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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature

Municipality of Hatillo
Hatillo. Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities,
each major fund, and the aggregate remaining fund information of the Municipality of
Hatillo, as of and for the year ended June 30, 2013, and the related notes to the llnancial
statements, which collectively comprise the Municipality's basic financial statements as
listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these flnancial
slatements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation offinancial statements that are free
from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express opinions on these financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in

Govemment Auditing Standards, issued the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the flnancial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial stalements. The procedures selected depend on the auditors'
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. ln making those risk assessments, the auditors
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consider inlernal control rerevant to rhe entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate jn the
circumstances, but not for the purpose of expressing an opinion on the eifectiveness ofthe
enti9's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overalr
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufflcient and appropriate to
provide a basis for our audit opinions.

Opinions

ln our opinion, the financial statemenls referred to above present fairly, in all material
respects, the respective financial position of governmental activities, each majorfund, and
!h-e gggregate remaining fund information of the Municipality of Hatillo, as'of June 30,
2013, and the respective changes in financial position for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters

Requ i re d S u ppleme nt ary I nfom ation

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis and budgetary comparison information on pages 4
to 11, and 50 to 51 be presented to supplement the basic financial statements. Such
hformation, although not a part of the basic financial stalements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential pirt of
financial reporting for placing the basic financial statements in an appropriate oper;tional,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordancewith auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statemenls. We do not
express 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.

Other lnfomation

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality of Hatillo's basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of
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additionalanalysis as required by U. S. Office of lvlanagement and Budget Circular A-133,
Audits of States, Local Governments, and Non-profit Organizations, and is not a required
part ofthe basic financial statements. Such information is the responsibility of management
and was derived from and relates directly to the underlying accounting ind other records
used to prepare the basic financial statements. The information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information direc{y to the
underlying accounting and other records used to prepare the basic financial statements or
to the basic flnancial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. ln
our opinion, the schedule of expenditures of federal awards is fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

ln accordance with Government Auditing Slandards, we have also issued our report dated
February 26,2O14, on our consideration of the Municipality of Hatillo's internal control over
financial reporting an on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of ourtesting of internal control over financial reporting and
compliance and the results ofthat testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering l\ilunicipality
of Hatillo's internal control over financial reporting and compliance.

San Juan, Puerto Rico
February 26, 2014

The stamp E96413 of the
Society of Certified Public
was affixed to the original
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Commonwealth of Puerto Rico
Municipality of Hatilto

Management's Discussion and Analllsis

Year Ended June 30, 2013

MANAGEMENT'S DISCUSS/OA' A'VD A/VAL YS'S

The-Municipality of Hatillo (the "Municipatit/) discussion and analysis has been designed with
the followings goals:

a) Assist the reader in focusing on signiflcant flnancial issues,
b) Provide an overview of the Municipality's financial activity,
c) ldentify changes in the Municipatity's flnanciat position (its abitityto address the next and

subsequent year challenges),
d) ldentity any material deviations from the financial ptan (the approved budget), and;
e) ldentify individual fund issues or concerns.

Since the Management's Discussion and Analysis (MD&A) is designed to focus on the current
y€ar activities, resulting changes and currenty 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 for comparison (year
to year or government to government) and enhance the Municipality,s accountability.

FINANCIAL HIGHLIGHTS

. The Municipality net positions decreased by $2,029,j39.. ln the fund financial statements, generalfund revenues decreased

. ln the fund flnancial statements, general fund expenditures
by $2,655,674.
decreased by

a current financial
$2,159,921.

. The general fund (the primary operating fund) reflected, on
resources basis, a decrease of $1,537,705.. On a budgetary basis, actual expenditures exceed actual revenues by g586,542.

. Capital expenditures amounted to $2,436,649.

