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INDEPENDENT AUOITOHS' REPORT

To the Honorable lvlayor and
Municipal Legislature

Municipality ot Hatillo
Hatillo, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each major fund and the aggregate remaining fund information ot the lvlunicipality of
Hatillo, as of and for the year ended June 30, 2012, which collectively comprise the
lilunicipality's basic linancial statements, as listed in the table of contents. These financial
statements are the responsibility of the lilunicipality's managemeni. 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

Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audil to obtain reasonable
assurance about whether lhe tinancial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting lhe amounts and
disclosures in the financial statements. An audjt also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that ou r audit p rovides a reasonable
basis for our opinions.

ln our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, each major iund
and the aggregate remaining fund information of the Municipality of Hatillo as of June 30,
2012, and the respective changes in financial position, thereof for the fiscal year then

ended in conformity with accounting principles generally accepted in the United States of
America.

ln accordance with Government Auditing Slandards, we have also issued a report dated
February 12,2013 an our consideration of the Municipality's inlernal conlrol over financial
reporting and on our tesls of its compliance with certain provisions of laws, regulations,
contracts, grants, agreements and other matters. The pu rpose ol that report is to describe

Suire152. pO Bor ?02t0, S lud. PR m9lc??50 . Phone (737 ) 756{t?.1. FA (737) 17,14j62

aertlied Public Accounlants and Business Advisors



lhe scope of our testing of inlernal control over iinancial reporting and compliance and the

results of that testing,;nd not to provlde an opinion on the internal control over financial

reporting or on co;pliance. That report is an integral part of an audit performed in

accorda-nce wiih Governnent Auditing Slandards and should be considered in assessing

the results oi our audit.

AccoUntingprinciplesgenerallyacceptediniheUnitedStatesofAmericareqUirethatthe
managemLnls dEcusiion and analysis and budgetary conparison information on pages 3

to 1O;nd 46 ro 47 be presented lo supplement the basic financial statements Such

information, although not a part of the basic financial statements, is required by the

Governmental Accdunting Standards Board who considers it to be an essential part of

linancial reporiing for ptacing the basic financial statements in an appropriate operational,

economic. or hist-orical context. We have applied certain limited procedures to the required

supplementary information in accordance with auditing standards generally accepted in the

Uniied States of America, which consisted of inquiries of management about the methods

of preparing the information and comparing the information Jor consistency with

,rnug"r",i|a responses to our inquiries, the basic financial statements, and other

knowl;dge we obtained during our audit of the basic financial statements' We do not

erpress 
-an 

opinion or provide any assurance on the information because the limited

procedures do not provide us with sufficient evidence to express an opinion or provide any

assurance-

Our audit was conducted for the purpose of forming opinions on the financial statements

that collectively comprise the Municipality of Hatillo financial statements. rhe schedule of
expenditures of tederalawads, as rcquired by Ofiice al Management and BudgetCirculat

A:1fi, Audits ot States, LocalGovernments, and Non'Profit Oryanizations (Circular A'133)

is presented for purposes of additional analysis and is not a required part of the linancial

statements. Such information is the responsibility of management and was derived from

and relates directly to the underlying accounting and other records used to prepare the

financial statements. The inlormation has been subiected to the auditing procedures

appliedintheauditofthelinanCialstatementSandcertainadditionalprocedures,including
comparing and reconciling such inlormation directly to lhe underlying accounling and other

recoids uied to prepare the financial statements or to the financial statements themselves,

and other additionai procedures in accordance with auditing standards generally accepted

in the united States of America. ln our opinion, the schedule of expenditurcs of lederal

awards ls fairly stated in all malerial respects in relation to the financial statements as a

whole.

San Juan. Puerto Flico
Febtuary 12,2013
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Commonlvcilth of Putrto l{ico
ltu nici prlirl- of tl iti I lo

1[inngcment's Discussion and .{nallsis

Ycrr Endcd.lune -10. 2012

M AN AGEM ENT'S DTSCUSSIO^/ AIVD A/VALySTS

The I/unicipality of Hatillo (the "Municipality") discussion and analysis has been designed

with the followings goals:

a) Assist the reader in focusing on significant financial issues,
b) Provide an overview of the Municipality's financial activity,

c) ldentiry changes in the Municipality's financiai position (its ability to

and subsequent year challenges),
d) ldentiry any material deviations from the financial plan (the approved

address the nexl

budget), and;

e) ldentify individual fund issues or concerns

Since the l\,4anagement's Discussion and Analysis ([,4D&A) is designed to focus on the

current year activities, resulting changes and currently known facts, please read it in

conjunction with the Municipality's financial statements.

USING THIS ANNUAL REPORT

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

focus from previous financial statements. The new focus is on both the Municipality as a
whole (government-wide) and the major individual funds. Both perspectives (government-

wide and major fund) allow the user to address relevant questions, broaden a basis fol
comparison (year to year or government to government) and enhance the i\"lunicipality's

accountability.

FINANCIAL HIGHLIGHTS

The Municipality net assets increased by 9200,742.
ln the fund financial statements, general fund revenues decreased by $'186,899
(or '1%).

ln the fund financial statements, general fund expenditures increased by

$526,657 (ot 2ok).

The General Fund (the primary operating fund) reflected, on a curlent financial
resources basis, a decrease of S, 072,605.
On a budgetary basis actual expenditures exceed actual revenues by

$1,064,520.
Capital expenditures amounted to $4,973,793.
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Commonrvealth of Pu€rto Rico
Mufl iciprlit] of H;rtillo

Mrnrgemcnt's Discussion lnd Analysis

Yerr Ended June 30, 2012

Government-Wide Financial Statements

The Government-Wide Financial Statements are designed to provide users of the financial
statements with a broad overview of the Municipality's finances in a manner similar to
private-sector companies. The Statement of Net Assets presents information on all of the

lvlunicipality's assets and liabilities, with the difference between both reported as net assets.

Over time, increases or decreases in net assets may serve as a useful indicator of whether
the financial position of the lvlunicipality is improving or deteriorating.

The Statement of Activities presents information 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 of the
related cash flows. Thus, revenues and expenses are reported in the Statement of
Activities that will only result in cash flows in future fiscal periods. The Statement of
Activities is focused on both the gross and net cost of various activiiies, which are provided

by the government's general tax and other revenues. This is intended to summarize and

simplify the user's analysis of cost of various governmental services

Fund Financial Statements

The Fund Financial Statements provide detailed information about the Municipality's most
significant funds, not the Municipality as a whole. The Municipality has only one kind of
fund which is the governmentalfund.

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 Statements, Government Fund Financial Statements focus on

near term inflows and outflows of spendable resources, as well as on balances of
spendable resources available at the end of the llscal year. Such information is useful in
evaluating the Municipality's near term financial requirements.

Because the focus of governmental funds is natrower than that of the government wide
financial statements, it is useful to compale the information presented for governmental

funds wiih similar informalion presented fot governmental activities in the government wide
financial statements. By doing so, use.s of the basic financial statements may better
understand the long-term impact of lhe Municipality's near term flnancial decisions. Both of
the Governmental Fund Balance Sheet and the Governmental Fund Siatement of
Revenues, Expenditures and Changes in Fund Balances provide a reconciliation to facilitate
this comparison between governmental funds and governmental activities.

4



Common\Yerlth of Puerto Rico
iU unicip:rli.-r- of Hatillo

llrnagemcnt's Discussion nnd Anallsis

Year Ended June 30. 2012

lnfraslructure Assets

Historically, a government's largest group of assets (infrastructure - roads, bridges, traffic

signals, underground pipes lunless associated with a utility], etc.) have not been reported

n;r depreciated in government financial statements GASB 34 requires that these assets be

valued and reported within the governmental column of the Government-Wide Statements.

Additionally, the government must elect to either (a) depreciate these assets over their

estimated useful life or (b) develop a system of asset management designed to maintain the

service delivery potential to near perpetuity. lf the government develops the asset

management system (the modifled approach) which periodically (at least every third year),

by caiegory, measures and demonstrates its maintenance of locally established levels of
sirvice stindards, the government may record its cost of maintenance in lieu of
depreciation. The information about the condition and maintenance of condition of the
government infrastructure assets should assist financial statement users in evaluating a

local government and its performance over time. The lvlunicipality has elected to depreciate

infrastructure assets instead of using the modified approach.

FINANCTAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government's

financial position. The lvlunicipality's nel assets totaled $40.2 million at the end of 2012'

compared to $40.0 million at the end of the previous year.

The largest portion of the [4unicipality's net assets consists of the investment made

throughout the years in capital assets such as land, buildings, equipment and infrastructure.

The Municipality uses these capital assets to provide services to its citizens; consequently,

these assets are not availabte for future spending. Although, the Municipality's investment in

its capital assets is reported net of related debt, it should be noted that the resources

needed to repay this debt must be provided from tl're Debt Service Fund, since lhe capital

assets themselves cannot be used to liquidate these liabilities. The amounts restricted for

debt service represents another porlion of the net asseis, and these are resources subject
to external restrictions for the purposes explained above.

