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INDEPENDENT AUDITOHS' BEPORT

To the Honorable Mayor and
[,4unicipal Legaslature

lilunicipality 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 l\4unicipality of
Hatillo, as of and for the year ended June 30, 2011, which collectively comprise the
Municipality's basic financial statements, as listed in the table of contents. These tjnancaal
statements are the responsibility of the Municipality's management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Govemment Auditing Standalds, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial slatements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as wellas evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

ln our opinion, the financial statements referred to above present fairly, in all materjal
respects, the respective financial position of the governmental activities, each major tund
and the aggregate remaining fund information of the Municipality of Hatillo as of June 30,
2011, and the respective changes in financial position, thereof and the respective
budgetary comparison for the general and debt service funds lor the fiscal year then
ended in conformity with accounting principles generally accepted in the United States of
America.

ln accordance with Government Auditing Standatds, we have also issued a report dated
January 20,2012 on our consideration ot the Municipality's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grants, agreements and other matters. The purpose of that report is to descrjbe
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the scope of our testing of internal control over iinancial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in
accordance wilh Govemment Auditing Slandards and should be considered in assessing
the results ol our audit.

The [,4anagement's Discussion and Analysis on pages 3 through 10, is not a required part
of the basic financial statements but are supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain
,imited procedures, which consisted principally of inquiries of management regarding
methods of measurements and presentation ol the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality of Hatillo linancial statements as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of
addjtional analysis as required by U.S. Office of Management and Budget Circular A-'133,
Audits ot States, Local Governments, and Non-Protit Organizations, and is nol a required
part of the financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements, and in our opinion, the
information is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

San Juan, Puerto Fiico
January 20,2012

The stamp Er8891 was
to lhe o.iqinal ol lhis
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Commonlrealth of puerto Rico
llunicipality of HatiIo

Ilanagement's Discussion and Analysis

Year Ended June J0, 20.u

MANAGEMENT'S DISCUSSION ANO ANALYSIS

The Municipatity of Hatillo (the ,.lrtunicipatity,,) 
discussion and anatysis has been designedwith the foltowings goats:

a) Assist the reader in focusing on significant linancral issues,o, r,rovrde an overview of the l,4unicipality,s financial activitv.c) rdentifv changes in the r\4unicipariiy's finrr"iir po.iton iiii ubirity ro address rhe nextand subsequent year challenges),
d) tdentify any material deviationl t;om the financial plan (the approved budget), and;e) ldentily individual fund issues or concerns.

Since the Management,s Discussion and Analysis (MD&A) is designed to focus on thecurrent year 
.activities, resultjng changes and-currentfy fno*n iacis, prease read it inconjunction with the ljlunicipality,s financial statements.

USING THIS ANNUAL REPORT

This annual report consisls of a series ol new rinancial statements with a change in thefocus from previous financial statemenls. The new focus is ;;;;il ine l,lunicipatity as awhole (governmentwide) and the major individuat fr"d;. Boil p";p;;iives lgovernment-wide and major fund) a ow the user to aOoress retevant !ue.ioni-O-r*o"n a basis torcom parison. (year to year or government to government) uno *tin"" t 
" 

Municipality,saccountability.

FINANCIAL HIGHLIGHTS

. The Municipality net assets increased by $742,006.. ln the fund financial statements, generaifund revenues increased by g2,636,903
(or '13olo).

. ln the fund financial statements, general tund expenditures increased by
$2,454,870 (or 12"/").. 
,Tle 

Genepl Fund (the primary operating fund) reftecled, on a current tinanciatresources basis, a decrease of $220,709. Or-a budgetary basis, actual expenditures exceed actual revenues by
$2,914,042.. Capital expenditures amounted to $757,060.
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Commonwealth of Puerto Rico
llunicipality of Hatillo

trIanagement's Discussion and .\nalysis

Year Ended June 30,20ll

Government-Wide Financial Statements

The Government-Wide Financial Statements are designed to provide users of the financial
statements with a broad overview ol the Municipality's finances in a manner similar to
private-sector companies.
The Statement of Net Assets presenis information on all of the Municipality's assets and
liabilities, with the ditference between both reported as net assets. Over time, increases or
decreases in net assels may serve as a uselul indicator ol whether the linancial position of
the N,lunicipality is improving or deteriorating.

The Statement ol Activities presents inlormation showing how the Municipality's net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon
as the underlying event giving rise to the change occurs, regardless of the timing ot the
related cash flows. Thus, revenues and expenses are reported in the Statement of
Activities that will only result in cash flows in luture liscal periods. The Statement of
Activities is focused on both the gross and net cost of various activities, which are provided
by the government's general tax and other revenues. This is intended to summarize and
simplity the user's analysis of cost of various governmental services.

Fund Financial Statements

The Fund Financial Statements provide detailed inlormation aboul the Municipality's most
significant funds, not the Municipality as a whole. The lvlunicipality has only one kind of
fund which is the governmental fund.

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the Government Wide Financial Statements. However, unlike the
Government Wide Financial Slatements, Government Fund Financial Statements focus on
near term inflows and outtlows ol spendable resources, as well as on balances ot
spendable resources available at the end of the liscal year. Such information is useful in
evaluating the Nlunicipality's near term financial requirements.

Because the focus of governmental funds is narrower than that of the government wide
financial statements, it is useful to compare the information presented lor governmental
funds with similar informalion presented lor governmental activities in the government wide
financial statements. By doing so, users ol the basic linancial statements may better
understand the long-term impact of the Municipality's near term linancial decisions. Both ol
the Governmental Fund Balance Sheet and the Governmentai Fund Statement of
Revenues, Expenditures and Changes in Fund Balances provide a reconciliation to facilitate
this comparison between governmental funds and governmenlal activities.
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Commonwealth of Puerto Rico
Nlunicipality of Hatillo

Nlanagemertt's Discussion and Analysis

Year Ended June J0,20ll

lnrrastruciure Assets

Historically, a government's largest group of assets (infrastructure - roads, bridges, traific
signals, underground pipes lunless associated wath a utilityl, etc.) have not bee; reported
nor depreciated in government linancial statements. GASB 34 requires that these assets be
valued and reported within the governmental column of the Government-Wide Statements.
Additionally, ihe government must elect lo either (a) depreciate these assets over their
estimated usetul lile or (b) develop a system of asset management designed to maintain the
service delivery potential to near perpetuity. lf the government develops the asset
management system (the modified approach) which periodicalty (at teast every third year),
by category, measures and demonstrates ils maintenance of locally established lev;ls of
service standards, the government may record its cost of maintenance in lieu of
depreciation. The informaiion about the condition and maintenance of condition ot the
government inlrastructure assets should assist financial statement users in evaluating a
local governmenl and its performance over time. The Municipality has elected to deprecate
inlrastructure assets instead of using the modified approach.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assels

As noted earlier, net assets may serve over time as a useful indicator of a government,s
financial position. The Municipality's net assets totaled $40 mi ion at ihe end of 2O.lt.
compared to $39.3 mjllion at the end of the previous year.

The largest portion of the l,,lunicipality's net assels consists ol lhe investment made
throughout the years in capital assets such as land, buildings, equjpment and infrastructure.
The Municipality uses lhese capital assets to provide services to its citizens; consequenfly,
these assets are not available for future spending. Although, the lvlunicipality,s investment in
its capital assets is reported net of related debt, it should be noted that the resources
needed lo repay this debt must be provided from the Debt Service Fund, since the capilal
assets themselves cannot be used to liquidate these liabilities. The amounts restrjcted lor
debt service represents another portion of the net assets, and these are resources subject
to external restrictions for the purposes explained above.
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Commonwealth of Puerto Rico
Nlunicipality of Hatillo

Nlanagement's Discussion and Analysis

Year Ended June 30, 2011

Municipalily ol Hatillo
Condensed Statement ot Net Assets

June 30, 201'l and 2010

2011 2010

Current assets
Capital assets

Total assets

Currrent liabilities
Noncurrenl liabilities

Total liabilities

lnvested in capital assets,
Restricted
Unrestricted

Total net assets

net of related debt

$ 13,739,420
51,356.775
65,096,195

6,118,275
18,95'1,526

25,069,801

41,523,261
3,994,609

(5,491,476\

_-$10,9?9191_

$ 14,796,647
49,644,130
64,440,777

6,373,034
18,783,355
25,156,389

37,414,110
4,24A,194

(2,377,916)

Changes in Net Assets

The net assets increased by $742,006 in comparison with prior year. Approximately 40
percent of the l/unicipality's total revenue came from taxes while 12 percent resulted from
granls and contributions, including federal aid. The Llunicipality's expenses cover a range of
services. The largest expenses were for general government, public work, culture and
recreation, and health and welfare.
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Commonwealth of Puerto Rico
Ilunicipality of Hatillo

Nlanagement's Discussion and Analysis

Year Erd€d June 30,2011

Municipality ol Hatillo
Condensed Statement ol Activitles
June 30, 2011 and 2010

Program revenues:

Charges for services
Operating grants and contributions
Capital grants and contributions

General revenues:

Property taxes
lrunicipal license tax

Grants and contributions not reslricted to
specilic programs
lnteresl, tines and penalties

Miscellaneous

Total revenues

Expenses:

General government
Public salety
Public work

Culture and recreation
Health and welfare
Economic development
lnterest on long-term debt

Total expenses

Change in net assets

Net assets, beginning ol year

Net assets, end ol year

27,449,932 26,000,381

134,734 (80,s69)

39,891 660 39,364,957

2011 20-lo

7,083,883
3,937,368

5,368,987
192,415
40,376

27,584,666

183,578

25,919,812

7,623,460
1,744,599
1,593,578

6,85s,828
1,009,156
1,2U,414

7,244,536
4,038,564

5,219,168
84,568

9,857,633
1,026,635
8,919,649
3,426,611
3,391,060

2'16,687
611,657

10,007,724
938,014

7,99't,051
2,540,370
2,801,985
1,217,189

504,044

$ 40,026,394 $ 39,284,388
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Commonryealth of Puerto Rico
\lunicipality of Hatillo

\la[agem€nt's Discussion and Artalysis

Year Ended Jure 30, 2011

As noted earlier, the Municipality uses fund accountjng to ensure and demonstrate

Governmental Funds

- The focus ol the i,4unicipality's governmental lunds is to provide inlormation on near-term- inflows, outflows, and balancei ol spendable resources. Such information is useful in
- assessing the Municipality's financing requirements. ln particular, unreserved lund balance- may serve as a useful measure of a government,s net resources available for spending at

the end ol the liscal year.