-4-



Commonwealth of Puerto Rico
Municipality of Hatillo

Management's Dlscussion and Analysis

Year Ended June 30, 2013

Governmenl.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 Positions presents information on all of the
Municipalitys assets and liabilities, with the difference between both reported as net positions.
Over time, increases or decreases in net positions may serve as a useful indicator of whether
the financial position of the l,runicipality is improving or deteriorating_

The Statement of Activities presents information showing how the irunicipality,s net positions
changed during the most recent fiscal year. All changes in net positions are reported as soon
as the underlying event giving rise to the change occurs, regardless ofthe tjming ofthe related
cash flows. Thus, revenues and expenses are reported in the Statement of Activities that will
only result in cash flows in future flscal periods. The Statement of Activities is focused on both
the gross and net cost of various activities, which are provided bythe 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 governmental fund.

Govemmental funds are used to account for essentially the same functions reported as
governmental activities in the Government Wide Financial Statements. However, unlike the
GovernmentWide Financial Statements, Govemment 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 fiscal year. Such information is useful in evaluating the
Municipality's near term flnancial requirements.

Because the focus of govemmentalfunds is narrower than that ofthe govemmentwide financial
statements, it is usefulto comparethe information presented for govemmentalfunds with similar
information presented for governmental activities in the government wide financial statements.
Bydoing so, users ofthe basic financial statements may better understand the long-term impact
of the Municipality's near term financiai decisions. Both of the Govemmental Fund Balance
Sheet and the Governmental Fund Statementof Revenues, Expenditures and Changes in Fund
Balances provide a reconciliation to facilitate this comparison between govemmentralfunds and
governmental activities.



Commonwealth of puedo Rico
Municipality of Hatillo

Management's Discussion and Analysis

Year Ended June 30, 2013

lnfrastructure Assets

li1il""!Il1 govemment's. largest group of assets (infrastructure - roads, bridges, traffic
srgnars. underground pipes Iunless associated with a utiliM, etc.) have not been reported nor
depreciated in government financial statements. GASB 34 

-requires 
thatthese;ssets be varued

and reported within the govemmentarcorumn of the GovemmenFWide statements. Additionafly,
the.government must elect to either (a) depreciate these assets over their estimated usefur life
or (b) develop a sysrem of asset management designed to maintain the service derivery
potential to near perpetuity. lf the govemment develops the asset management system (th;
modilied approach) lvtich periodica[y (at least every ihird year), by catelory, measures and
demonstrates its maintenance of locally established levels of servlce itandirds, the govemment
may record its cost of maintenance in lieu of depreciation. The information about the condition
and maintenance of condition of the government infrastructure assets shourd assist financiar
statement users in evaluating a local government and its performance over time. The
Municipality has elected to depreciate infrastructure assets lnstead of using the modified
approach.

FINANCIAL ANALYSIS OF THE tI,rUNICIPALITY AS A WHOLE

Net Positions

As noted earlier, net positions may serve over time as a useful
financial position. The Municipatity's net positions totaled $38.2
compared to $40.2 million at the end of the previous year.

indicator of a government's
million at the end of 2013,

The largest portion of the Municipality's net positions consjsts 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 servicei to its citizens; consequen y, these
assets are notavailable for future spending. Although, the Municipalitys investmentin it; capital
assets is reported net of related debt, it should be noted that the resources needed to repaythis
debt must be provided from the Debt Service Fund, since the capital assets themsetves cannot
be used to liquidate these liabirities. The amounts restricted fordebt service represents another
portion of the net positions, and these are resources subject to external restrjctions for the
purposes explained above.

-6-



Commonwealth of Puerto Rico
Municipality of Hatillo

Management's Discussion and Analllsis

Year Ended June 30, 2013

lruniclpality of Hatlllo

Condensed Statement of Net Podtion
June 30, 2013 and 2012

Curent assets

Capital assets

Total assets

Cument liabilities

Noncunent liabilities

Total liabilities

ln\ested in capital assets, net of related debt

Restricted

Unrestricted

Total net positions

2013 2012

$ 15,257,393

u,791,426

67,233,487 70,048,819

$ 11,117,012

56,116,475

5,892,449

23,143,041

6,783,806

23,037,877

29,035.490 m,821,683

39,468,4s5

5,952.292

(7,222,7s0r,

39,467,682

4,566.604

(22,706,518]-

$ 38,197,997 $ 21,327,768

Changes in Net Positions

The net positions decreased by $2,029,139 in comparison with prior year. Approximately 70
percent of the Municipality's total revenue came from taxes while 15 percent resulted from
grants and contributions, including federal aid. The Municipality's expenses cover a range of
services. The largest expenses were for general government, public work, culture and
recreation. and health and welfare.