5



Commonrvexlth of Puerto Rico
NluniciPrlit-l- of Hntillo

)lxnrgcm€nt's Discussion and Antll'sis

Ye!r Ended .Iune -30,2012

Municipality of Hatillo
Condensed Statement of Net Assets

June 30, 2012 and 2011

Current assets
Capital assets

Total assets

Currrent liabilities
Noncurrent liabilities

Total liabilities

lnvested in capital assets, net of related debt

Restricted
Unrestricted

Total net assets

2012 2011

$ 1s,257,393 $ 13,739 420

54,791.426 51,356,775
70,048,819

6,783,806
23.037,877

65,096,195

6,118,275
18,951,526

29,821.683 25,069,801

37,296,406
4,378,302

(1,447,572)

__919,227_J36

41,523.261
3,994,609

(s,491,476)

,_$_1qqq.!91_

Changes in Net Assets

Thenetassetsincreasedby$2oo,T42incomparisonwithprioryear.Approximately42
oercent of the Municipality's iotal revenue came from taxes while 27 petcenl resulted from

Ii"nir r"a 
"o"t,iort,ons, 

including federal aid. The Municipality's expenses cover a range of

iervices. The targest expenses were for general government, public work' cullure and

recreation. and health and welfare.
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Commonrvcalth of Puerto Rico
iuunicipali$ of H!tillo

Nlanagement's Discussion tlnd Analysis

Ycar Endcd June 30,2012

Municipality of Hatillo
Condensed Stalement of Activities
June 30, 2012 and 2011

Program revenues:

Charges for services
Operating grants and contributions
Capital grants and contributions

General revenues:

Property laxes
Municipal license tax

Grants and contributions not restricted to
specific programs

lnterest, fines and penalties

Miscellaneous
Total revenues

Expenses:

General government

Public safety
Public work
Culture and recreation
Health and welfare
Economic develoPment
lnterest on long{erm debt

Total expenses

Change in net assets

Net assets, beginning of year

Net assets, end of Year

189,814 27 ,584.666

2012 2011

7,592,855
96'1,154

6,304,374

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

7,083,883
3,937,368

5,368,987
192,415
40,376

7,463,290
4,062,609

354,156
188,8'19
262,557

9,104,914
1.294,233
9,187,225
4,'103,496
2,008,097

9,857 633
1,026,635
8,919,649
3,426.611
3,391,060

777.5-57 611,657

26.47 5.522 27.449.932

714.292 134.734

39 512.444 39 891

7
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CommonNcalth of Puerto Rico
trlunicipnlity of Hrtillo

l\[tlnrgemcnt's Discnssion and Anlllsis

l'exr Endcd June -10,2012

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

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

compliance with finance-related legal requirements.

Governmental Funds

The focus of the lvlunicipality's governmenlal funds is to provide information on near-term

inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the Municipality's financing requirements. ln particular, unreserved fund balance

may se*i as a useful measure of a government's net resources available for spending at

the end of the fiscalyear.

As of the end of the current fiscal year, the Municipality's governmental funds reported

combined ending fund balances of $9,635,691, an increase of 5933,364 in comparison with

the prior year. There are reservations of fund balance amounting to $12,124,736.

The general fund is included within the governmental funds; it is the chief operating fund of
the lMunlcipality. As of June 30, 2012, the general fund has a deficit of $1,024,986' The

superavit decreased by $1,072,605 during fiscal yeat 2O11-2012.

Notes to Financial Statements

The basic financial statements also include notes to explain information in the financial

statements and provide more detailed data.

Required Supplementary lnlormation

The siatements are followed by the required supplementary information that contains the

budgetary comparison schedule for the General and Debt Services Funds'

8



Commonwealth of Puerto Rico
Nluniciprlify of Harillo

Nlanagement's Discussion and Analysis

Year Ended Juoe 30, 2012

CAPTTAL ASSETS AND DEBT ADMTNISTRATION

Capital Assets

The [ilunicipality's investment in capital assets as of June 30, 2012, amounts to S734

,ittion, nut'ot ,i"urulated depreciaiion of $18.6 million, leaving a net book value of $54'8

million. This investment in capital assets includes land' buildings, improvements'

equipment, intangibles, inlrastructure and construction in progress lnfrastructure assets are

itdr! tn"t ir" normally immovable and of value only to the state, such as roads' bridges'

streeis and sidewalks, drainage systems, lighting systems, and similar iiems'

The l/unicipality finances a significant portion of its construction activities through bond

issuances. 
'The proceeds from bond issuances designated for construction activities are

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

The Municipality acquired a total of $4,973,793 of capital assets during the fiscal year 20'1'l-

2012 as follows:

. Building and building improvements - $2,626'720

. Acquisition ofequipment and vehicles - $793,342

. lnfrastructure - $1.404,731

Other projects related to repair and maintenance of roads (not capitalized) was

developmeni during the liscal yeat 2011-2012.

Debt Administration

The Puerto Rico Legislature has established a limitation for lhe issuance of general

obligation municipal b'onds and notes for the payment of which the good faith credil and

taxi;g power oI each municipality may be pledged.

The applicable law also requires that in order for a municipality to be able to issue additional

g"n"i!i oOfig"tion bonds and notes such municipality must have sufflcient "payment

Iaoacrtv.' Aci No. 64 orovides that a municipality has suffrcrent 'payment capacity" to incur

"oiiruia 
g"r"r"r ;bl]gatron debl if the deposita in such municipalrty s Redemption Fund

"nJ 
ir.," 

"niuar "rornis 
collected with respect to such municipatity's Special Additional Tax

G. J"fi""J below), as projected by GDB, will be sutficient to..service to maturity the

.r"[e"litv. outsianding general obligation debt and the additional proposed general

obligation debt ("Payment Capacity").



Commonrvenlth of Puerto Rico
illunicip:tlitv of Haiillo

Nlanagement's Discussion lnd Analysis

Year Ended June 30,2012

The Municipality is required under applicable law to levy the Special Additional Tax in such

amounts as sh;ll be required for the payment of its generat obligation municipal bonds and

notes. ln addition, priniipal of and interest on all general obligation municipal bonds and

notes and on all municipal notes issued in aniicipation of the issuance of general obligation

bonds issued by the Municipality conslitute a first lien on the Municipality's Basic Tax

revenues. Accordingly, the Municipality's Basic Tax revenues would be available to make

debt service paymenis 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 sufficient to cover such debt service lt has never

been neceisary to apply Basic Taxes to pay debt service on general obligation debt of the

Municipality.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal grants to

carry out the governmental aciivities. Historically, property and municipal taxes have been

very predictable with increases of approximately five percent. Federal grant revenues may

vary if new grants are available but the levenue also is very predictable'

FiNANCIAL CONTACT

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

customers, investors and creditors) with a general overview of the lvlunicipality's finances

and to demonstrate the Municipality's accountability. lf you have questions about the report

or need additional financial iniormation, contact Mr. Jesus Alicea Torres, chief Financial

Officer on the Finance Oillces in the Central Town, Hatillo' Puerto Rico'
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COMMONWEALTH OF PUERTO RICO

it,UNtCIPALITY OF HATILLO
STATEMENT OF NET ASSETS

JUNE 30,2012

Assets

Cash in bank (Notes 2 and 4)

Cash with fiscal agent (Notes 2 and 4)

Accounts receivablei
Sales and use taxes
Other

Due from other agencies (Note 8)

Cash restricted (Notes 2 and 4)

Capital assets, net (Note 10)

Total assets

Liabilities and Net Assets

Liabilities
Accounts payable and accrued liabilities

Due to other agencies (Note l1)
Matured bonds and interest payable

Deferred revenues (Note 12):

Municipal license tax
Noncurrent liabilities (Note'14)i

Due within one year
Due in more than one Year

Accrued interest
Total liabilities

Net Assets
lnvestment in capital assets, nel oi related debt

Restricted for:
Debt service
Capilal proiects

Unrestrict--d
Total net assets

Total liabilities and nei assets

Governmental
Activities

$ 2,518,303
7,897,886

1 ,177 ,853
542,990
922,582

2,197,779
54,791,426

$ 70,048,819

$ 1,099,023
224,638

't,244.633

3,363.273

1,398,045
21.639,832

852.239----N@T@

37,296,406

1.992,525
2,385,777

(1.447,572)
40.227,136

$ 70,048,819

The accompanying notes are an integral part of these basic financial statements
-11 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

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

JUNE 30,2OI2

Total fund balances - governmental funds

Amounis reported for governmental activities in the statement
of net assets are different because:

$ 9,635,691

' Capital assets, net used in governrnental activities are
not current financial resources and therefore are not
reported in the governmental funds balance sheet. 54,791 426

. Other assets are not available to pay for current-period
expenditures and therefore are deferred in the
governmental funds balance sheet.

' Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the funds. (Note 3)

Net assets of governmenial activities

280,135

(24,480,',t16)

_9_l!,22rJ39-

The accompanying notes are an integral part of these basic financial statements
_ 15 _
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUNO BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDEO JUNE 30, 2012

Net change in fund balances - total governmental funds

Amounts reported for governmental activities in the statement of aciivities are
different because:

. Governrnental funds report capital outlays as expenditures. However, in
the statement of activities. the cost of those assets is allocated over their
estimated useful 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 cur.ent financial resources.
Therefore, depreciation expense is not reported as expenditure in
governmental funds.

. Governmental funds report issuance of long-term as other financial
sources because provides current flnancial resources.

. Governmental funds report principal payments on long-lerm obligations as
expenditures, whereas the principal payments reduces the long{erm
obligations in the statement of activities.

. Change in accrued interest expense which does not require the use of
current financial resources.

. Some expenses repoded in ihe statement of actjvities do not require
the use of current financial resources; therefore, are not reported as
expendilures in governmental fundS.

Changes in net assets of governrnental activities

$ (376,833)

4.973,793

(1,378,395)

(3,900,000)

1006,630

(104,385)

493 482

s 714,252

The accompanying notes are an integral part of these basic financial statements
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COfuIMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAB ENDED JUNE 30,2012

OBGANIZATION

The lvlunicipality of Hatillo, Puerto Rico (l,4unicipality) was founded in 1823. The
Nlunicipality is a political legal entity with full legislative and administrative faculties in
every affair of lhe municipal character, with perpetual succession existence and legal
personality, separate and independent from the central government of the
Commonwealth of Puerto Rico. The l/unicipality provides a full range of services
including health, public works, environmental control, education, public safety, public
hous,ng and community development, culture and recreation as well as many other
general and administrative services.

The lvlunicipal Government comprises the executive and legislative branches. The
executive power is exercised by the /ayor and the legislative by the L4unicipal
Assembly, which has 14 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

SUMMAFY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financia, statements ot the lvlunicipality have been prepared in
conlormily with accounting principles general,y accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is lhe accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

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

. lvlanagement's Discussion and Analysis - lntroduces the basic Iinancial
statements and provides and analytical overview of the i\4unicipality's financial
activities.

. Government - Wide Financlal Statements - The reporting modelincludes financial
statements prepared using iull accrual of accounting tor all of lhe government's
aclivities. This approach includes notjusl current assels and liabiliiies, but also
capital assets and long-term liabilities (such as bulldings and infrastructure,
including bridges and roads, and general obligation debt).

u
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 2012

. Statement of Net Assets - The statement of net assets is designed to display the
financial positjon of the Municipality, including capital assets;nd infrastructure.
The net assets of the Municipatity will be broken down into three categories;
invested in capital assets, net of related debt; restrjcted; and unrestricted.

. Statement ot Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government's functions. The expense of indjvidual f unctions is com pared to the
revenues generated directly by the function.

. Budgelary comparison schedules - Demonstrating compliance with the adopted
budget is an important component ol a government,s accountability to the publjc.
Under the reporting model, the Municipality wi continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government,s original budget to the curr;nt
comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Fieporling Entity

ln evaluating how to deiine the l,4unicipality for financial reportjng purposes,
management has considered all potential component units. The decision to
include a potential component unit in the reporting entity was made by apptying
the provisions of Statement No. 14, "The Financial Fteporting Entity,,,a;amended
by GASB Statement No. 39, "Determining whether Certain Organizations are
Components Units" - an amendmenl of GASB Statement No. l4',. The basic. but
not the only criterion for including a potential component unjt within the reporting
entity is if elected officials of a primary government appoints a voting malority oi
the entity's governing body, and if either one of the tollowing conditio;s exist: the
primary government can impose ils wjll on the other entity or the potential exists
lor the other entity to (1) provide specilic financiat benefits to or (2) jmpose specific
linancial burdens on the primary government. A second criterion used in
evaluating potential cornponent units is il the nature and sjgnificance of the
relationship between the entity and a prirnary government are suah that to exclude
the entity from the linancial reporting entity would render the financial statements
misleading or incomplete.

19



COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 2OI2

GASB Statement No.39 provided additional guidance to determine whether
certain organization for which lhe primary government is not financially
accountable should be reported as components units, A legally separate, tax
exempt organization should be discretely presented as a component unit if all of
the following crileria are met: (a) the economic resources received or held by the
separate organization are entirely or almost entirely ior the direct benefit of the
primary government, its component units, or its constjluents; (b) the primary
government, or its component unjts, ins entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the separate
organization, and; (c) the economic resources received or held by an individual
organization that the spec,iic primary government, or iis component units, is
entitled to, or has the ability to otheruvise access, are significant to the primary
government. GAAP details two methods of presentation: blending the financial
data of the component units' balances and transactions in a manner similar to the
presentation of the [,4unicipality's balances and transactions of discrete
presentation of the component units' financial data in columns separate from the
lvlunicipality's balances and transactions. Based on the aforementioned criteria,
the [,4unicipality has no component units.

b, Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net asseis and
the statement of changes in net assets) report information on all the activities of
the l\y'unicipality. For the most part, the eflect of interfund activity has been
removed from these statements. Governmental activities are supporied mainly by
taxes and intergovernmental revenues.

The statement of activities demonsirates the degree to which the djrect expenses
of a given function or segment is oflset by program revenues. Direct expenses
are those that are clearly identifiable wilh a specific function or segment. Program
revenues include I ) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions ihat are restricied to meeting the
operational or capital requirements of a particular lunction or segment. Taxes and
other ilems not properly included among program revenues are reported instead
as general revenues.

-20



COT'IMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOF THE FISCAL YEAR ENDED JUNE 30, 2012

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

The lilunicipality implemented Gcvernment Accounting Standards Board
Statement No. 54 (G ASB 54)," Fund Balance Repofting and Governmental Fund
Type DefinitionC' doring fiscal year 20'l 1 . GASB 54 enhances the usefulness of
fund balance information by providing clearerfund balance classifications thatcan
be more consistently applied, and it clarifies the existing governmental lund type
definitions. lt establishes fund balance classifications 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
tunds.

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 iinancial statements. The definitjons
of lhe General fund, special revenue fund type, capital projects fund type, debt
service fund type, and permanent fund type are also clarifjed by the provisions in

c. Measuremeflt Focus, Basis of Accounting, and Financial Statement
Presentalion

The government-wide financial statements are reported using the econornlc
resources measurement focus and the accrualbasis ol accounl,;ng. Revenues are
recorded when earned and expenses are recorded when a liability is incurred,
regardless ol 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 financiai statements are reported using the current linancial
resources measurenent focus and lhe modified accrual basis of accounting.
Fevenues are recognized as soon as they are both measurable and a'lailable.
Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabjliiies of the current period.

-21



COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 2012

For this purpose, the government considers revenues to be available if 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, franchise taxes, licenses, and interest associated with the current
fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current flscal period. Only the portion of special
assessments receivable due within the current fiscal period js considered to be
susceptible to accrua, as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the
government.

The i\4unicipality 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 lor the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

3) Loan $3,370.000

The Loan 53,370,000 fund is used to account for the financial resources for
the acquisition of personal property and/or construction of major jmprovements
which are not financed by other funds.

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

-22-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

d.

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

Cash and Cash $rith Fiscal Agent

The lilunicipaliV's Finance Director is responsible for investing available

resources. The l,4unicipality is restricted by law to invest only in savings accounts

with banks qualified as a depository of public funds by the Puerto Rico Treasury

Department (PRTD) or in instruments of the Government Development Bank for

Puerto Rico (GDB).

Cash wiih flscal agent in the capital proiects fund consists of unused proceeds

from appropriations from the Legislature of Puerto Rico, for the payment of current

liabilities, and bonds and notes issued for the acquisition and construction of
major capital irnprovements. Cash with fiscal agent in the debt service fund

replesents special additional property tax collections retained by the

Commonwealth of Puerto Rico and restricted forthe payment of the Municjpality's

debt service, as established bY law.

lntertund Receivables and Payables

Activities between funds that are representative of lending/borrowing

arrangements outstandjng at the end of the fiscal year are referred to as either

due to/from other funds (i.e., the current portion of interfund loans) or advances

to/from other funds (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as due to/from other funds.

-23-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINAi{CIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O'I2

f. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure (which

is normally immovable and of value only to the 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 significantly
extend the useful life of an asset are capitalized. Other costs for repairs and

maintenance are expensed as incurred.