As of the end of the current fiscal year, the Municipality,s governmentat funds reported
combined ending fund balances of $8,702,327, a decrcase of $609,201 in comparison with
the prior year. There are reservations of fund balance amounting to 99,5.12,624.

The general lund is included within the governmental funds; it is the chief operating fund of
the Municipality. As of June 30, 2011, the generat tund has a superavit ol g47,6i9. The

Noles to Financial Statemenls

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

Required Supplementary lnlormation

- The statements are followed by the required supplementary information that contains the- budgetary comparison schedule tor the General and Debt Services Funds.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

- The Municipality's inveslment in capital assets as of June 30, 2011, amounts to $69.3
million, net ol accumulated depreciation ol g't6.9 million, leaving a net book value ot 95j.4

- million. This investment in capilal assets jncludes land, bujldings, improvements,
- equipment, intanglbles, inlrastructure and construction in progress. lnlrastructure assets are

items that are normally immovable and of value only to the state, such as roads, bridges,
streels and sidewalks, drainage systems, lighting systems, and similar items.
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Commonwealth of Puerto Rico
Ilunicipality of Hatillo

Ilanagement's Discussion and Analysis

Year Ended June 30,20ll

The l\.4unicipality linances a significant portion ol its construction activities through bond
issuances. The proceeds from bond issuances designated for construction activities are
committed in its entirety for such purposes and cannot be used for any other purposes.

The Municipality acquired a total of $1,657,009 of capital assets during the fiscal year 2010-
201 1 as follows:

. Building and building improvements - $932,393

. Acquisition of equipment and vehicles - $61,783

. lnfrastructure - $662,833

Other projects related to repair and maintenance oI roads (not capitalized) was
development during the fiscal year 2010-201 1.

Debt Administration

The Puerto Flico Legislature has established a limitation for the issuance of general
obligation municipal bonds and notes for the payment of which the good faith, credil and
taxing power of each municipality may be pledged.

The applicable law also requires that in order ror a municipality to be able to issue additional
general obligation bonds and notes such municipality must have sufficient "payment
capacity." Act No. 64 provides thal a municipality has sufficient "payment capacity'to incur
additional general obligation debt if the deposits in such municipality's Redemption Fund
and the annual amounts collected with respect to such municipality's Special Additional Tax
(as defined below), as projected by GDB, will be sutficient to service to maturity the
municipality's oulstanding general obligation debt and the additional proposed general
obligation debt ("Payment Capaciv').

The lvlunicipality is required under applicable law to levy the Special Additional Tax in such
amounts as shall be required lor the payment of its general obligation municipal bonds and
notes. In addition, principal of and interest on all general obligation municipal bonds and
notes and on all municipal notes issued in anticipation of the issuance ot general obligation
bonds issued by the tvlunicipality constitute a lirst lien on the Municipality's Basic Tax
revenues. Accordingly, the Municipality'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
Municipality's Redemption Fund, are not sullicient to cover such debl service. lt has never
been necessary to apply Basic Taxes to pay debt service on general obligation debt ol the
[,4unicipality.

9



Commonrve{lth of I\erto Rico
\lunicipality of Hatillo

Ilanagemcnt's Discussion and Analysis

Year Ended .lune 30,2011

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS ANO BATES

The N4unicipality relies primarily on property and municipaltaxes as well as lederal grants to
carry out the governmental activities. Historically, property and municipal taxes have been
very predictable with incre€ses of approximately live perc;nt. Federal grant 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 (ciiizens, taxpayers,
cuslomers, inveslors and creditors) wilh a general overview of the l,4unicipality,s lina;ces
and to demonstrate-the l/unicipality's accountability. It you have questions about the report
or need additional financial information, contact fuir. Jesus Alicea Torres, Chief Financial
Officer on the Finance Offices in the Central Town, Hatillo, puerto Flico.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

STATEMENT OF NET ASSETS
JUNE 30,2011

Assets

Cash in bank (Notes 2 and 5)
Cash with fiscal agent (Notes 2 and 5)

Accounts receivable:
Sales and use taxes
Other

Due irom other agencies (Note 9)
Capital assets, net (Note 1l)

Total assets

Liabillties and Net Assets

Liabilities
Accounts payable and accrued liabilities
Due to other agencies (Note l2)
Matured bonds and interest payable
Delerred revenues (Note 13):

Municipal license tax
Noncurrent liabilities (Note 15):

Due within one year
Due in more than one year

Accrued interest
Total liabilities

Net Asseis
lnvestment in capital assets, net of related debt
Flestricted lor:

Debt service
Capital projects

Unrestricted
Total nel assets

Total liabilities and nei assets

$ 2,175,641
8,314,342

2,006,906
553,848
688,683

51,356,775

65,096,195

$ 934,452
277,536
944,225

3,214,204

1,806,&5
17,144,881

747,854
25,069,801

Governmenlal
Aclivities

41,523,261

1 ,434,262
2,560,347

/5,491,476',)

40,026,394

$ 65,096,195

The accompanying noles are an integral part of these basic financial statements.
- 1'l -

ORTIZ, RIYERA, RIVERA & CO.
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF HATILLO

RECONCILIATION OF THE GOVEFNMENTAL FUNDS

BALANCE SHEET TO STATEMENT OF NET ASSETS

JUNE 30, 2011

Amounts reported for governmental activities in the statement

'Capital assets, net used in governmental activities are
nol current financial resources and therefore are not

reported in the governmental funds balance sheet

. Other assets are not available to pay for current-pe.iod

expenditures and therefore are deferred in the
governmental funds balance sheet

51,356,775

241 ,672

(20,27 4,38O\

-$_39paqn91

'Some liabilities, including bonds payable, are not due

reported in the funds (NotE 4)

- Net assets of govemmental activities

- 15 -
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COMMONWEALTH OF PUEBTO RICO

MUNICIPALITY OF HATILLO

RECONCILIATION OF THE STATEMENT OF BEVENUES, EXPENOITURES, ANO

CHANGES IN FUND BALANCES OF GOVEFNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30,2011

- Amounts reported lor governmental activities in the statement ol activities are

- Chanaes in net assels of qovernmenlal activitres

s (609,201)

. Governmental funds report capital outlays as expenditures. However, in

the statement ol activities, lhe cost of those assets is allocated over their
estimated usetul lives and reported as depreciation expense.

. Depreciation expense on capital assets is reported in the statement of
activities, but they do not require the use of current linancial resources.
Therefore, depreciation expense is not reported as expenditure an

governmental funds.

1,950,394

(845,021)

. Governmental lunds report issuance ol long-lerm as other olher financial
sources because provides current financial resources. (1,055,000)

. Revenues in the stalement of activities that do not provide cu.rent
financial resources are not reported as revenues in the lund financial (98,654)

. Governmental tunds report principal payments on long-term obligations as
expenditures, whereas the principal payments reduces lhe long-term
obliqations in the slatement of activities. 793,975

. Change in accrued interest expense which does not require the use ol
current financial resources. (65,601)

. Some expenses reported in the statement of activities do not require
the use of current financial resources; therefore, are not reported as
expenditures in governmental runds. 63,842

$ 134,734

The accompanying notes are an integral part of these basic financial statements.
-17 -
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1. OFGANIZATION

The Municipality of Hatillo, Puerlo Rico (Municipality) was founded in 1823 The

nrr"ilii"ii-tv ii 
"'p"riticit 

tegat entity witn fu tegistativ€ and administrative faculries in

.u", i'iaii of tf,i municipal charaCter, with perpetual succession existence and legal

""r.l,i"iit .- *J"trte and independent lrom the central government oI the

6"rr""'ii"rth of Puerto Rico. The l/unicipality provides a full range of services

il"irJirg ;J"nh, prulic works, environmental control, education' public satetv' public

iio-u.-ing;nd ;nirrnity development, culture and recreation as well as many other

general and administrative services.

The Municipal Government comprises the executive and legislative branches The

"-J"riirri,-i"*er 
i" eiercisea by the Mayor and the- legislative by the lvlunicipal

lssemOfv.'wntn 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

;;;i;,ty ;;tri;.ounting principtes generallv accepted in the united states of

n."ii", iO,qnpt as appiicable to g6vernmental entities The Governmental

i"."""ii"'ii'di""t"ios- 66aro (Glsel is the accepled standard-setting bodv for

establishi;g governmental accounting and'inancial reporting pnncrpEs'

The financial information of the lvlunicipality is presented in this report as follows:

. lvlanagemenl's Discussion and Analysis ' lntroduces lhe basic financial

.i;i";;il ind provides and analytical overview of the Municipality's financial

activities.