-7 -



Commonwealth of Puerto Rico
Municipality of Hatillo

Management's Discussion and Analysis

Year Ended June 30, 2013

Municipality of Hatillo
Condensed Statement of Activities
June 30, 2013 and 20i2

Program revenues:

Charges for services

0perating grants and contributions
Capital grants and contributions

General revenues:

Property taxes

l\4unicipal license taxes
Sales and uses taxes

Grants and mntributions not
restricted to specific programs

lnterest, flnes and penalties

Miscellaneous

Total revenues

Expenses:

General government

Public safety
Public work

Culture and recreation

Health and welfare
lnterest on long-term debt

Tolal expenses

Change in net position

Net positions, beginning of year

Net positions, end of year

1,404,265
856,345

1,217,230

6,752,394
4,262,366
5,710,542

3,510,895
130,625

94,137
23,938.799

20't3 2012

2,219,261
961,154

6,304,374

7,463,290
4,062,609
5,373,594

354,156
'188,8'19

262,557
27,189,814

11,076,480

1,423,599

8,062.743
2.674.249
2,102,966

627,901
------836'7.e3s--

9,104,914
1,294,233
9.187.225
4,103,496
2,008,097

777,557
26.475,522

(2,029,139)

40,227,136

714,292

39,512,8M

-8-
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Commonwealth of Puerto Rico
ttlunicipality of Hatifl o

Management's Discussion and Analysls

Y.ar Ended June 30, 2013

FINANCIAL ANALYSIS OF THE MUNICIPALITYS INDIVIDUAL FUNDS

As noted earlier' the Municiparity uses fund accounting to ensure and demonstrate compriance
with finance-related legal requirements.

Governmental Funds

The focus of the Municipality's governmental funds is to provide information on near-term
inflorr,/s, outflows, and balances of spendable resources. Such information is usefut in assessing
the Municipality's financing requirements. ln particular, unreserved fund balance may serve as a
useful measure of a government's net resources available for spending at the end of the fiscal
year.

As of the end of the currenl flscal year, the [runicipality,s govemmental funds reported
combined ending fund balances of $5,544,243, a decrease of $4,091,44g in comparison with
the prior year.

The generalfund is included within the governmental lunds; it is the chief operating fund ofthe
Municipality. As of June 30, 2013, the generat fund has a deficit of g2,562,69.1. The deficit
increased by $1,537,705 during fisc€t yeat 2O12-2013.

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 lnformation

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

-s-



Commonwealth of Puerto Rico
Municipality of Hatlllo

Management's Discussion and Analllsis

Year Ended June 30, 2013

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The Municipality's investment in capital assets as of June 30, 2013, amounts to $84.8 million,
net of accumulated depreciation of $ 19.7 million, leaving a net book value of $56.1 million. This
investment in capital assels includes land, buildings, improvements, equipment, intangibles,
infrastructure and construction in progress. lnfrastructure assets are items that are normally
immovable and of value only to the state, such as roads, bridges, streets and sidewalks,
drainage systems, lighting systems, and similar items.

The Municipality flnances 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 $1,438,233 of capital assets during the ftscal yeat 2012-
2013 as Iollows:

. Building and building improvements - $838,525

. Acquisition of equipment and vehicles - $335,347

. lnfrastructure - $264,361

Other projects related to repair and maintenance of roads (not capitalized) was development
during the fiscal year 2012-2013.