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

Useful Life

lnfrastructure
Buildings and building improvements
Furniture and fixtures
Vehicles and equipment

20-50 years
20-50 years

5-20 years
5-20 years

g. Fund Balances

During the fiscal year 2011, the Municipality adopted the provisions of GASB
Statement No. 54, Fund Batance Repofting and Governmental Fund Type

Definitions (GASB No. 54), which enhanced the usefulness of fund balance
information by providing clearer fund balance classiflcations that can be more
consistently applied. This statement establishes fund balance classlfications that
comprise a hierarchy based primarily on ihe extent to which the l\,4unicipality is

bound to observe constraints imposed upon the use of ihe resources reported in

qovernmental funds.

Pursuant to the provisions of GASB No. 54, the accompany'ng fund financial
statements report fund balance amounts that are considered nonspendable, such

as fund balance associated with inventories. Other fund balances have been



COMMONWEALTH OF PUERTO HICO
IIUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOH THE FISCAL YEAR ENDED JUNE 30, 2O'I2

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.

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

Committed - Represent resources used for specific purposes, imposed by
formal action of the ft/unicipal's highest level of decision makjng authority
(N/unicipal Legislature through resolutions and ordinances) and can only be
chanOed by a similar law, ordinance or resolution, no later than the end of
Iiscal year.

Assigned - Represent resources intended to be used by the l\y'unicipality for
specific purposes but do not meet the criteria to be classified as restricted or
commifted (generally executive orders approved by the lV]ayo0. lntent can be
expressed by the L.4unicipal Legislature, the l\4ayor or by an official or body to
which the l\,4unicipal Legislature delegates authority in conformity with the
Autonomous Municipalities Act of Puerto Bico, as amended. ln governmental
funds other than the general tund, assigned fund balance represents the
remaining amount that is not restricted or committed.

Unassigned - Fiepresent the residual classilication for the Municipality's
general fund and includes all spendable amounts not contained in the olher
classifications. ln other lunds, the unassigned c,assification is used only to
report a deficit balance resulting from overspending Ior specific purposes for
which amounts had been restricted, commitied, or assigned.

2)

3)

4)

5)
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COMMONWEALTH OF PUEHTO EICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Negative fund balance amounts are assigned amounts reduced to the amount
thatwill raise the fund balance to zero, Consequently, negative residualamounts
in restricted, committed, and assigned fund balance classification have been
reclassified to unassigned fund balances.

The Municipality reporls resources constrained to stabilization as a specified
purpose (restricted or committed fund balance in the general fund) only il: ('1)

such resources meet the other criieria for those classifications, as described
above and (2) the circumstances or conditions 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 established formalminimum fund balance amounts as of and forthe
fiscal year ended June 30, 2012.

ln situalions 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 unreslricted resources. Within unrestricted resources,
the Municipality generally spends 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 fund types used in
prior fiscal years for financial reporting purposes was not affected by the
implementation of GASB No. 54.

h. Risk Financing

The lvlunicipality carries insurance to cover casualty, theft, tort claims and other
losses. lnsurance policies are negotiated by the Puerto Rico Treasury
Department and costs are allocated among all the municipalities of Puerto B;co.
Cost of insurance allocated to the lvlunicipality and deducted from the gross
property tax collections by the lvlunicipal Fevenue Collection Center (the "CRllvl")
forthe year ended June 30,2012 amounted to $312,933. The current insurance
policies have not been cancelled or terminated. The CRllVl also deducted
$466,017 for workers' compensation insurance covering all municipal employees.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30,2OI2

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
entjtled to payment of unused sick leave upon retirement if have been employed
for at least l0 years in the municipal government. On July'1997, state Law 152
supra amended the Article 12.016, Section b (2) of the N,4unicipal Law, authorizing
the Municipalily 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 ol Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabiliiies at the date of the
financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimales consist of the conkibution received from the Puerto Rico Electric Power
Authority and the [,4unicipal Revenue Collection Centercaused bythedelayofthe
notification ol the actual revenues and expenditures to the presenied in the
financial statements of the agencies mentioned above.

Future Adoption ot Accounting Pronouncements

The Governmental Accounting Standards Board (GASB) has issued the following
statements thal lhe Municipality has not yet adopted:

Adoption
Bequired in
Fiscal Year

t.

k.

Statement
Number Slatemenl Name

60 Accounting and Financial Reporting for Service
Concession ArrangementS 2012-13



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30, 2012

Statement
Number Statement Name

Adoption
Requieres in
FiscalYear

61 The Financial .eporting entity: Omnibus - on 2012-13
arnendrient of GASB Statements No 14 and 34

62 Codification ofAccounting and Financial Reporting 2012-13
Guidance Contained in Pre - November 30, '1989

FASB and AICPA Pronouncements

63 Financial Reporting of Deferred Outflows of 2012-13
Resources, Defened lnflows of Resources, and
Net Position

65 ltems Previously Reported as Assets and 2013-14
Liebilities

66 Technical Corrections - 20'12- an amendment of 2013-14
GASB Statements No. 10 and 62

67 Financial Reporting for Pension Plans - an 2013-14
amendment of GASB Statement No. 25

68 Accounting and Financial Reporting for Pensions - 2014-15
and amendment of GASB Statement No. 27

69 Government Combinations and Disposals of 2013-14
Government Operations.

The impact of these statements on the Municipality's financial statements has not
yet been determined.
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COMMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOH THE FISCAL YEAB ENDED JUNE 30, 2012

RECONCILIATION OF GOVEFNMENT.WIDE AND FUND FINANCIAL
STATEMENTS

The govern mental fund balance sheet includes reconciliation between tund balance-
governmental funds and net assets of governmental activities as reported in the
government-wide statementof net assets. One elementof 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 ofthe approximately
$24.5 million differences are as follows:

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

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

4. OEPOSTTS

$ 17,495,020
3,749,551
1,793,306

852,239
590,000

s 24,480,116

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

The deposits at GDB ol $4,858,125, which are restricied principally for capital
projects, and the 53,039,761 in the debt service fund are unsecured and
uncollateralized, as no collateral is required to be carried by governmental banks.

The Mun;cipality maintains its investments in two (2) banks located at Puerto Bico.
All kind of deposit is guaranteed by the Federal Deposil lnsurance Corporation (FDIC)
up to $250,000.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

The excess is covered by collateral provided by banks and held by the Treasury
Department ol the Commonwealih of Puerto Fiico pursuant to applicable la\ivs and
regulations.

5. PBOPERTY TAXES

The l\ilunicipal Revenues Collection Center (CRl[,4) of the Commonwealth of Puerlo
Bico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be filed with the CHIM by
[/ay '15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on estimated current
values of the prope rty as of year 1 957. The tax on personal property must be paid in
full together with the return on or bef ore May 1 5. The taxon real property is due in
two equal installments in July 1 and January 1, following the assessment date.

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

Real Personal

Basic property
Additional special property - state
Additional special property - municipal
Discounts made by state to lax paye'

5.720/" 3.72%
1.03./" 1.030k
1.25"h 1 .25"/"
(0.2./.\ 1o.2"/"\

5€0%

The i\4unicipality's basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.

The "Addiljonal special property tax - municipal" is restrlcted for debt service and
relained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRl ,4 and reported to the t\.4unicipality.

The "Additional special property tax - stale" is collected by the CRlivl lor the payment
of principal and inierest of general obligation bonds and certain other obligations
issued by the state government.
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Residential real property occupied by its owner is exempt by law from ihe payment of
property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department ot Treasury assumes payment of the basic iax to the
[,4unicipality, except for property assessed at less than $3,500, for which no payment
is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRIN4.

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

Prior to the beginning of each fiscal year, the CFlll\,4 informs the N/lunicipality of the
estirnated amount of property iax expected to be collected for the ensuring iiscalyear.
Throughout the year, the CRIN/ advances funds to the Municipality based on the initial
estimated colleciions. The CRll,4 is required by law to prepare a settlement
statement on a fiscal year basis, whereby a comparison is made between the
amounts advanced to the Municipality and amounts actually collected from taxpayers.
This settlement has to be completed on a preliminary basis not later than three
months after fiscal year-end, and a final settlement made not later than six months
alter year ends. lf the CRIN/ remits to the l\,4unicipality property tax advances, which
are less lhan the tax actually collected, a receivable from the CFlliVl is recorded at
June 30. However, if advances exceed the amount actually collected by the CRI[,4, a
payable to the CRIN,'l is recorded at June 30.

Currently, the ivlunicipality has received the preliminary settlement f rom CRll,il related
to liscal year 201 1-12, but not the linal settlement as the six months period after fiscal
year ends, provided by law to CFIIM to issue this, has not yet expired.

l\,4anagement believes, based in part on ihe experience from prior years, that when
received, the final settlement from CFIIM will not show a significant difference from the
preliminary settiement and that such difference, if any, will not have a materialeffect
on the Iinancial condition of the lvlunicipality.