.Government.WideFinancialstatements.ThereportingmodelinclUdesfinancial- 
ii""r""i. pr"pareo using tutl accrual of accounting for all oI the.government's

"",r*i11. 
f'nii""pproach includes not iust current assets and liabilities' but also

;;;il;i;;.;i.;il lons{erm liabilitie; (such as buitdinss and infrastructure'

in-irJing briog". rnd roads and general obligation debt)

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF HATILLO
NOTES TO THE FINANCIAL STATEMENTS

FOR THE FISCAL YEAF ENDED JUNE 30, 2011
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)..- . 
TON TUC FISCAL YEAR ENDED JUNE 30' 2O1T

. Statement ol Net Assets - The statement of net assets is designed to display the
' 

i"l""i"r o"tira" of the l/unicipality including capital assets and infrastructure'

il:l';; ffi;';; tn" r"runi"iriaitv will be bioken down into three catesories;

iffi.i;; ;Ait; 
"siets' 

net of r.eluteo deot; restricted; and unrestricted

. Statement of Program Aciivities - The government - wide statement of activities- 
;";;;;;;;;.". a'nd revenues in a for;at that focuses on the cost of each of the

"J*r#!nra irn"tions. The expense ol individuat lunctions is compared to the

ievenues generated directly by the lunction'

. Budgetary comparison schedules - Demonstrating compliance with the adopted

budget is an important component ol a oovernment s accountability to the public'

uni?,i'it " 
,"p,irtl"g model, the Municipality will conlinue. to .provide 

budgetary

".-"ro"ii.on-ii,iotrition 
in their financial 

'tatements 
An important change'

il_5i"iL 
" 

i!."i,""1;nt ro add the government,s originat budget to the current

comparison of Iinal budget and actual results'

The lollowing is a summary of the more significant policies'

a. Reporting Entity

lnevaluatinghowtodefinetheMunicipalitylorlinancialreportingpurposes,
;";;;;;;i nas consioereo atl potential iomponent units The decision to

lncrroi a potentiar component unii in the reporting entity was made by applying

r'r* oior"itni of Stutement No 14, 'The Fin;ncialheporting Entity " as amended

;; A'a;i;i"i";;;i Nto sg. -oete'minins whether certain orsanizations are

&ri"r'*['ur-ti;- an imendment of GASB statement No 14" . The basic' but

iiii',i." 
"^i" "tit"ii"" 

for including a potential component unit within the Ieporiing

.li,iljlii'3,J",J,, 
""rii"j"i. 

"ii piir"rv sovernmeni appoints a votins majority of

;til;':i.,"d t";;;;;;s ;Jv, ,"i ir 
"itt''"rone 

or the toliowins conditions exist: the

,i-urv to'rli"r""ican impose its will on the other entity or th-e potential exists

ioiini til", 
""otv 

to ( 1 ) provide specific linancial benefits to or (2) impose specific

ii""r"iii o"ra""i on ine ptimi'v governmeni A second criterion used in

evaluating potential componeni 'n'it 
is 

't 
the nature and signilicance of the

i"riti*.nliGt*""n the;ntity an; a primary governmenl are-such thatto exclude

in" 
""iitv 

ii", r" tinancial reporting entity would render the financial statements

misleading or incomPlete

-20-

ORTIZ, RIVERA, RIVERA & CO.

CERTIFIED PUBLiC ACCOUNIANTS' VALUE AODED SERVICgS



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAF ENDEO JUNE 30' 2011

The fund financial statemenis segregate transactions related to certain functions

or activilies in separate funds in order to aid financial management and to
demonstrate legal compliance. These statements present each maior fund as a

separate column on the fund financial statements; all non-maior funds are

aggregated and presented in a single column

For the fiscal year ended June 30, 201 1, the N/unicipality implemented

Government Accounting Standards Board Statement No 54 (GASB 54)' "Fund

Batance Repoiing and Governmental Fund Type Oefinitions" The requirements
of this statement are eflective for financial statement periods beginning afterJune
15,2010.

GASB 54 enhances the usefulness of fund balance information by providing

clearer fund balance classilications that can be more consistently applied, and it

clarifies the existing governmental fund type definitions. lt establishes fund
balance classilications that comprise a hierarchy based primarily on the extent to

which a government is bound to observe constraints imposed upon the use of the
resources reported in governmental funds.

GASB 54 also provides guidance for classifying stabilization amounts on the face

of the balance sheet and requires disclosure of certain information about
stabilization arrangements in the notes to the financialstatements. The definitions
of the Generat tund, special revenue fund type, capital projects fund type, debt
service fund type, and permanent fund type are also clarified by the provisions in

c. Measurement Focus, Basis ol Accounting, and Financial Statemenl
Presenlation

The government-wide financial statements are reported using the economic
resources measurcment locus and the accrualbasis of accounthg. Revenues 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.

Governmental fund financial statements are reported using lhe currcnl financial
resources measurement focus and lhe moditied accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available.

ORTIZ, RIVERA, RIVERA & CO,
CERTIFIED PUBLIC ACCOUNTANTS' IALIJEADDED SER!lCES



COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAF ENDED JUNE 30, 201'I

Fievenues are considered to be available when they are collectible within the
current period or soon enough thereaftel to pay liabilities ol the current period.
For this purpose, the government considers revenues to be available iI they are
collected within 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, tranchise taxes, licenses, and interest associated with the current
liscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current liscal period. Only the portion ot special
assessments receavable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and avajlable only when cash is received by the
government.

The Municipality 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 paymenls
made lor prancipal and interest on long-term general obligation debt of
governmental funds.

3) Loan $3.370.000

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

ORTIZ, RIVERA, RIVERA & CO,
CERTIFI9D PUBLICACCOIINTANTS' VALUE ADDEO SERVICES
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOF THE FISCAL YEAR ENOED JUNE 30, 2011

Private-section standards oI 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 f inancial statements.

Amounts reported as program 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 revenues :€ther than as program revenues. Likewise, general revenues
include all taxes.

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

d. Cash and Cash with Fiscal Agent

The lvlunicipality's Finance Director is responsible for investing available
resources. The lilunicipality is restricted by law to invest only in savings accounts
wath banks qualified as a depository of public funds by the Puerto Rico Treasury
Oepartment (PFITD) or in instruments of the Government Development Bank for
Puerto Rico (GDB).

Cash with fiscal agent in the capital proiects fund consists ol unused proceeds
from appropriations from the Legislature of Puerto Rico, for the paymentof current
liabilities, and bonds and notes issued for the acquisition and construction of
major capital improvements. Cash with fiscal agent in the debt service fund
represents special additional property tax collections retained by the
Commonwealth of Puerto Rico and restricted for the payment of the lvlunicipality's
debt service, as established by law.

e. lnterfund Fleceivables and Payables

Activities between funds that are represenlative of lending/borrowing
arrangements outstanding at ihe end of the fiscal year are referred to as either

-24-
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30, 2O1I

due to/trom 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.

l. Capital Assets

Capitalassets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to ihe Municipality, 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. Contributed assets are recorded at fair market value as of the date
donated. Additions, improvements and other capital outlays that signilicantly
extend the useful life of an asset are capitalized. Olher costs for repairs and
maintenance are expensed as incurred.

Oepreciation in capital assets is calculated on the straight-line basis over the
following estimated useful lives:

Useful Life

lnfrastructure
Buildings and building improvements
Furniture and fixtures
Vehicles and equipment

Fund Balances

20-50 years
20-50 years

5-20 years
5-20 years

ln the current year, the l\ilunicipality adopted the provisions of GASB Statement
No.54, Fund Balance Repofting and Governmental Fund Type Definitions(GASB
No. 54), which enhanced the usefulness ot rund balance information by providing
clearer fund balance classilications that can be more consistently applied. Thls
statement establishes lund balance classifications that comprise a hierarchy
based primarily on the extent to which the Municipality is bound to observe
constraints jmposed upon the use of the resources reported in governmental
funds.

-25_
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOF THE FISCAL YEAR ENDED JUNE 30, 2011

Pursuant to the provisions of GASB No. 54, the accompanying fund financial
statements report fund balance amounts that are considered nonspendable, such
as fund balance associated with inventories. Other fund balances have been
reported as restricted, committed, assigned, and unassigned, based on the
relative strength of the constraints that control how specific amounts can be spent,
as described as follows:

1) Nonspendable - Represent resources that cannot be spent readily with cash
or are legally or contractually required not be spent, including but not limited
to inventories, prepaid items, and long term balances of interfund loans and
accounts receivable.

2l Restricted - Represent resources that can be spent only for the specific
purposes stipulated by constitutional provisions, external resource providers
(externally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates a new revenue source and restricts its use).
Effectively, restrictions may be changed or lifted only with the consent of
resource providers.

3l Committed - Represent resources used for specific purposes, imposed by
formal action of the Municipal's highest level of decision making authority
(Municipal Legislature through resolutions and ordinances) and can only be
changed by a similar law, ordinance or resolution, no later than the end of
fiscalyear.

4) Assigned - Represent resources intended to be used by the Municipality for
speciric purposes but do not meet the criteria to be classified as restricted or
committed (generally executive orders approved by the [/ayor). lntent can be
expressed by the Municipal Legislature, the lvlayor or by an official or body to
which the lvlunicipal Legislature delegates authority in conformity with the
Autonomous Municipalities Act of Puerto Bico, as amended. ln governmental
funds olher than the general fund, assigned fund balance represents the
remaining amount that is not restricted or committed.