Debt Administration

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

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

- 10 -



Commouwealth of Puerto Rico
Mutricipality of Hatillo

Man.gemetrt's Discussion and Analysis

Yerr Ended June 30, 2013

The Municipality is required under appticable law to tevy the Special Additionat Tax in such
amounts as shall be required for the payment of its general obligation municipal bonds and
notes. ln addition, principal of and interest on all general obligation municipal bonds and notes
and on all municipal notes issued in anticipation of the issuance of general obligation bonds
issued by the lvlunicipality constitute a first lien on the Municipality's Basic Tax revenues.
Accordingly, the Municipality's Basic Tax revenues would be available to make debt service
payments on general obligation municipal bonds and notes to the extent that the Special
Additional Tax levied by the Municipality, togetherwith moneys on deposit in the Municipality's
Redemption Fund, are not sufficient to cover such debt service. lt has never been necessary to
apply Basic Taxes to pay debt service on general obligation debt of the Municipality.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal grants to
carry out the govemmental activities. Historically, property and municipal taxes have been very
predictable with increases ofapproximatelyfive percent. Federalgrant revenues mayvary if new
grants are available but the revenue also is very predictable.

FINANCIAL CONTACT

The Municipality's flnancial statements are designed to present users (citizens, iaxpayers,
customers, investors and creditors) with a general overview of the Municipalivs finances and to
demonstrate the Municipality's accountability. If you.have questions about the report or need
additional financial information, contact Mr. Antonio Alvarez Medina. Chief Financial Ofticer on
the Finance Ofrices in the CentralTown, Hatillo, Puerto Rico.

-'ll -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

STATEMENT OF NET POSITION
JUNE 30,2013

Assets

Cash in bank (Notes 2 and 4)
Cash with fiscal agent (Notes 2 and 4)
Accounts receivable:

Sales and use taxes
Property taxes
Other

Due from other agencies (Note 8)
Capitalassets, net (Note 10)

Total assets

LiabilitiB and Net positioo

Liabilities
Accounts payable and accrued liabilities
Due to other agencies (Note 11)
Matured bonds and interest payable

Deferred revenues (Note '12):

Lrunicipal license tax
Provision fo. claims and judgments

Noncurrent liabilities (Note t4):
Due within one year
Due in more than one year

Accrued interest
Total liabilities

Net Position
lnvestment in capital assets, net ol related debt
Restricted for:

Debt service
Capital proiects

Un restricted
Total net position

Total liabilities and net position

Governmental
Activities

$ 1,394,6s2
7,052,73s

465,140
26,200

223,926
1,954,359

56,1'16,475

$ 67,233,,187

1,123,786
344,257

1,080,871

3,297,040
46,495

1,573,254
20,701,819

867,968

39,468,455

1,704,481
4,247,811

(7,222,750\

-3ETg7:087
$ 67,233,4a7

The accompanying notes are an integral part of these basic financial statements.
-12-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HANLLO

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

JUNE 30, 2013

_ Totalfund balances - governmental funds

Amounts reported for govemmental activities in the statement

- of net position are different because:

$ 5,544,243

' Capital assets, net used in govemmental activities are
not current financial resources and therefore are not
reported in the govemmental funds balance sheet. 56,'116,475

. Other assets are not available to pay for cunent-period
expenditures and therefore are defened in the
govemmental funds balance sheet. 270,320

' Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the funds. (Note 3) (23,733,041)

Net position of govemmental activilies $ 38,197,997

The accompanying notes are an integral part of these basic financial statements.
- 16 -



-t -[3l xll
El :ll
'l :ll

sl ;ll

fl:ll

a

s!:l i[*r; sss.p EiE€ts s{x]q *q

r;-l*l 
-$i 

EB 
|r]q

EI
sEEI
3t-

-ll q)
;[E
3II F+ll 6

- 6sll E
6[ Cn[ (!
--[ .!