Based on the preliminary settlement already received, during the year ended June 30,
2012, lhe amount collected by CRIM from taxpayers and charges exceeded the
amount advanced by CRIM for the same perlod by S180,128. Such amount is
presented as due from CRll\,4 in the accompanying tinancial statements. (See note 8).
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6.

7.

MUNICIPAL LICENSE TAX, :'

Municipal License Tax receivabies are recorded in the liscalyear in which payment is

due and, accordingly, represent taxes which are due and uncollected at June 30,

2012. The annualMunicipal License Tax is determined based on the gross income of

allcommerce and induskial organizations who have operations in the Municipality of

Halillo, and are not totally or partially exempt under the lndustrial lncentive Law of

Puerto Rico.

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

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

The rates of municipal license in the [,4unicipality ot Hatillo, are as follows:

Savings and loans associations :Financial instilutions
Other organizations;
up to $100,000= .30%

s 100.000 up to s200.000
Over $200,000

1 .00/"
1.50./"

.50%

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The N,4unicipality invoiced and collected in advance during lhe current year

$3,363,273, corresponding to the next fiscal year municipal license

SALES AND USE TAXES

On July 29, 2OO7 the Commonwealth Legislature approved Act No. 80 ("Act 80")

which imposed to all the f/unicipalities of Puerto Rico a uniiorm municipal sales and
use tax of 1 .5%. Effective August '1 , 2007 1 % ol the 1.5% will be collected by the

Puerto Frco Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (includinq the .5 of
1.5% collected by the Commonwealth) to be invested in solid waste and recycling
programs, capital improvemenls and health and public safety cost. Amountcollected
by the Commonwealth will be deposited in accounts of special funds in lhe
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Governmenl Development Bank for Puerio Rico ("GDB"), subject to restrictions
imposed and distributed as follows:

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

b. .2% of the .5% will be deposiled in a "Municipal Redemption Fund" to finance
loans to municipalities subject to restrictions imposed by the Act and,

c. .1% of the .5ol" 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.

8. OUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

Puerto Rico Treasury Department
Municipal Revenues Collection Center (General Fund)

Municipal Revenues Collection Center (Debt Service Fund)

Other governmental funds

Total

9. INTERFUNDTRANSACTIONS

a. Due From/To Other Funds:

$ 280,135
180,124
197,397
264,922

$ 922,582

The due from and due to other fund balances as of June 30, 2012, are as Iollows;

Receivable Fund Payable Fund

Governmental
Loan $3,370,000
Governmental

Amount

Geneaal

General
Funds

$ 541,311
29,700
5,000

$ 576 011
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The balance of $541,311 due to the general fund from the Other Governmental
Fund represents disbursements made to several funds to cover payroll and
related fringe benefits, which will be reimbursed to the general fund within
approximately 90 days period after year end.

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

accordance with budgetary authorizations.

b. lnterfund Transfers:

lnterfund transfers for the year ended June 30, 2012 consisted of the following:

Transfer ln Transfer Out Amount

Debl Service
General Fund

General Fund
Debt Service

453,325

The transfers are used to (1) move revenues from the fund that statute or budget
revenues to collect them to the fund that statute or budget requires to expend
them, (2) move receipts restricted to debt service from the fund collection the
receipts to the debt service fund as debt service payments become due, and (3)
use unrestricted revenues collected in the general fund to finance various
programs accounied for in other funds in accordance wiih budgetary
authorizations.

$ 27,423
425,902

-34-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTI}'IUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

IO. CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30, 2012 was as
follows:

Gd.frm.nral A.0viti€B:
cap alassas not being deaeiarcd:

C@lruclon in poge$
Toral €pilalasseG, rct b€iig dep@ialed

Cap(.1 a$el3, belng depEiated
Bu'ldi.os and burldino inP@@mle
Vehicles and equiphenl

Totar €p(ar a$eb beinq dep@iated

Less aGumllaled depdialion ,o.
S! ldings and bu ding mpEEhdls
vehide and equrmerl

toral a@umulared deprsianon

Tolal€piLd assels, berng depEiated, nel

Go6denral aclivres @pilal asseL, nel

_____t $.cl!1
2.609,720

---.J!9!,1:1-

_J!1!99_
-_--L!z!.!9!-

1955213

_l__3161133- -s-l!glll.

___-____:l!9-1!t

24 459 2t2

____1t !!r?!-
___1219LpL

5 333.911

-___.3J:J-E_
___lLz9E:-

_l_l.L]!9p2!_

--------13.9.:.CZ!9-
_-_-___1!l!!.!!!-

5 374 966

27141724

3_____.5!,J3t &-

Municipality as

$ 607,866
70,013

216,451
484,065

$ 1,378 394

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

General government
Public safety
Recrealion
Public works

Total depreciation expense-governmental activities
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11. DUE TO OTHER AGENCIES

Retirement Sysiem Administration

Municipal Fevenues Collection Center
Puerto Rico Waler and Sewer Authority
Treasury Department

General Services Administration

lnterna{ Revenue Service

129,154
7,699

71,225
7,335

9.000

Total

12. DEFEHBED BEVENUES

224,638

a. Municipal License Tax

The deferred revenues of $3,363,273 in the general fund related to municipal
Iicense tax collected in fiscal year 201 1-12 that will be earned in fiscal year 2012-
2013.

b. Federal Government

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

13. INTEFGOVEBNMENTAL HEVENUES

lntergovernmental revenues in the general and capital projecis funds consist mainly
ol collections lrom the Commonwealth of Puerto Flico and the CFillvl, and payments in

lieu of taxes from the Puerto Bico Electric Power Authority.
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14. LONG-TERM DEBTS

Bonds and other long-term Iiabilities outstanding at June 30, 2012 are as follows:

Ee!!s

$7'l5,OOO series of 1996, payable in annual installments of

$10,000 to $65,000 until July 1 , 2020, interest from 6.75%
to 6.56%. $ 395,000

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

of $65,000 to $345,000 until July 1, 2020, interest from

6.69% to 6.56%. 2,145,000

$55O,OOO series of 1998, payable in annual installments of
$14,000 to $38,020 until January 1, 2020, interest at
4 .5.k. 263,020

$2,810,000 series of 1998, payable in annual installments

of $40,000 to $250,000 uniil July 1, 2023, interest from

6.3'1% to 6.56%. 1,885,000

$624,000 series of 1998, payable in annual installments of

$17,000 to $44,000 until January 1, 2022, interest at
4.504/". 359.000

$2,265,000 series oI 2001, payable in annual installments
of $30,000 to $200,000 until July '1, 2025, interest from

6.13% to 5.60'/.. 1,685,000
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S3,370,000 series oI 2007, Payable in

of $60,000 to $295,000 until JulY 1,

3.93% to 7.50%.

S1,510,000 series of 2008, payable in

of $20,000 to $130,000 until July 1,

2.431" to 7.50o/o.

annual installments
2029, interest from

annual installments
2023, interest from

3,000,000

1 ,410,000

970,000

1,380,000

712,OA0

,136,000

1 ,I 93,000

$1,055,000 series of 20'1 '1, payable in annual installments
of $40,000 to $1'15,000 until July '1, 2025, interest lrom
6.00% to 7.50"'".

$1,560,000 series of 2012, payable

of $180,000 to $275,000 until July
6.00% to 7.50%.

$7'12,000 series ol 2012, Payable in

$19,728 to S42,330 until January
3.375%.

$436,000 series of 2012, payable in
$12,080 to $25,920 until January

in annual installments
1, 2018, interest from

annual installments of
1, 2037, interest at

annual installments ol
1, 2037, interest ai

$1,193,000 series ol 2011, payable in annual installments
of $151,045 to $191,120 until January 1, 2018, interest at
4.000%.

$470,000 series ol 201 1, payable in annual inslallments of

S12,448 to S31,101 until January 1, 2036, interesl at
4.250h.

38-
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$162,000 sedes ol 2012, payable in annual installments of
$4,418 to $9,747 until January 1, 2037, interest at 3.500%.

$1,030,000 series ol 2012, payable in annual installments
of $28,998 to $65,178 until January 1, 2036, interest at
3.750"/..