5) Unassigned - Represent the residual classification lor the Municipality's
general fund and includes all spendable amounts not contained in the other
classifications, ln other funds, the unassigned classification is used only to
report a deficit balance resultjng from overspending for specific purposes for
which amounts had been restricted, committed, or assigned.

-zo-

ORTIZ, RIVERA, RIYERA & CO,



COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAB ENDED JUNE 30, 2011

Negative fund balance amounts are assigned amounts reduced to the amount
that will raise the fund balance to zero. Consequently, negative residual amounts
in restricted, committed, and assigned fund balance classification have been
reclassilied to unassigned fund balances.

The Nlunicipality reports resources constrained to stabilization as a specified
purpose (restricted or committed fund balance in the general fund) only if: (1)
such resources meet the other criteria for those classifications, as described
above and (2) the circumstances or cond,tions that signal the need for
stabilization are identified in sufficient detail and are not expected to occur
routinely. However, the Municipality has not entered into any stabilization-like
arrangements, nor has set aside material financial resources for emergencies
and has not establlshed formal minimum fund balance amounts as of and for the
fiscal year ended June 30, 201 1.

In situations when an expenditure is made for a purpose for which amounts are
available in multiple fund balance classifications, the Municipality uses restricted
resources first, and then unrestricted resources. Within unrestricted resources,
the Nlunicipality generallyspends committed resources first, followed by assigned
resources, and then unassigned resources when expenditures.

The classification of the Municipality's individual governmental funds among
general, debt service, special revenue, and capital projects rund types used in
prior fiscal years lor financial reporting purposes was not arfected by the
implementation of GASB No. 54. ln addition, the financial positions and the
results of operations reported in the accompanying fund financial statements as
of and for the fiscal year ended June 30, 2011 have not been affected for this
change in accounting principle. Accordingly, the accompanying fund financial
statements have not reported any retroactive restatements or reclassifications of
tund equities as of July 1, 2010.

h. Bisk Financing

The Municipality carries insurance to cover casualty, theit, tort claims and other
losses. lnsurance policies are negotiated by the Puerto Rico Treasury
Department and costs are allocated among allthe municipaljties of Puerto Rico.
Cost of insurance allocated to the l,4unicipality and deducted from the gross
property tax collections by the lvlunicipal Revenue Collection Center (the "CRlM")

-27 -
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COMMONWEALTH OF PUEFTO BICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 2011

for the year ended June 30, 201'l amounted to approximately $275,038. The
current insurance policies have not been cancelled or terminated. The CRIM also
deducted approximately S376,206 for workers' compensation insurance coveling
all municipal employees.

Compensated Absences

Employees are entitled to 30 days vacations leave and 18 days sick leave per
year. Sick leave is recorded as expenditure in the year paid. Employees are
entitled to payment oI unused sick leave upon retirement i, have been employed
for at least '10 years in the municipal government. On July '1997, state Law 152

supra amended the Article '12.016, Section b (2) of the lvlunicipal Law, authorizing
the lilunicipality 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 March 31

next every natural year. Excess of vacations can be paid after July 1 of every
fiscal year.

Use oI Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States o, 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 stalements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist of the contribution received from the Puerto Flico Electric Power
Authority and the Municipal Fievenue Collection Centercaused bythedelayofthe
notification of the actual revenues and expenditures to the presented in the
financial statements ol the agencies mentioned above,

-26-
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOF THE FISCAL YEAR ENDED JUNE 30, 2011

k. Future Adoption of Accounting Pronouncements

The GovernmentalAccounting Standards Board (GASB) has issued the following

statements that the Municipality has not yet adopted:
Adoption

Required in
Statement Name Fiscal Year

Statement
Number

57 OPEB Measurements by Agent Employers and
Agent Multiple - Employer Plans

60 Accounting and Financial Fteporting for Service
Concession Arrangements

61 The Financial reporting entity: Omnibus - on
amendment ol GASB Statements No. 14 and 34 2012-13

62 Codirication of Accounting and Financial
Reporting Guidance Contained in Pre -

November 30, 1989 FASB and AICPA
Pronouncements

63 Financial Reporting ol Deferred Outflows ol
Resources, Deferred lnllows of Resources,
and Net Position

64 Derivative lnstrumenls: Application ot Hedge
Accounting Termination Provisions - an
Amendment ol GASB Statement No. 53

20 t 1-12

20't2-13

2012-13

2012-13

2011-12

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

3. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

a. BudgetarY Control

The [,4unicipality's annual budget is prepared on the budgetary basis of

accounting, which is not in accordance with GAAP, and represents departmental
appropriations recommended by the lvlayor and approved by the Municipal

Legislature prior to the beginning of the fiscal year. Amendments to the budget
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

require the approval of the Municipal Legislature. Transfers of appropriations
within the budget, known as Mayofs Fesolutions, do not require the'ipprovatot
the Municipat Legistature. The [/unicipatity prepares its annual UuOleiinctuOing
the operations of the general and the debi service funds.

Flevenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
include only the operalions ol the general and the debt servic6 funOs. ttri
amounts budgeted under the Special Revenue Fund were excluded since they are
received and expended over a period of time which generally exceeds the currentyear

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

The unencumbered balance of any appropriation at the end of the fiscal year will
lapse at the end of such Iiscalyear. Olher approprjations, mainly capitaiproject
appropriations, are continujng accounts for which the Municipal Legistature has
authorized that an unspent balance from the prior year be carried-forward and
made available for current spending.

The annual budget is presented in the Combined Statement of Revenues and
Expenditures - Budget and Actual (Budgetary Basis) is the budget or;i;ance to
June 30, 201 1 representing the original budget.

BUdgeUGAAP Beconciliation

The following schedule presents comparisons of the lega y adopted budget with
actual data on a budget basis. Because accounti;g brinciples aoolied for
purposes of developing data on a budget basis differ significantly kom those used
lo present financial statements in conformity with GAAP, a reco;citiation of entity
and timing diflerences in the excess of revenues and otherlinancing sourcesover
expenditures and other financing use for the year ended .tund gO, ZO1t is
presented below for the general and debt service tunds:

-30-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAF ENDED JUNE 30, 2011

Excess of expenditures over revenues - budgetary basis

Entjty datlerences:
Non-budgeted translers in
Non-budgeted translers out

Excess ot revenues over expenditures - GAAP basis

Explanation o, differencesi

Sourcesi/inrlows of resources
Actual amounts (budgetary basis) "avaitable

appropriation from the budgetary companson
schedule

Differences - budget to GAAP:
Transfers from other lunds are inflows of

budgetary resources but are not revenues
,or financial reporting purposes

Non-budgeted revenues

Total .evenues as reported on the statement of
revenues, expenditures, and changes in tund
balances

Uses/outf lows ol resources

Actual amounts (budgetary basis) "totat charges to
appropriations" from the budgetary compa.ison schedule

Differences-budget to GAAP:
Curreni year encumbrances recorded as
expenditures for budgetary purposes

Prior year encumbrances

Transfers to other lunds are outflow ot budgetary uses
bul are not expenditures lor financial reporting purposes

Non budgeted expenditures

Total expenditures as reported on the statement ol
revenues, expenditures, and changes in fund balances
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Debl Service

s 557,811

54,846
(567,570)

45,487

General Fund

$ 16,511,3't6

(61 1,665)

6,245,110

$22 144,761

$ 19,573,358

(817,593)

608,O27

(54,846)

3,593,343

$ 22,902,289



COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

c. Legal Compliance

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

4. RECONCILIATION OF GOVEFNMENT.WIDE AND FUND FINANCIAL
STATEMENTS

The gove rnmental fund balance sheet includes reconciliation between fund balance-
governmental funds and net assets of governmental activiiies as reported in the
government-wide statement of net assets. One element ol 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
$20.3 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
to arrive at net assets of governmental activities

5, DEPOSITS

$ 12,722,020
3,755,463
2,284,O43

190,000
7 47 ,854
575,000

$ 20,274,380

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 Rico statutes, public funds
deposited in commercial banks must be fully collateralized for the amount deposited
in excess of lederaldepository insurance. All securities pledged as collateral are held
by the Secretary of the Treasury of Puerto Flico. ln addition, the lvlunicipality
maintains deposits with the Government Oevelopment Bank for Puerto Rico (GDB).
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'Oii
The deposits at GDB of approximately gS,560,432, which are restricted principally forcapitat proj,ects. and the $2,754,229 in tne OeOt'servicJiini-"ii ,n.e"rreO anauncoltateratized, as no co ateral is required to te carri"JUf iirrir"nr"ntur ounr,r".

The.Municiparity maintains its investments in two (2) banks rocated at puerto Rico.Att kind ot deposit is guaranteed by rhe FeOerar Oepolit tnsrian'JJ6Jrporation (rOrC)up io $250,000.

The excess is covered bv collateralprovided by banks and held by the TreasuryDeparrment of the commonwealth oi puerto niJo purJii-to'iplticuot" tr*" ,naregulations.

6. PROPERTY TAXES

The Municipar Bevenues coflection center (cHl[/) of the commonwearth of puerto
Rico is responsibre by raw for the assessment, ii"v 

"ro 
*rii.rr" of arr rear andpersonal property taxes. The tax on personal pr6p"rty A 

""fi ".sessed 
by thetaxpayer. The assessment is made in a return wnicn muJt oL rtr"o iuitn tn" cnha oyMay 15 of each year. The tax on real property is assesieO Of if," Cnffr/, fn"assessment is made as of January 1 of each yeai and is based oi eitimated cunentvalues of the property as of year 1957. fne tix on peisonJ properl-must Oe paiO infu rogether with the return on or before t\,4ay 15. ih" ;r;; ;J"t ;,r;perry is due intwo equal installments in July 1 and January t, loltowing tne asse5iment oate.