'6
-ll (5e[ -o
ill o,
ill d,
-ll -c

o
;[E

dll-s S-[+ PB .lg
t. ---ag.=, -xG

d,
G

o
o
o)c'i
Cl

Eoc!l6;ior
;F

E
9

II

9l

*l

rl
El

-t
il
-l

sl
3l

-,I
]

i\
:

(,

=
o

q

;

EEl il s 
l*lq lla.'El - ll

EEI . ll ;u|:]q llt
,;lEE=lElF3;lqslqqB
.l Eeaeff en*lpl EHsE$; lslgl pltl p

,El ElsEE :'1Bl *ili:rt |:]q 
u 

l*l !

g

€i a :-^
E€e ig g

?tE?Ec rE sE
?i?EriE,-E r.€ -,iE 3€

;iffEBgg;EE, n=ggE*€g*EE* fuEE E

=

:

o

c^Ai
9ie3
5+;E
9;Zv
f=833I9ta6ii
6=n3
EEEL
E iiF

E

a

d



COT ONWEALTH OF PUERTO RICO
i,UNICIPATITY OF HATILLO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPE'{OITURES, ANO

CHANGES IN FUND BALANCES OF GOVERNi'ENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENOED JUNE 30,2013

Net change in fund balances - total governmental funds

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

. Govemmental 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 cunent financial resources.
Therefore, depreciation expense is not repoded as expenditure in
govemmental funds.

. Govemmental funds report principal payments on long-term obligations as
expenditures, whercas the principal payments reduces the long-term
obligations in the statement of activiiies.

. Change in accrued interest expense which does not require the use of
cunent linancial resources.

$ (4,091,448)

2.436,649

(1.111,600)

847,000

(15,7291

. Some expenses repoded in the statement of activities do not require
the use of current financial resources; therefore, are not reported as
expenditures in govemmental funds.

Changes in net position of governmental activities

(94.011)

The accompanying notes are an integral part of these basic financial statements.
- 18 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

ORGANIZATION

The Municipality of Hatillo, Puerto Rico (Municipality) was founded in 1823. The
Municipality is a political legal entity with full legislative and administrative faculties in
every affairofthe municipal character, with perpetual succession existence and legal
personality, separate and independent from the central government of the
Commonwealth of Puerto Rico. The Municipality provides a full range of services
including health, publicworks, environmentalcontrol, education, public safety, public
housing and community development, culture and recreation as well as many other
general and administrative services.

The Municipal Govemment comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legislative by lhe Municipal
Assembly, which has 14 members. The membeB of these branches are elected
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

The linancial information of the Municipality is presented in this report as follows:

. Managemenl's Discussion and Analysis - lntroduces the basic financial
stalements and provides and analytical overview of the Municipality's financial
activities.

. Govemment - Wide FinancialStatements - The reporting model includes Ilnancial
statements prepared using full accrual of accounting for all of the govemment's
activities. This approach includes not just current assets and liabilities, but also
capital assets and long-term liabilities (such as buildings and infrastruclure,
including bridges and roads, and general obligation debt).

2.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI3

. Statement of Net Position - The statement of net position is designed to display
the financial position of the Nrunicipality, including capital assets and
infrastructure. The net position of the Municipality will be broken down into three
categories; invested in capital assets, net of related debt; restricted; and
u n restricted .

. Statement of Program Activities - The govemment - wide statemeni of activities
report expenses and revenues in a format that focuses on the cost of each ofthe
govemmenl's functions. The expense of individual functions is compared to the
revenues generated directly by the function.

. Budgetary comparison schedules - Demonstrating compliance with lhe adopted
budget is an important component of a government's accountability to the public.

Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their linancial statements. An important change,
however, is a requirement to add the govemment's original budget to the cunent
comparison of linal budget and actual results.

The following is a summary of the more significant policies.

a. Reporting Entity

A reporting entity is comprised of the primary govemment, componenl units and
other organizations that are included to ensure that financial statements are not
misleading. The primary govemment consists of all funds, departments, boards
and agencies that are not legally separate from the Municipality and forwhich the
Municipality is financial acmuntable.