Total bonds payable

162,000

030,000

$ 17,495,020

The annual requirements for the amortization of long-term debts at June 30,20'12
are as follows:

Bonds Payable
Principal lnterest

2013
2014
2015
2016
2017
2018-2022
2023-2027
2028-2032
2033-2037

$ 998,045
'1,143,760

1,221,486
1,303,372
1,396,224
5,647,515
3,152,896
1,772,160

$ 852,239
997,716
929,515
855,961

777,000
2,660,19'1

1,252,348
444,532
83,990859,1s8

_9lll9!,0?0 _q9j!!!9,
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Long-term liabllity activity for the year ended June 30, 20'12 was as follows:

Fayments Endinggalance

3.900000 s 790.000 s

190,000

17 495 020 5 998,045
Gov.rnmental Activilies:

Bonds payab e

Noles payabe

Totalro.q.tem debts

oth.r long-r6rd liabilities:

Landll obrgalon
Puerlo Rico Hea lh
l.surance Adfr n slralion

Compensated absences

Tolal other long'lem ,ab lues

Tolalnoncu entliabhles
governmentalactvu,os

,I5. FUND BALANCES

Genera governmenl

Econom c developneil

EcoDomr deve opfrent

Genera qovernmenr

CLlture and €oeal on

14 385.020

190.000

r4 s75 !20 3.900 000 s80 000 17 495 A2o s98.045

26.630

264.244

r.692.393

3,755,463

50 739

26,630

264.284

244,612

457 896

355 520

3 749 551 400 000

400.0006039506 542 773 999 422 5 542 A5T

s 20 6T4 526 S 4 402.773 s 1 979422 $ 23 037 377 S 1 398 045

__!lI]!,g!L Total

s 209
59 162

3 A82.413
1 992.525

239 610

(3.354 045)

s a.770 691

General

s'

1 492 525

s 209
s9,162

241.124
3,802413

2,395154

53 S43

l3 054.362)

s 6 232 375! 1L999!99t _. 1ee2 525 9 ];9:lJL
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16. NET ASSETS

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

capital assets, net of accumulated
Outstanding balance on capital related debt

Total invested in capital assets, net of related

17. HETIREMENT PLAN

$ 54,791,426
(17,495,O2O)

$ 37,296,406

a. Plan Description

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

EFIS covers all regular employees of the Commonwealth of Puerto Flico and its
instrumentalities and of certain municipalities and cornponents units not covered
by thei. own rehrement's syslems.

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

EFIS provides retirement, deaih and disability benefits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Fletirement benefits depend upon age at retirement and number of
years ol credited service. Benefits vesl after ien years of plan participation.

l\.4embers who have attained an age of at leasl iiltyjive (55) years and have
completed ai least twentyjive (25) years of crediiable service or rnembers who
have attained an age of at least fifty-eight (58) years and have completed at Ieast
ten (10) years of creditable service, are entitled to an annual benefit, payable

monthly Ior life.
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The amounts ol the annuity will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 2% of the average compensation multiplied by the number of years of
creditable service in excess of twenty years. ln no case lhe annuity will be less
than 5200 per month.

Participants who have compieted at least thirty (30) years of creditable service are
entitted to receive the lvlerit Annuity. Participants who have not attained fiftyjive
(55) years of age will receive 65% of the average compensation or if they have
attained fiftyjive (55) years of age will receive 75% of the average compensation.
Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for non-occupationaldisability a member must
have at least ten (10) years of service. No benefit is payable if the participant
receives a refund oi his accumulaied contributions,

On September 24, 1999, an amendment to Act No. 447 ot May 15, '1 951 , which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the current system as of
December 31 , 1 999, may elect to stay in the defined benefit plan or transfer to the
new program. Persons joining the l\4unicipality on or afier January 2000, will only
be allowed to become members of System 2000. System 2000 will reduce the
retirement age from 65 years to 60 for those employees who ioined the current
plan on or after April 1 , 1990.

System 2000 is a hybrid defined contributjon 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, togetherwith those of the current defined benefit plan. Benefits
at retirement age will not be guaranteed by the Cornmonwealth of Puerto Rico.

The annuity will be based on a folmula lvhich assumes that each year the

employee's contr bution {with a minimum of 8.275% of the employee's salary upon
to a maximum of 109i.) will be invested in an accounl which will either: (1 ) earn a
iixed rate based on the two-year Conslant l\,4aturity Treasury Note or, (2) earn rate
equal to 75% of the return of the EFIS's investment portfolio (net of management
lees), or (3) earn a cornbination oJ both allernatives. Participants will receive
periodic account statements similar to those of defined contribution plans showing
their accrued balances. Disability pensions will not be granted under System
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2OOO. The employer's coniribution (9.275% of the employee's salary) will be used

to fund the current Plan.

b. Contribution Bequirements

Commonwealth legislation requires employees to contribute 5.775% of gross

salary up to $6,600 plus 8.275y. ot gross salary in excess of $6,600. The

[,4unicipality's contributions are 9.271yo of gross salary. Contributions'
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2012
was $647,542. The Nilunicipality's payroll for employees covered by EFIS was

approximately $5.6 million. The l\ilunicipality total payroll for all employees was

approximately $1 0.7 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2012, a copy of which can be obtained from the ERS,

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

18. RISK MANAGEMENT

The Flisk Management Division of the l\,'lunicipality's Legal Department is responsible
of assuring that the lvlunicipality's property is properly insured Annually, the Bisk

i\4anagement Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Flisk lvlanagement

Division submits the data regarding the lvlunicipality's properties to the Area ol Public

lnsurance at the Department of the Treasury of the Commonwealth of Puerto Flico

lvho is responsible ior purchasing all property and casualty insurance policies of all

municipalities.

,I9. LEASES

Operating Leases

Leasing Arrangement with the lvlunicipality as Lessor:

a. The Municipality leases spaces in its [,4arket Place under operating lease

agreements wilh terms ranging from one to tive years.
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b. Total income from leases during the year ended June 30, 2012 was approximately
s91,050.

c. The l\ilunicipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and mainienance costs of the leased assets.

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

MUNICIPAL SOLID WASTE LANDFILL POSTCLOSUBE

The N4unicipaljty discontjnued lts landfill operations and ceased to accept solid waste
of its landlill. State and Federal laws and regulations require the l\,4unicipality to
perform certain postclosure procedures on its solid waste landfill after discontinuing of
operations and perform certain maintenance and monitoring functions at the Iandfill
site for thirty years. Postclosure care procedures were assumed by the [,4unicipality
and directed by an exiernal consultant. The total estimated liability for postclosure
care costs has been determined in approximately $'1 .4 million as of June 30, 2012.
(See Note 14).

CONTINGENCIES

a. The lvlunicipality receives Federal Grants Ior specilic purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms of the grants, management believes
that any required 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 l\,4unicipality's management and outside counsels believe that is probable that
any poteniial liability that might exist, il any, in excess of the insurance, w,ll not
aflect signilicantly the financial position of the L4unicipality.

COMMITfuIENTS

The l\,4unicipality of Hatillo had several outstanding or planned construction projects
as ofJune 30,2012. These proiects are evidenced by contractual commitments with
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23, RESTATEMENTS

Fund balances at beginning of year have been adiusted to reflect the following
restatements:

a. Fund Balances

The beginning fund balances of Loan S3,370,000 and other governmental funds
have been restated as follows:

Loan
$ 3,370,000

E 2,560,347

Other
Governmental

$ 4,660,099
1,310 197

69 480

Begrnning fLrnd balances. as previously reported
Understaternent of cash
Under/overstatement of accounts payable
Beginning fund balances, as restated

b. Net Assets

Net assets at beginnjng of year have been adjusted
restatements:

Net assets at beginning of year, as previously reported
Understaiement of cash
Overstatement of capital assets
Understament long-term debts

Net assets at beginnig of year, as restated

s 2.490.867 S 6.039 776

to reflect the following

$ 40,026,394
'1 ,31 0,1 97
(160,747)

(1,663,000)

$ 39,512,844

24. CLAIMS

The Nlunicipality of Hatrllo has established a claim with the Puerto Rico Department of
Treasury of Puerto Rico regarding a balance of sales and use tax due. The Puerto
Rico Department of Treasury is the entity that receives payment from taxpayers and
then the municipal portion is remitted to the lvlunicipality. Since 2007, the Municipality
has reported deficiencies between the balance collected by agency and the balance
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remitted to the Municipality by them. The balance claimed is approximately
$'1 ,000,000. Also, the Municipality established a claim for $ 400,000 in respect of the
municipal development fund. These deficiencies have caused the lilunicipality
operates with less economic resources than budgeted. As oftoday these claims have
not been received.

25. SUBSEOUENT EVENTS

In preparing these financial statements, the Municipality has evaluated events and

transactions for potential recognition or disclosure through February 12,2013' lhe
date the financial statements were available to be issued.
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Variance wilh
Acrual Amounts Final Budgel-

(BudgelaryE.sis) Positive

lsee Nore 1) (Negalive)

AEVENUES

l,lunr.ipal !icense tares
Sales and uses laxes
Licences and permils

Charges Io. seNices and renl
l.tergovernme.lal revenues.

lnlerest,, nes, a.d penaLl es

EXPENDITUFES

Ge n€ral govemment

Tolal expenditures

OTHEB FINANCINGSOUFCES
Feprogramm .g lunds

Excess ol expe.dilures over

s 5.366.957
4 000 000
4,700 000

220 000
185 000

4,593,798
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COMMONWEALTH OF PUEBTO BICO
MUNICIPALITY OF HATILLO

NOTE TO BUDGETARY COMPAHISON SCHEDULE - GENERAL FUND
FOB THE FISCAL YEAR ENDED JUNE 30, 2012

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Control

The lvlunicipality's annual budget is prepared on the budgetary basis of accounting,
which is not in accordance with accounting principles generally accepted in the United

States of America, and represents depadmental appropriations recommended by the

l\,4ayor and approved by the L4unicipal Legislature prior to the beginning of the liscal
year. Amendments to the budget require the approval of the Municipal Legislature

Transters of certain appropriations within the budget known as lvlayor's Executive

Orders, do nol require the approvat of the lvlunicipal Legislature. The N4unicipality
prepares its annual budget including the operations of the general fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e. ,

purchase orders, coniracts) are considered expenditures when incurred. For

USGAAP reporting purposes, encumbrances outstanding at year-end are reported as

reservations oi iund balances and do not constitute expenditures or liabilities because

the commitments will be hono red d uring the subsequent year' ln addition, underthe
budgetary basis of accounting, revenues are recorded when cash is received.