The rates at.e 7.B.Ooh tor real property and 5.80% for personal property. Thecomposition is as followsj

Basic property
Additional special property - state
Additional special property - municipal
Discounts made by state to tax payer

Real

5.720/a

1 .03%
1 .25y"
(0.2%\

7-AA%

Personal

1 .030h
1 .2570
(o.2"k\

5-84%
The lvlunicipality s basic property tax rate represents the porljon whrch is appropnatedfor general purposes and accounted for jn the general fund.

ORTIZ, RIVERA, RIVERA & CO,
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAB ENDED JUNE 30, 2011

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 CRIM and reported to the Municipality.

The "Additional special property tax - state" is collected by the CFlllvl for the payment
of principal and interest of general obligation bonds and certain other obligations
issued by the state government.

Residential real property occupied by its owner js exempt by law from the payment of
property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
l\,4unicipality, except tor property assessed at less than $3,500, for which no payment
is made. Flevenue related to the basic lax on exempt property is recorded in the
General Fund when payments are received from the CRI[/.

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 liscal year, the CRllvl informs the Nilunicipality of the
estimated amountof property tax expected to be collected forthe ensuring fiscalyear.
Throughout the year, the CRIM advances funds to the lvlunicipality based on the initjal
estimated collections. The CFIINI is required by law to prepare a settlement
statement on a fiscal year basis, whereby a comparison is made between the
amounts advanced lo the Municipality and amounts actually collected from taxpayers.
This sett,ement has to be completed on a preliminary basls not later than three
months after fiscal year-end, and a final settlement made not later than six months
after year ends. lf the CRll,4 remils to the Municipality property tax advances, which
are less than the tax actually collected, a receivable from the CBllVl is recorded at
June 30. However, il advances exceed the amount actually collected by the CRlN4, a
payable to lhe CRllVl is recorded at June 30.

Currently, the [,4unicipality has receaved the preliminary settlernent from CRIM related
to fiscal year 20'10-1 1 , but not the final settlement as the six months period after liscal
year ends, provided by law to CFIIM to issue this, has not yet expired.

l\,4anagement believes, based in part on the experience from prior years, that when
received, the final settlement from CFlllvl will not show a significant difference from the
prelimlnary settlement and that such difference, if any, will not have a material effect
on the financial condition of the Municipality.
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FOF THE FISCAL YEAR ENDED JUNE 30, 2011

?aseq ^on-tle 
pretiminary set ement already received, during the year endedJune 30, 201 1, the amount advanced by CRiNi exceeded the ;mount colected

by CRIM from taxpayers and charges for the same perioO Oy approximately
9260,284. Such amount is presented as a Iong_term f iaOifity inite government
wide financial statements. (See Note 15).

7. MUNICIPAL LICENSE TAX

i\ilunicipal 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, 20'1 1. The annual Munic,pal License Tax is determjned based onthe gross income of all commerce and industrial organizations who have
operations in. the Municipality of Hatillo, and are not tot;lly or partially exempt
under the lndustrial lncentive Law o, puerto Rico.

An annual return oI business volume should be filed on or belore Aprjl 1S of each
year and payable in two equal installments due on July 1 and January 1. A discount
of 5"b is allowed when fu payment is made on or beiore April .15.

The rates of municipal license in the Municipality of Hatjllo, are as foltows:

1.000/o

.30./"

.4070

.50%

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The l\4unicipality invoiced and collected in advance during the current year
approximately $3,2'14,208, corresponding to the next liscal year municipal license.

SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act. No. 80 (,,Act. 80,,)
which imposed to all the lvlunicipalities of puerto Rico a uniform municipal sales and
use tax of 1.5%. Elfective August 1,2007 1o/o of the 1.So/o wi be cotiected by the
Puerto Rico Oepartment of Treasury.

Savings and loans associations =
Financial institutions
Other organizations:

up to $100,000
$100,000 up to $200,000
Over 9200,000

8.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAB ENDED JUNE 30, 2011

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

a. .2o/" ol lhe.5% will be deposited in a "Municipal Development Fund" to finance
costs as restricted by the Act.

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

c. .1% oI the .5'l" will be deposited in a "Municipal lmprovement Fund" to finance
capital improvement projects; these funds will be distributed based on legislation
from the Commonwealth's Legislature.

9. DUE FROM OTHER AGENCIES

Represents grants and contribulions due from local and federal agencies:

Puerto Rico Treasury Department
l\,4unicipal Revenues Collection Center (General Fund)
lvlunicipal Revenues Collection Center (Debt Service Fund)
Other governmental lunds

Total
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$ 241,672
153,941
24,258

268,812

_$__qq!,693
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COMMONWEALTH OF PUERTO RICO
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O'I'I

INTERFUND TRANSACTIONS

a. Due From/To Other Funds:

The due from and due to other lund balances as of June 30, 2011 areasfollows:

Beceivable Fund Payable Fund Amount

General
General
General
Other Governmental

Other Governmental Funds
Debt Service
Loan $3,370,000
General

471 ,428
400,000

25,965
300,034

$ 1,197,427

The balance of $473,'176 due to the general fund from the Other Governmental
Fund represents disbursements made to several funds to cover payroll and
related lringe benefits, which will be reimbursed to the general fund within
approximately 90 days period after year end.

Remaining translers are used to use unrestricted revenues collected in the
general fund to finance various programs accounted for in other funds in
accordance with budgetary authorizations.

lnterfund Transfers:

lnterfund transfers for the year ended June 30, 20'1 1 consisted of the following:

Transler ln Transfer Out Amount

Debt Service
General Fund
General Fund

General Fund
Debt Service
Other Governmental Funds

54,846
567,570
44,095

666,511

The transfers are used to (1) move revenues from the fund that statute or budget
revenues lo collect them to the fund thal statute or budget requires to expend
them, (2) move receipts restricted to debt service from the fund collection the

'37 '

ORTIZ, RIVERA, RIVERA & CO.
CERTIF!ED PUBLlC ACCOUNTANTS' VALTIE ADDED SERVICES



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF HATILLO

NOTES TO THE FINANC'AL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

receipts to the debt service fund as debt service payments become due, and (3)
use unrestricted revenues collected in the general lund to finance various
programs accounted for in other funds in accordance with budgetary
authorizations,

11. CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30, 2011 was as
follows:

Prlm.ry cov.rnm€nt

Governmertet A.{vitt..:
capGl assets, not being depr4iated:

Consr6ton rn pog.ess
Total captal asse$, not beng depreciared

Capital assets, being depreciated:
Buildings and blilding imp@veme$
Vehicles and equipment

Toral capiial ass€ts, beinq dep.6iated

Less a.cumurated depreiaton tor:
Buildings and buildjnq imp.oveoents
Veh6les and equjpment

lolal accumlhred deprecranon

Toial .apiial assets, being depr&iaEd, .et

$ 24,541.244

1,040.343

s
r,,63,430
1,163,430

736,998
25.32A,242

23,645,772

T,141,523
10,211,209

41.03a,504

5.713198

5.587,262

s
870.045
470,045

24.923,160

932,393

61.733
652,833

I 657.009

312.689

403,355

445,O21

a11.gAa

Govemm€nrar acrivires .apirar assers. ner _!_jge!!3_ -!_l:gz!:3.1!_ _!__glg.o4!_

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

General government
Public safety
Recreation
Public works

Total depreciation expense-governmental activities

25,621,627

24,614 165

7.203,306

10,674,A42

42,695,513

6.025,337
5.218.239

5,716,239
16,960.365

25,735140

s s1,356,77s

Nlunicipality as

$ 373,880
31 ,814

121,932
317,396

$ 845,021
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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12. DUE TO OTHER AGENCIES

Due to other agencies at June 30, 2011 are as follows:

Retirement System Administration
Munacipal Revenues Collection Center
Puerlo Bico Water and Sewer Authority
General Services Administration
lnternal Bevenue Service

$ 127,338
60,979
79,220

a aza

$ 277,536Total

,I3. DEFERRED REVENUES

a. Municipal License Tax

The deferred revenues of approximately $3,214,208 in the generalfund related to
municipal license tax collected in fiscal year 2010-1 1 that will be earned in fiscal
yeat 2011-2O12.

b. Federal Government

The deferred revenues presented as federalgovernment represents the portion of
federal grants received for which qualitying expenditures have not been incurred.
The amounts were determined taking into consideration the specitic years of the
grant.