The Municipality's management has considered all potential component units
(whether govemmental, not-for-profit, or profit-oriented) for which it may be
financially accountable, and other legally separate organizations for which the
Municipality is not financially accountable but the nature and significance of their
relationship with the Municipality may be such that exclusion of their basic
linancial statements from those ofthe Municipality would cause the accompanying
basic financial slatements to be misleading or incomplete. Accordingly, a legally
separate organizalion would be reported as a component unity ofthe Municipality
if all of the following criteria are met:

-20 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HANLLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCALYEAR ENDED JUNE 30,2013

'1) The Mayorappointsa voting majority of an organization's goveming bodyand'
either (1) the Municipality has the ability to impose its will on that organization
or (2) the organization hasthe potentialto provide specific flnancial benefits to,
or impose specitic financial burdens on, the Municipality.

2) The economic resources, forwhich the Municipality is entitled, either received
or held by the separate organization, are entirely or almost entirely for the
direct benefit of the Municipality or its constituents.

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 Municipality's balances and transactions or discrete
presentation ofthe component units' financial data in columns separate from the
Municipality's balances and transactions.

The Municipality's management has concluded that, based on the
aforementioned criteria, there are no legally separate entities or organizations
that should be reported as component units ofthe Municipality for the Iiscalyear
ended June 30,2013.

b. Government-Wide and Fund Financial Statements

The govemment-wide financial statements (i.e., the statement of net position and
the statement of changes in net position) report information on all the activities of
the Municipality. For the most part, the effect of interfund activity has been
removed from these statements.

The statement ofactivities demonstrates the degree to which the direct expenses
of a given function or segmenls are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. Prcgram
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefitfrom goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the
op!rationalor capital requirements of a particularfunclion or segment. Taxes and
other items not properly included among program revenues are reported inslead
as general revenues.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

The effect of all inter-fund activities (assets, liabilities, revenues, expenditures and
other flnancing sources/uses among governmental funds) have been eliminated
from the governmental-wide fi nancial statements.

Separate fund financial statements are provided for govemmental funds. Major
governmental funds are reported on separate columns to segregate transactions
related to certain functions or activities in separate funds in orderto aid financial
managemenl and to demonstrate legal compliance.

These statements present each major fund as a separate column on the fund
financial statements; all non-majorfunds are aggregated and presented in a single
column.

On July'1, 2012, the Municipality adopted the provision of GASB 63, F,nancial
RepotTing of Defened Outflows of Resources, Defered lnflows of Resources, and
Net Position. GASB 63 provides guidance for reporting deferred outflows of
resources, defened inflows of resources, and net position in a statement of
flnancial position and related disclosures. The statement of net positions is
renamed the siatement of net position and includes four components: assets,
defened outflows of resources, liabilities and defened inflows of resources.

c. Measurement Focus, Basis of Accounting, and Financial Staiement
Presentation

The accounting and financial repo(ing treatment is determined by the applicable
measurement focus and basis of accounting. Measurement focus indicates the
type of resources being measured such as current financial resources or
economic resources. The basis of accounting indicates the timing oflransactions
or evenls for recognition in the financial stalements.

The govemment-wide financial statements are reported using the economrc
resources measurement focus and the accrual basis of accounrrhg. Revenues are
recorded when eamed and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENOED JUNE 30, 2013

The governmental fund financial statements are reported using the current
financial resources measurcments focus and lhe modified accrual basis of
accounting. Revenues are recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible
within the cunent period or soon enough thereafterto pay liabilities of the cunent
period. For this purpose, the govemment considers revenues to be available if
they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incuned, as underaccrual
accounting. However, debt service expenditures, as well as expenditures related
to compensated absences, and claims and judgments, are recorded only when
payment is due. General capital asset acquisitions are reported as expenditures
in govemmentalfunds. lssuance of long-term debt and acquisitions undercapital
leases are repoded as other financing sources.