The unencumbered balance of any appropriation at the end of the fiscal year will

lapse al the end of such fiscal year. Other appropriations, mainly capital proiect

appropriations, are continuing accounts for which the lvlunicipal Legislature has

authorized that an unspent balance from the prior year be carried forward and made

available for current sPending.

The annual budget as presented in the Budgetary Comparison Schedule - General
Fund is the budget resolutions at June 30, 20'12 representing the original budget.
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COMMONWEALTH OF PIJ€FTO FICO
MUNICIPALIlY OF HATILLO

SCTIEDULE OF EXPENO|TUAES OF fEDEFAI AWAFOS

FOFTHE FISCAL YEAR ENOEOJUNE 30,2012

r4.871

14 228

14 23r

10 553

93 052

93 575

Expenditures

.r55.2+8

942,353

14,417

r63 541
1 579 969

3r.878

-].TTSEST'

62 837

20,9C6

53 9,17

r35 063

39.256

s 3.586.544

See notes lo Schedule of Expenditures of Federal Awards.
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COMIVIONWEALTH OF PUEFTO BICO
MUNICIPALITY OF HATILLO

NOTES TO SCHEDULE OF EXPENDITUHES OF FEDERAL AWAFDS
FOR THE FISCAL YEAR ENDEO JUNE 30, 2012

1. STGNTFICANTACCOUNTINGPOLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity of the lvlunicipality of Hatillo and is presented on the modified accrual
basis of accounting. The inf ormation in this sched ule is presented in accordance with
the requirements of OIVIB Circular A-133. Therefore, some amounts presented in this

schedule may differ from amounts presented in, or used in the preparation of, the
basic f inancial statements.

2. BASIS OF PRESENTATION

The expenditures of the schedule are included in the l\,4unicipality's basic financial
statements in the accompanying Statementof Hevenues, Expenditures and Changes
in Fund Balances-Governmental Funds. Expenditures in the basic Iinancial
statements amounting to $3,586,548 are included within Other Governmenlal Funds.

Expenditures as per basic financial statements:
Expenditures inciuded in Other Governmental Funds S 3,586,548

Total expenditures per schedule ot expenditures
of federal awards -$_-Ai19PE1!-
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OrtiZ. RLveta, 8!Ve1a & C-o.
Ceruiied Publc Accountanb and 8us ness Advisors

CIA o.hddo Lun oriz Cabr.E

CPA M@o libilo Rtre Ziiisa
Amnico lisrituh ol C.nified

Pu.do Rico Bsd of C.n,6.d

To the Honorable Mayor and
[.4unicipal Legislature

N,lunicipality of Hatillo
Hatillo, Puerto Fiico

We have audited the financial statements of the governmental activities, each major Iund
and the aggregate remaining fund inlormation of the lvlunicipality of Hatillo, as of and for
the year ended June 30, 2012, which collectively comprise the Municipality's basic financial
statements and have issued our report thereon dated February 12,2013. Weconducted
our audit in accordance with auditing standards generally accepted jn the United States of
America and the standards applicable to financial audits containedin Government Auditing
Standatds, issued by the Comptroller General of the United States.

lnternal Control over Financial Beoortino

l,4anagement of the [,/]unicipality is responsible for establishing and maintaining effective
internal control over financial reporting. ln planning and performing our audit, we
considered lvlunicipality of Hatil,o's internal control over financial reporting as a basis for
designing our auditing procedures for the purpose ot expressing our opinions on the
linancial statements, but not for the purpose of expressing an opinion on the effectiveness
of the l\,4unicipality's internal control over linancial reporting. Accordingly, we do not
express an opinion on the elfectiveness of the Municipality's internal control over financlal
reporting.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct misstatements on a timely basis. A material
weakness is a deficiency, or combination of deficiencies, in jnternal control, such thatthere
is a reasonable possibility that a material misstatement of the entity's financial statements
will not be prevented, or detected and corrected on a timely basis.

INDEPENDENT AUDITOHS' REPORT ON INTERNAL CONTBOL OVEFI
FiNANCIAL REPORTING AND ON COMPLIANCE AND OTHEF MATTEFS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PEFFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
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Our consideration of internal control over financial reporting was lor the limiied purpose

described in the lirst paragraph of this section and was not designed to identify all

deficiencies in internat conlrol over tinancial reporting that might be deficiencies, significant

deficiencies or material weaknesses. We did not identify any deficiencies in internalcontrol

over financial reporting that we consider to be material weaknesses, as defined above.

Comoliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality of Hatillo's
financial statements are free of material misstaiement, we performed iests of its
compliance wiih certain provisions of laws, regulations, contracts and grant agreements,
noncompliance with which could have a direct and material elfect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an

opinion. The results of our tesl disclosed no instances of noncompliance or other matters

that are required to be reported under Government Auditing Standatds-

We noted certain other matters that we reported to management of the Municipality of
Hatillo in a separate letter dated Fehtuary 12,2O13

This report is intended solely for the information and use o, management, Commissioner
Ofiice of l,4unicipal Affairs, others within the entity and the federalawarding agencies and
pass-through entities and is not intended to be and should not be used by anyone other
than these specified Parties.

San Juan, Puerto Rico
Febtuary 12,2013

The stamp E52606 was aifi
to the original of lhis report.

O" fo3 ,uuo',4i,,,n a Cn
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Q1ttaBiveq,Rilela & Co
Cerlified Public AccoLrnlants aid Brsiiress Adv soG

CPA orl,idu Luis omzCabrtu
CPA Md.oAnb o tuvm Z,liig!

Am€non Innim ol Cerrin.d

Po.no Riro Bo d otcifii6ed

To the Honorable i\,4ayor
and Municipal Legislature

[,4unicipality of Hatillo
Hatillo, Puerto Flico

Comoliance

We have audited l/unicipality of Hatillo's compliance with the types of compliance
requirements described in the U. S. Office of Management and Budget OMB Circular A-
133 Compliance Supplement that could have a direct and material effect on each
l,4unicipality of Hatillo's major federal programs for the year ended June 30, 2012.
Municipality of Hatillo's major federal programs are identified in the summary ot auditols
results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to
each of its major federal programs is the responsibility of Municipality of Hatillo's
management. Our responsibility is to express an opinion on lvlunicipality of Hatjllo's
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditjng Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133. Those standards and Ol\.48 CircularA-133 require
that we plan and pedorm the audit to obtain reasonable assurance about whether
noncompliance \,{ith the types of compliance requirements referred to above that could
have a direct and material effect on a maior federal program occurred. Anauditincludes
examining, on a test basis, evidence about [,4unicipality of Hatillo's compliance with those
requirements and performing such olher procedures as we considered necessary in the
circumstances. We believe that ou r aud it provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on l\,4unicipality of Hatillo compliance with
those requirements.

INDEPENDENT AUDITORS' FEPORT ON COMPLIANCE WITH
BEOUIHEMENTS THAT COULD HAVE A DIFIECT AND MATERIAL EFFECT ON
EACH MAJOH PBOGHAfuI AND ON INTEHNAL CONTROL OVER COMPLIANCE

IN ACCOROANCE WITH OMB CIRCULAB A.133
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ln our opinion, the l\,4unicipaljty of Hatilio complied, in all material respects, !lith the
compliance requirements reierred to above that could have a direct and material effect on
each of its major federal programs for the year ended June 30, 2012. However, the results
of our auditing procedures disclosed instances ol non compljance with those requirements,
which are required to be reported in accordance with Oi\,48 Circular A-l33 and which are
described in the accompanying Schedule of Findings and Questioned Costs as items 12-1
and 12-2.

lnternal Control over Comoliance

lvlanagement of l/lunicipality of Hatillo is responsible for establishing and maintaining
eflective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federalprograms. ln plan n jng and pedorming our audit,
we considered l\,4unicipality ol Hatillo internal control over compliance with requirements
that could have a direct and material effect 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 O[,48 CircularA-133, but
not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the
l\y'unicipalily's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a
control over compliance does noi allow management or employees, in the normal course of
performing their assigned lunctions, to prevent, or detect and correct noncompliance with a
type ot compliance requjrement of a federa, 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 thai there is a reasonable possibility
that material noncompliance with a type of compliance requirement of a lederal program
will not be prevented, or detected and corrected, on a timely basis.