14. INTERGOVERNMENTAL REVENUES

lntergovernmental revenues in the general and capital projects funds consist mainly
of collections f rom the Commonweallh of Puerto Bico and the CFllM, and payments in
lieu of taxes from the Puerto Rico Electric Power Authority.
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Bonds and other long-term liabilities outstanding at June 30,20-11 arc as follows:

$715,000 seraes of 1996, payable in annual installments of
- $10,000 to $65,000 until July 1 , 2020, interest from 6.75010

$3,875,000 series of 1997, payable in annual installments

. 6.690/0 to 6.56%. 2,33O,OOO

$550,000 series of 1998, payable in annual installments of
$14,000 to $38,020 until January 1,2020, interest at4.5% 2qO,O2O

$2,810,000 series of 1998, payable in annual installments
of $40,000 to $250,000 until July 1, 2023, interest from

$624,000 series of 1998, payable in annual installments of
$17,000 to $44,000 until January 1, 2022, interest at
4.50L. 387,OOO

$2,265,000 series ot 2001, payable in annual installments

- of $3O,0OO to $2OO,OOO until July 1,2025, interest from

- 6.13"k lo 5.6O"k. 1,755,000

$3,370,000 series ol 2007, payable in annual installments
of $60,000 to $295,000 until July '1, 2029, interest from
3.93% to 7.50%. 3,O8S,OOO
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FOR THE FISCAL YEAR ENDED JUNE 30, 2011

$1,510,000 series of 2008, payable in
of $20,000 to $130,000 until July 1,

2.43'k lo

S1.055,000 series ol 20'l 1. payable in

of $40,000 to $'l 15,000 until July '1,

6.00'/" to

Total bonds payable

Note Pavable

annual installments
2023. interest lrom

annual installments
2025, interest from

$1,140,000 series of 2005, payable in annual installments
of $140,000 to $190,000 until July 1, 2012, interest from
4.23% to 4.73'/".

Total note payable

Other Lono-Term Liabilitv

Note payable to CRIM (Lll\rs) - On November 28, 2001,
the Nlunicipality entered into a financing agreement with
the CRIM in the amount ot $408,924 for the payment of the
Municipality's share of the cost of a management
information system (LIMS) acquired by lhe CRIIV1 for the
management ol taxpaye/s properties located in Puerto
Bico. The note is payable in semiannual installments of
$27,423, including interest of 5.95% and is due on
November 28, 20'1 1. Amount is financed with unrestricted
funds through withholdings from the advances ol property

tax and amounts of municipal equalization fund sen to the
lvlunicipality by the Municipal Revenue Collection Center
(cRrM).

Total other long-term liability
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The annual requirements for the amortization of long-term debts at June 30, 201 1

are as follows:

Bonds and Notes Note Payable
Princjpal lnterest Principal lnterest

2012
2013
2014
2015
2016
2017-2021
2022-2026
2027 -2031

2032-2036

$ 610,000
657,000
7A4.OOO

758,000
815,000

4,644,O20
2,989,000
1,300,000

245,000

$ 738,867
804,160
763,772
720,075
672,506

2,497,216
1,131,829

330,750
2A,125

$ 190,000 8,987

s:2122_.on _$zE9z!90 _91_99,090

Long-term liability activity for the year ended June 30, 201'l

Primary Govern menl Additlons

was as follows:

Ending gue wilhin
Balanc€ One YearPaymenls

s s63.000

180,000

743,000

50,97s

69,436

Beginning

Covernmernal activiti€s:

Toial longre.m debls

Oiher long-t€rm liabilitls:
CFII\,'I- LIMS

Laadlill Obliqation

Lnsu/ance Adminisitalion

compe.sared absences

Total olher long-lerm liabiiles

Tolal noncurenl liabilrties.
qov€rnmenial aclivilies

$ 12.230.020 S 1.0s5.000

370.000

12,600,020 I 055,000

s 12 722,O2O

190.000

s 610.000

190,000

800,00012,912 Q20

253,943 50,788

4 120.005 141,350

77,@5

69,436

1 662.346

2@.244

30.052

26 630

260 244
1 692398

304,731

3,755,463

26.630

260,2U

3M,731

1.006,645

505 892

6,183,335 482,474 626,303 6 039,506

s187833s5 $1537.474 Si369303 S 18.951 526 S 1,806.645
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16. FUND BALANCES

Loan
$3,370,000

$-

2,560,347

Olher
Govemmental

General Debt Service

1,434,262

Toial

Restricted:
General governmenl S -
Public safely
Health and welfare
Economic d€v6lopm€nt
Oebt service

Committedl
Economrc development

Assigned:
Generalgovemment 296,938
Public safety 6,054
Health and weltare -17,927

Cultur€ and recreation 94,618
Public works 402,056

Unassigned (769,974)

$ 26,736
247

311,911
1,530,714

2,830,814

140,323)

s 4 660,099

$ 26,736
247

311,911
1,530,714
-t,434,262

5,391,161

296,938
6,054

17,927
94,618

402,056
(810,297)

_!_9fa2,327_s 47,619 91,434,262 S2,560,347

17. NET ASSETS

Net assets invested in capital assets, net of related debt is comprised ol the following:

Capital assets, net of accumulated
Outstanding balance on capital related debt
Unspent capital debt proceeds

Total invested in capital assets, net of related

18. BETIREMENT PLAN

$ 51,356,775
112,722,O2O\

2,888,506

41 .523.261

a. Plan Description

The Employee's Betirement System of the Government of Puerto Rico and its
lnstrumentalities (ERS) is the administrator ol a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Flico. The System
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was created under the ACT 447, approved on May '15, 1951 , as amended, and
became effective on January 1, 1952.

EBS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirements systems.

Participation is mandatory excepl for members of the Legislature, Government
Secretaries, Heads for Agencies and Public lnstrumentalities, Assistants to the
Governor, the Comptroller of Puerto Flico, Gubernatorial Board and Committee
appointees and Experimental Service Slation employees.

EFIS provides retirement, death and disability benefits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age al retirement and number of
years ol credited service. Benefits vest after ten years of plan participation.

Members who have attained an age of at least fiftyjive (55) years and have
completed at least twenty-five (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) years and have completed at least
ien (10) years ot creditable service, are entitled to an annual benefit, payable
monthly for life.

The amounts of the annuity will be one and one-half percent of the average
compensation multiplied by the number of years ol creditable service up to twenty
years, plus 2% of the average compensation multiplied by the number of years of
creditable service in excess ol twenty years. ln no case the annuity will be less
than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the lvlerit Annuity. Participants who have not attained fifty-iive
(55) years of age will receive 65% of the average compensalion or if they have
attained fiftyjive (55)years of age will receive 7570 ol the average compensation.
Disability retirement benefits are available io members for occupational and non-
occupational disability. However, for non-occupational disability a member must
have at least ten (10) years of service. No benefit is payable if the participant
receives a refund of his accumulated contributions.
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On September 24, '1999, an amendment to Act No. 447 of May 15, 1951 , which
created EFIS, was enacted with the purpose ol establishing a new pension
program (System 2000). Employees participating in the current system as of
December 31 , 1999, may elect to stay in the defined benefit plan or transfer to the
new program. Personsjoining the Municipality on or afterJanuary 2000, willonly
be allowed to become members of System 2000. System 2000 will reduce ihe
retirement age lrom 65 years to 60 for those employees who joined the current
plan on or after April 1, 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be
invested by ERS, together with those of the current defined benefit plan. Benefits
at retirement age will not be guaranteed by the Commonwealth of Puerto Fiico.

The annuity will be based on a formula which assumes that each year the
employee's contribution (with a minimum o18.275o/o ol the employee's salary upon
to a maximum of 10%) will be invested in an account which will either: (1) earn a
fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn rate
equal to 75% of the return of the ERS's investment poftfolio (net of management
fees), or (3) earn a combination of both alternatives. Participants will receive
periodic account statements similar to those of defined contribution plans showing
their accrued balances. Oisabjlity pensions will not be granted under System
2000. The employer's contribution (9.275% of the employee's salary) will be used
to fund the current plan.

Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275y" ol gross salary in excess of $6,600. The
i\.4unicipality's contributions are 9.275"h of gross salary. Contributions'
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 20'11
was approximately $632,357. The Municipality's payrollfor employees covered by
EFIS was approximately $5.6 million. The Municipality total payroll for all
employees was approximately $10.4 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 20'l 1, a copy of which can be obtained from the EFIS,
Minillas Station, PO Box 42003, San Juan, PH 00940.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAF ENDED JUNE 30, 2011

19. RISK MANAGEMENT

The Flisk l\ilanagement Division of the Municipality's Legal Department is responsible
ol assuring that the Municipality's property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality's properlies to the Area of Public
lnsurance at the Department o[ the Treasury of the Commonwealth of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

20. LEASES

Operating Leas€s

Leasing Arrangement wilh the lvlunicipallty as Lessor:

a. The lilunicipality leases spaces in its lvlarket Place under operating lease
agreements with terms ranging from one to five years.

b. Total income from leases during the year ended June 30, 201 1 was approximately
$118,394.

c. The l/unicipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs ol the leased assets.

The Municipality is obligated under noncancellable operational leases, with periods
not longer than one year.

21. MUNICIPAL SOLID WASTE LANDFILL POSTCLOSUHE

The N/unicipality discontinued its landfill operations and ceased to accept solid waste
ot its landlill. State and Federal laws and regulations require the l,4unicipality to
perform certajn postclosure procedures on its solid waste landfill after discontinuing of
operations and perform certain maintenance and monitoring tunctions at the landlill
site for thirty years. Postclosure care procedures were assumed bythe Municipality
and directed by an external consultant. The total estimated liability for postclosure
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22.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

care costs has been determined in approximately $1.7 million as of June 30, 2011.
(See Note 15).

CONTINGENCIES

a. The Municipality receives Federal Grants lor specific purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms ol the grants, management believes
that any required reimbursements 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 N,4unicipality's management and outside counsels believe that is probable that
any potential liability that might exist, if any, in excess of the lnsurance, will not
affect signiticantly the financial position of the i,4unicipality.

COMMITMENTS

The Municipality of Hatillo had several outstanding or planned construction projects
as of June 30, 201 1 . These projects are evidenced by conkactual commitments with
contractors. The construction projects are commitments of ihe Other Governmental
Funds that amounted to approximately $2,409,724.

