ill duc dlles, in ordcr to gi\e the

tbllo\r-up nccessary lo comply Nith lhe requircmcnt.

R!'!onahle Condilion: See Condition l0-3

Recommendalion

I he Fedcral Program Ollices sltould establish a schedule of lhe due date oi the rcquired

repons by the Agency in order to comply with all of them.

Action 'firken

'Ihe Irederal Program Ollice Director is monitoring ull due dates. in order to give thc

lirllorv-up necessary to comply \\ith the requirement.

lf the Cognizant or Oversight ASency Ibr Audit has questions regarding this plan. pleilse

call Ana Zahir Rosa Padilla at (787) 820-0712.

Cordially,

^-^nknak \lwa(atuua-
^na 

,'rh# Rusa Padilla
|edcral Progranr Dircclor