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

[,4unicipality's responses to the lindings identilied in our audrt are described in the
accompanying schedule of findings and questioned costs. We drd not audit il4unicipality's
response and. accord ngly, we express no opinion on it.
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This report is intended solely for the information of the management, Commissioner Oflice
of [,4unicipal Affairs, others within lhe enlity and the federal awarding agencies and pass-
through entities and is noi intended to be and should not be used by anyone other than
these speciiied parties.

San Juan, Puerto Rico
Feb(uary 12,2013

The stamp E52607 was allixed
lo the original of this report.

C-t, ];uuo?,uo^, t (,

fo6.r-.-fyoBfid
i{ea
\cy

ORTIZ, RIVEX.A, P.iVERA & CO,
CETT]FITD P!RIIC 4'COI]\Tl]ifi . VAL'J! IDDFD SERY]CES

S ri,i Li2. PO B$ rt2J0. Ss !tr. tR u09i6.1250 ' ?hone (787) 7i68ili. Fd ,_81) 2?+tr5f2



COMMONWEALTH OF PUERTO HICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOFI THE FISCAL YEAFI ENDED JUNE 30, 2O-I2

-I. SUMMABY OF AUDIT HESULTS

Financial Statements

Type of auditor's report issued:

Internal control over financial reporting:

l\,4aterial weakness (es) identif ied?

Signif icant def iciency (ies) identif ied?

Noncompliance material to linancial statements
noted?

Federal Awards

lnternal control over major programs:

Material weakness (es) identif ied?

Signif icant def iciency (ies) identif ied?

Type of auditor's report issued on compliance for maior
programs;

Unqualified

Yes x No

Yes X No

Yes X No

Yes X No

Yes X No

Unqualilied

Any audit iindings disclosed that are required to be
reported in accordance with section 510 (a) of OIMB

Circular A-133? X Yes No

ldentilication ol major programs:

CFDA Numbers Name of Federal Programs or Cluster

10.766
14.228
14.871
20.507

Community Facilities Loans and Grants
SBGP
Section 8 Housing Choice Vouchers
Federal Transit Formula GranlARFlA
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COMMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O'I2

Ooilar threshold used io distinguish between Type A and Type B programs:

$300,000

Audited qualiiied as low-risk auditee?

2. FINDINGS. FINANCIAL STATEMENTS AUDIT

X Yes No

None

3. FINDINGS AND OUESTIONED COSTS. MAJOR FEDERAL AWABD PROGRAM

AUDIT

a. SBGP - CFDA No. 14.228

. Condiiion 12-1

The Federal Program Office did not requestthe extension of the contracts for
the program year 2009 into the 45 days required. The extension for
contracts was made on october 2 4, 2012, which due on August 28, 2012
The Municipality operates approximately hvo months without a signed
contract.

Cause

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

extension for the contracts.

Effect

The program is not in compliance with the OCAIV] contract clauses. The
program operates without a valid contract.

Criteria

The federal funds of SBGP can be available through a signed contract into
the N/unicipality and OCAM for each program year. Based on the ninth
clause of the SBGP Program 2009 contract, the funds are available for 24
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COMMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAF ENDED JUNE 30, 2012

month after the contract is signed. Then, based on the fourth clause, the
lvlunicipality can request an extension that should be realized at least 45
days before end the contract.

Recommendation

The Federal Program Office should establish a due date schedule for
monitoring the due date of each program year contract in order to request
the extensions into the time required.

Questioned Costs

None

. Condition 12-2

The [,4unicipality did not comply with the requirement of preparing and filing
the program income quarterly report for the period ended September 30,
2011 on a timely basis. During our examination, we noted that the
Municipality did not send on time the program income report for the following
period ended:

Beoorl Reoort Period Due Date Submitted

JulY 201'1 to
Ouarterly Annual June 2012 07'31-11 05'09-12
Ouarterly September 30, 2011 '10-31-11 05-09-12

Cause

The above situation occurred because the i\,4unicipality did not ensure to

verily the due date to submit this report to the Agency.

Effect

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



COMMONWEALTH OF PUEBTO FICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)

FOP THE FISCAL YEAF ENDED JUNE 30, 2012

Criteria

The Municipality is not in compliance with the Otfice of lvlunicipal Affairs
Circular lvlemorandum 2OO8-11, which requires iederal fund recipients to
annually submit an Estimaled Program lncome Fleport on July 31 of every
year. Ouarterly report must be submitted within thirty day after quarter end.

Recommendation

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

Ouestioned Costs

None
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COMI\iIONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

SCHEDULE OF STATUS OF PFIOR YEAH
AUDIT FINDINGS AND OUESTIONED COSTS

FOH THE FISCAL YEAR ENDED JUNE 30, 2012

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

lvlunicipality in prior years. lt was noted that correciive action has been taken, except for

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

accompanying Schedule of Prior Year Audits Findings and Questioned Costs.
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COIlIMONWEALTH OF PUEBTO BICO
MUNiCIPALITY OF HATILLO

SCHEDULE OF STATUS OF PBIOB YEAR
AUDIT FINDINGS ANO OUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2012

Program Findinq /Non compliance Status

SBGP - CFDA Condition 11-l
No. '14.229

The Municipality was unable to provide evidence Condilion
on ihe liling ol the Estimaied Program lncome still prevails.

Report for the fiscal year 2010-2011 and
Quarterly Fleport of Program lncome for
September 30, 2010.

ABHA Child Condilion 11-2
Care-CFDA No.
93.71 5 The Municipality does not have elfective internal Condition

controls over compliance with ihe requirementto was
ensure that all laborers and mechanics corrected.
employed by contractors or subcontractors to
work on construction contracts in excess ol
$2,000 financed by Federal assistance funds
are paid wages not less than those established
for the locality ol the project (prevailing wage
rates) by the Department of Labor (DOL) (40

USC 276alo 276a-7).

Child Care - Condilion 11-3

CFDA No. 93.575
The Municipality's internal control failed in spent Condition
on administrative expenses more than the five was
(5) percent of the total award expended correcled.

Child Care - Condition ll-4
CFDA No. 93.575

The Ouarterly Reports were submitted after Condition

the time required. 
lfr?u.,"..
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COMfuIONWEALTH OF PUERTO FICO
MUNICIPALITY OF HATILLO

SCHEDULE OF STATUS OF PFIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDEO JUNE 30,2012

Program Findinq /Non compliance Stalus

SBGP - CFDA Condition 10-1

No. 14.228 Condition
The Municipality is not in complrance wrtn lne was
procedures established by the federal regulaton co.recied.
to minimize the trme elapsing between the
transfer of lunds and their disbursement

SBGP - CFDA Condition 10-2
No. 14.228

The Federal Program Oflice does no requestthe Condition
extension of the contracls for the year program slill prevails'

2OO7 into the 45 days required. The extension
for FC contract was due on l\,4arch 28, 2010 and
is still in process. The Municipality operates
approximately three months without a signed
contract.

SBGP - CFDA Condition 10-3
No. 14.228

The Municipality did not comply with the Condition
requirement ol preparing and filing the program still prevails'

ncome quarterly report for the period ended
lvlarch 31, 2010 on a iimely basis.
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COHRECTIVE ACTION PLAN



Esrado Libre.\sociado de Puerlo Rico

Gobierno Munieipal Hatiilo
f2 r, g r rr r rrrt 3 o r/ o rn ln,

CORRECTIVE ACTION PLAN

Fehtuary 12,2013

Cognizant or Oversight Agency for Audit:

Municipality of Hatillo respectfully submits the following corrective action plan

for the year ended June 30, 2012.

Name and address of independent public accounting flrm: Ortiz, Rivera, Rivera

& Co., Suite 152, PO Box 70250, San Juan, Puerto Rico 00936-7250.

Audit period: Fiscal yearended June 30,2412.

The findings from the June 30, 2012 schedule of findings and questioned costs

are discusied below. The flndings are numbered consistently with the numbers

assigned in lhe schedule.

FINDINGS . FEDERAL AWARD PROGRAM AUDITS, DEPARTMENT OF

HOUSING AND URBAN DEVELOPMENT

Finding 12-1: SBGP - CFDA 14.228

Reportable Condition: See Condition 12-'1

Recommendaiion

rThe Federal Program Office should establish a due date schedule for

of each program year contract in order to request the

required.

#lEl@

monitoring the due date
extensions into the time

Act,on Taken

The Federal Program Office Director is monitoring all due dates, in order to give

the follow-up necessary to comply with the requirements'

GRAN CIUDAD DE TnnoIC OI.I Y CULTURI