RESTATEMENTS

Net Assets

Net assets at beginning of year have been adjusted to reflect the following
restatements:

Net assets at beginning of year as previously reported
Understatement capital assets

Net assets at beginnig of year as restated

$ 39,284,388
607.272

$ 39,891,660
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 2011

25. SUBSEOUENT EVENTS

ln preparing these financial statements, the Municipality has evaluated events and
transactions for potential recognition or disclosure through January 20, 20.12, the date
the financial statements were issued
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COMMONWEALTH OF PIJEFIO FICO
MUIIICIPALITY OF HATILIO

SCHEOULEOF EXPENDITUFES OF FEOEBAL AWAFOS
FOB TI,iE FISCAL YEAR ENDEOJI]NE 30.2011

U.S, Oepartm.nl ol Housi.g.nd Urban

Seton 3 Houshg Choica Vouche6
Pass-thouah Comm6soner Oflic6 ol MlnriDal AtiaiB -
Communrly Oevelopment Stock c6nrSlales:

Pdqram SBG P-Fecovery Act FLnded
Pass'though Oepartr e.r ol Famrry:
Eoerge.cy Shelt r G6.t Program
Homeressnes Preveniion and Fapd Fe-Holsing
Pmgram (Recovery Act Funded)

SubtotalU.S Oepartrient ot iluo

U.S. Oeprrrmenr ol Aqncutur.
Paslhrough Govemo/s Ofiica ot Ch td Serutcesa.d
Commu.ity 06v6lopmenl:

Child and AdullCar€ Food Poqram
Passlho!qh Fu.al Oevelopn6d Oevetopoeni:

Communily Facrlnies L@ns and Granls
Subtolal lJ. S. Oepanment ol Aoncuftur€

U.S. Oeparhenr o, H.anh.nd Homan S.tutc6. (HHS)
Pass-thbuqh lhs C\onmonweahh ot Puedo Fico
Goveoo/s Ofiice (Eb€ny AtlaiE Otfice):

speciarPogams lorrh6Agnglifle fl, Pad 8.
Ganls fo, Slppo.iiv6 Seryices and SeniorCent*

Speial Pogams,o.th€ AgrngTiite rti, Pan E.
Nalional Famiry Carcqive6 S!ipon

Pass-hough lh€ Oltice ol Admnistairon lorChtdren and

Chid and Car6and 06v6ropn6nt BlockGant
AFFA/Chrld and Car6and Oev6topm€nt Btock crant

subrotalu s oepanment o, HHs

U.S- D.parh6nt or J!3ttce
Passrhrcugh ths Pu6.ro Aico Oeparhentol Jlsic€
Fecovery Acl - Edward Byrne Memo/ialJustice Assisla.ce

Slbtoral U S. Depa.henl oi JLstice

10.558

10.766

32,204

350.910--------TASTrr

s ,136,025

1,339997
J06,560

55.s63

281,473
2,219.613

60,78r

27,320

262,913
29,,log

380 423

ErPendilures

35,352

132.544

132.879
132,879

g 3334.474

93 0.r4

93.052

93 575
93.713

u.s. o.psrtment ol Tra.spo.tation

r6 803

a1 128

Passrh@ugh Tra.sit Secunty Conmissio.
FedeEl Tansrt Fomula Granb

Subtoral U S Depanme ot Tra.sportaton

U.s. oep..tme.r ol Energy
Pass-th@ugh the Pueno Rico Administcio. ot Eneey

Energ E li.rency and Consetoation Stock cEn! Prcg6m
Subrotal l.r.S. Oepadm€ntot Eneigy

TOIAL

See notes to Schedule of Expenditures ot Federal Awards.
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1.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO SCHEOULE OF EXPENOITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1I

SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity ol the [/unicipality of Hatillo and is presented on the modified accrual
basis of accounting. The information in this schedule is presented in accordance wath
the requirements of O[/B Circular A-133, Therefore, some amounts presented in thas
schedule may differ from 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 Municipality's basic financial
statements in the accompanying Statement of Flevenues, Expenditures and Changes
in Fund Balances-Governmental Funds. Expenditures in the basic financial
statements amounting to $3,334,474 are included within Other Governmental Funds.

2.

Expenditures as per basic financial statements:
Expenditures included in Other Governmental Funds

Total expenditures per schedule of expenditures
of federal awards
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INDEPENOENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL BEPOHTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable lvlayor and
Municipal Legislature

lvlunicipalaty of Hatillo
Hatillo, Puerto Rico

We have audjted the financial statements of the governmental actjvities, each major fund
and the aggregate remaining fund inlormation of the Municipality of Hatillo, as of and for
the year ended June 30, 201 1 , which collectively comprise the Municipaljty,s basic financial
statements and have issued our report thereon dated January 20,2O12. We conducted
our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financialaudits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

lnternal Control over Financial Fieoortino

Management of the Municipality is responsible for establishing and maintaining effective
internal control over financial reporting. ln planning and performing our iudit, we
considered Municipality of Hatillo's internal control over financial reporting as a basis for
designing our auditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Municipality's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Municipality,s internal control over financial
reporting,

A deficiency in internal control exjsts when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct misstatements on a timely basis. A maGrial
weakness is a deficiency, or combination of deficiencies, in internal control, such thatthere
is a reasonable possibility that a material misstatement of the entity,s financial statements
wil, not be prevented, or detected and corrected on a timely basis.
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Our consideration of inlernal control over financial reporting was for the limiled purpose
described in the first paragraph of this sectjon and was not designed to identjfy all
deficiencies in internal control over financial reporting that might be deficiencies, significant
deficiencies or material weaknesses. we did not identity any deficiencies in internal control
over financial repo(ing that we consider to be material weaknesses, as defined above.

Comoliance and Other l\.4atters

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

We noted certain other matters that we reported to management of the Municipality of
Hatillo in a separate letter dated January 20, 2012.

This report is intended solely for the information and use of managemenl, Commissjoner
Office of Municipal Affairs, others within the entity and the federal awarding agencies and
pass{hrough entities and is not intended to be and should not be used by anyone other
than these specified parties.

San Juan, Puerto Rico
January 20,2012

The slamp E18892 was
lo lhe o.igifal oi lhis
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INDEPENDENT AUDITORS' BEPOFT ON COMPLIANCE WITH
BEQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE

IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable Mayor
and lvlunicipal Legislature

Nlunicipality ot Hatillo
Hatillo, Puerto Rlco

Comoliance

We have audited Municipality of Hatillo's compljance with the types of compliance
requirements described in the U. S. Office ol Management and Budget OMB Circutar A_
133 Compliance Supplement that could have a direct and material effect on each
Municipality of Hatillo's major federal programs for the year ended June 30, 201j.
lvlunicipality of Hatillo's major federal programs are identitied in the summary ol audjtods
results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to
each of its major federal programs is the responsibility of l/unicipality of Hatillo,s
management. Our responsibility is to express an opinion on Municipality of Hatillo,s
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial auditi
contained in Government Auditing Standards, issued by the Comptroller General of the
United States;and OMB CircularA-133. Those standards and O[,48 CircularA-133 require
that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could
have a direct and material effecl on a major federal program occurred. An audit includes
examining, on a tesl basis, evidence about Municipaljty of Hatillo,s compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on l\ilunicipality ot Hatillo compliance with
those requirements.
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ln our opinion, the lilunicipality of Hatillo complied, in all material respects, with lhe
compliance requirements referred to above that could have a direct and material effect on
each of its major federal programs for the year ended June 30, 201 1 . However, the results
ot our auditing procedures disclosed instances of non compliance with those requirements,
which are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying Schedule of Findings and Questioned Costs as items 1 'l-1

thru 1 
'1-4.

lnternal Control over Comoliance

lvlanagement of Municipality of Hatillo is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. ln planning and performing our audit,
we considered Municipality of Hatillo internal control over compliance with requirements
thal could have a direct and material etfect on a major 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 ot expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the
Municipality's internal control over compliance.

A deliciency in internal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normalcourse of
performing their assigned functions, to 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 deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility

that material noncompliance with a type oI compliance requirement of a federal program

will not be prevented, or detecled and corrected, on a timely basis.

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

l,4unicipality's responses to the findings identified in our audit are described in the

accompanying schedule of findings and questioned costs. We did not audit lMunicipality s
response and, accordingly, we express no opinion on it.
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This report is intended solely for the information of the management, Commissioner Office
of lvlunicipalAffairs, others within the entity and the federal ;warding agencies and pass-
through entjties and is not intended to be and should not be used by inyone other than
these specified parties.

San Juan, Puerto Rico
Janrary 20, 2012

The slamp E18893 was
to lhe orq nalo,lh s

t{"o.nc,?l u",, n 6,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS ANO QUESTIONED COSTS
FOF THE FISCAL YEAR ENDED JUNE 30, 2011

1. SUMMARY OF AUDIT BESULTS

Financial Statements

Type of audito/s report issued:

lnternal control over financial reporting:

Material weakness (es) identif ied?

Significant defjciency (ies) identified?

Noncompliance material to financial statements
noted?

Federal Awards
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Any audit findings disclosed that are required to be
reported in accordance with section sjo (a) of ON/B
Circular 4-133? X yes No

Unqualified opinion

Yes X No

Yes X No

Yes X No

- Internal controlover major programs:

Signif icant def iciency (ies) identif ied? Yes X No

Type of auditor's report issued on compliance for major
Programs: Unqualified



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

ldentification ol major programs:

CFDA Numbers Name o, Federal Programs or Cluster

10.766
14.228
14.255
14.257
93.575
93.713

Grant

Dollar threshold used to distinguish
$300.000

Audited qualified as low-risk auditee?

Community Facilities Loans and Grants
Program SBGP
Program SBGP-Flecovery Act
Section 8 Housing Choice Vouchers
Child Care Development Block Grant
ABBA,/Child Care and Development Block

between Type A and Type B programs:

X Yes No

2. FINDINGS - FINANCIAL STATEMENTS AUDIT

None

3. FINDINGS AND OUESTIONED COSTS. MAJOH FEDERAL AWARD PROGRAM
AUDIT

a. SBGP - CFDA No. 14,228

. Condition 11-l

The l,4unicipality was unable to provide evidence on the filing of the
Estimated Program lncome Fleport lor the fiscal year 2Oj0_2011 and
Quarterly Fleport of program lncome for September 30, 2010.

Cause

The above situation occurred because the N4unicipality did not retain
evidence of the fiiing.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Eflect

We could not determine whether the Municipality was in compliance with
the program income regulations.

Criteria

Based on the Circular memorandum 2OO8-1 1, issued by the Otfice o,
Municipal Aftairs, the Municipaljty is required to submjt an Estimated
Program lncome Report on July 31 of every year. AIso, quarterly reports
the report must be submitted within the next 30 days next monih.

Becommendation

The Municipality should verify and become familiar with all administrative
requirements applicable to each federal financial assistance program.
This can be achieved by obtaining the information applicable 6 the
program from the pass-thru grantor, federal grantor, or the Catalog of
Federal Domestic Assistance (,CFDA), which is avaitable from lhe
federal government.

Questioned Cost

None

ARRA - Child Care and Devetopment Btock crant - CFDA No. 93.71S

. Condilion 11-2

The Municipality does not have effective internal controls over
compliance with the requirement to ensure that all laborers and
mechanics employed by contractors or subcontractors to work on
construclion contracts in excess ot $2,000 financed by Federal
assistance funds are paid wages not less than those established lor the
locality of the project (prevailing wage rates) by the Department of Labor
(DOL) (40 USC 276 ato 276a-7). For the construction project selected for
testing, we noted that certified payrolls were not obtained.
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COMMONWEALTH OF PUEHTO HICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESNONED COSTS (CONNNUED)
FOF THE FISCAL YEAB ENDED JUNE 30, 2011

Cause

The program's management lailed to obtain certjried payrolls from the
contractor-

Effect

The program is not in compliance with the Davis Bacon Act.

Criteria

The Davis Bacon Act requires that each contract in excess of $2,OOO
financed by Federal assistance funds must contain a clause settjng lorth
the minimum wages to be paid to various classes of laborers and
mechanics employed under contract. This includes a requirement tor the
contractor or subcontractor to submitto the non-Federal entjty weekly, for
each week in which any contract work is performed, a copy of the payroll
and a slatement ol compliance (certified payrolls).

Flecommendation

The Municipality should establish good internal control in orderto ensure
lhat contractors and subcontraclors are paid wages not less than those
established for the locality oI the project.

Questioned Costs

None

Child Care and Development Block crant - CFDA No. 93,575

. Condition 11-3

The lvlunicipality's internal
expenses more than the five

control failed in spent on administrative
(5) percent of the total award expended.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 201.I

Cause

The Municipality did not follow adequate procedures to monitor the limits
for the administrative expenses.

EfIect

The program is not in compliance with the Earmarking regulations.

Crite a

As per 45 CFFI Part 98, Subpart F - Administrative Costs establish that
not more than ljve percent of the aggregate funds expended by the Lead
Agency from each fiscal yea/s allotment shall be expended for
administrative activities.

Recommendation

We recommended that the Municipality develop procedures for
moriitoring funds expended on administrative costs to ensure compliance
with federal requirements.

Ouestioned Costs

None

. Condition 11-4

The following reports were submitted after the time required:

1.

3.

4.

oate to be 0at6 oays
R Period Submitted Submitted Over

Fund Eeauest #1
October 10 -

fu4arch l l 10110/10 .10/14/10

Expense Heoon
October -

December 11 01/10/11 as/27111 137

Exoense Beood
January -June

2011 07 /o1/11 11/0211 124

Partial Close ReDorl
JulY '

September 2011 14115/11 10/2A111 13
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

Cause

The employee responsible lor reports have other duties assigned that alfect
the complaints of the program.

Effect

The program is not in compliance with the reporling regulations.

Criteria

The Contract Number 241-201 1-000182, into the t\.4unicipality and Acuden
(the Agency) establish on clause number seven, a funds request reoort for
quarter ended should be submitted during the first ten calendar days of the
following first month of the same quarter. ln additjon, a balance sheet or
final report should be submitted for the quarter ended SeptemOer eO, ZOt t
during the first fifteen calendar days of the following monih.

Recommendation

The Municipality should verify the duties assigned to employees in order to
comply with the reporfing requirements.

Questioned Cost

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF STATUS OF PFIOR YEAF
AUDIT FINDINGS AND OUESTTONED COSTS

FOB THE FISCAL YEAF ENDED JUNE 30, 2011

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

rvrunicipality in prior years. rt was noted that corrective action has been taken, except for

- accompanying Schedule of prior year Audits Findings and euestioned Costs.
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COMMONWEALTH OF PUEBTO BICO
MUNICIPALITY OF HATILLO

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

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Program Einding /Non compliance Status

SBGP - CFDA Condilion toLl
No. 14.228

The Municipatity is not in comptiance with the 9^o:91,]91 
*r.

procedures esta-blished by the federal regulation correcleo'

to minimize the time elapsing between the
transler of funds and their disbursement.

SBGP - CFDA Condition 10-2
No.14.228

The Federal Program Office does no request Condition was
the extension of the contracts for the year corrected.
program 2007 into the 45 days required. The
extension lor FC contractwas dueon March 28,
2010 and is still in process. The Nrunicipatity
operates approximately three months without a
signed contract.

SBGP - CFDA Condition 10-3
No. 14.228

The Municjpality did not comply with the Condition sti
requirement of preparing and liling the program prevails.
income quarterly report for the perjod ended
March 31, 2010 in a timely basis.

SBGP - CFDA Condirion 09-1
No. '14.228

The Federal Program Office does nol request Condition was
the extension of the contracts for the year corrected.
program 2006 jnto the 45 days required.

Condition 09-2
SBGP - CFDA
No.14.228 The ft,4unicipality did not compty with ihe Condition was

.equirement of preparing and filling its federal corrected.
financial reports on a timely basis.
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Estado Libre AsociadoEstacto Libre Asociado de puerto Rico

Gohierno Municipatr Harillo AP*u),.*,'iL,,/", I#=I
OPPORTUNITY

CORRECTIVE ACTION PLAN

January 20 , 2012

Cognizant or Oversight Agency for Audit:

Municipality of Hatillo respectfully submits the foljowing corrective action plan
for the year ended June 30, 201j.

!3r. :Ld address. of independent public accounting firm: Ortiz, Rivera,
Rivera & Co., Suite 152, pO Box 70250, San Juan, pue-rlo Rico 0093d-72S0.

Audit period: Fiscal year ended June 30, 201 1.

The flndingr from the June 30, 2011 schedute of findings and questioned
costs are discussed below. The findings are numbered consislenfly with the
numbers assigned in the schedule.

FINDINGS - FEDERAL AWARD PROGRAM AUDITS, DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT

Finding ll-1: SBGP - CFDA 14.228

Reoortable Condition: See Condltion 11-1

Recommendatron

The Municipalily should verify and become famaliar with a administrative
requirements appljcable to each federal financial assistance program. This
can be achieved by obtaining the information applicable to the program from
the pass-thru grantor, federal grantor, or the Catalog of Federal Domestic
Assistance ("CFDA"), which is available from the federal government.

I-
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Estado Libre Asociado de Puerto Rico

Gohiermo lVtrumiaipan HatiXlo

Progro* ilnro/nu

Action Taken

The Federal Programs Director required to employees mainiains evidence of
the flling of reports.

Reportable Condition: See Condition 11-2

Recommendation

The lvlunicipality should establish good internal control in order to ensure that
contractors and subcontractors are paid wages not less than those established
for the locality of the project.

Action Taken

The Federal Programs Director guide employees on the federal requirement to
obtain certifled payrolls from contractors of federal projects.

Reportable Condition: See Condltion 1 '1-3

7tlEl
OPPORTUNITY

Recommendation

We recommended thal the Municipality
funds expended on administrative costs

develop procedures for monitoring
to ensure compliance with federal

requiremenls.

Action Taken

The accountanl received instructions for the purpose of maintaining adequate

control over program costs and the budgeted administrative costs'

Reoortable Condition: See Condition 11-4

Recommendation

The Municipality should verify the duties assigned to employees in order to

comply with the reporling requiremenls

GRAN CIUDAD DE MADICIoN Y CULTURA



Estado Libre Asociado de Puerto Rico

Gohienno Mlumicipal Hadnno

Progro* il,ro/nu

Action Taken

The Municipality established a control sheel with the due dates required by
ACUDEN for submitting repods.

lf the Cognizant or Oversight Agency for Audit has questions regarding this
plan, please call Ana Zahir Rosa Padtlla al (787) 820-0712.

/tt=t

Cordially,

hah fuo /oauu
A"a z"ffiE".a P'rd,,la
Federal Program Director
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