Property taxes, sales taxes, franchisetaxes, licenses, and interest associated with
the cunent flscal period are all considered to be susceptible to accrual and so
have been recognized as revenues of the cunent fiscal period. Entitlements are
recorded as revenueswhen alleligibility requirements are met, including anytime
requirements, and the amount is received during the period or within the
availability period for this revenue source (within 60 days or year-end).
Expenditures-driven grants are recognized as revenue when the qualifying
expenditures have been incuned and all other eligibility requirements have been
met, and the amount is received during the period orwithin the availability period

for this revenue source (within 60 days of year-end). All other revenue items are
considered to be measurable and available only when cash is received by the
government.

When both restricted and unrestricted resources are available for use, it is the
government's policy to use restricled resources rlrst, lhan unrestricted resources
as they are needed.

The Municipality reports the following major govemmental funds:

1) General Fund

The general fund is the operating fund of the Municipality and accounls for all
financial resources, except those required to be accounted for in anotherfund.
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COMiIONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

2) Debt Service Fund

The fund is used to account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

3) Rural Development Fund

The fund is used to account the available amount forthe Rural Development
loans for the acquisition of properly and to develop various projects into the
Municipality.

4) Loans and Bonds Fund

The loans and bonds fund is used to account for the linancial resources forlhe
loans through the Govemmental Bank for the acquisition of property and/or
construction of major improvements which are not financed by other funds.

Cash and Cash with Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources. The Municipality is restricted by lawto investonly in savings accounts
and certificates of deposit with banks qualified as a depository of public funds by
the Puerto Rico Treasury Department (PRTD) or in instruments of the
Govemment Development Bank for Puerto Rico (GDB).

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

lnterfund Receivables and Payables

Activity between funds that are representative of lending/bonowing anangements
outstanding at the end of the fiscal year are referred to as either due to/from other
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENOED JUNE 30, 2013

funds (i.e., the current portion of interfund loans) or advances to/from other funds
(i.e., the non-curent portion of interfund loans). All other outstanding balances

between funds are reported as due toifrom other funds

Capital Assets

Capitalassets, which include property, plant, equipment, and infrastructure (which

is normally immovable and of value only to the Municipality, such as mads,
bridges, streets' sidewalks, and drainage system), are reported in the appiicable
govemmental or component units columns in the govemment-wide financial
statements.

Capital assets purchased or acquired are canied at historical cost or estimated
historicalcost. Contributed assets are recorded at fair market value as ofthe date
donated. Additions, lmprovements and other capital outlays that significantly
extend the useful life of an asset are capitalized. Other costs for repairs and
maintenance are expensed as lncurred. Depreciation in capital assets is
calculated on the straight-line basis over the following estimated useful lives:

lnfra structure
Buildings and building improvemenis
Fumiture and lixtures
Vehicles and equipment

Useful Life

20-50 years
20-50 years

5-20 years
5-20 years

g. Fund Balances

The Municipality adopted the provisions of GASB Statement No 54' Fund
Balance Repotling and Governmental Fund Type Definitions (GASB No. 54)'
which enhanced the usefulness of fund balance information by providing clearer
fund balance classifications that can be more consistently applied This statement
establishes fund balance ctassifications that comprise a hierarchy based primarily

on the extent to which the Municipality is bound to observe constraints lmposed
upon the use of the resources reported in govemmental funds.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENDED JUNE 30,2013

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

1 ) Nonspendab/e - 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.

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

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

4) Assigned - Represent resources intended to be used by the Municipality for
specific purposes but do not meet the criteria to be classified as restricted or
committed (generally executive orders approved by the Mayor). lntent can be
expressed by the Municipal Legislature, the Mayor or by an ofiicial or body to
which the Municipal Legislature delegates authority in conformity with the
Autonomous Municipalities Act of Puerto Rico, as amended. ln govemmental
funds other than the general fund, assigned fund balance represents the
remaining amount that is not restricted or committed.
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COMMONWEALTH OF PUERTO RICO
[IUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

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

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

The Municipality reports resources constrained to stabilization as a specified
purpose (restricted orcommitted fund balance in the generalfund) only if: (1) such
resources meetthe other criteria forthose classifications, asdescribed above and
(2) the circumstances or conditions that signal the need for stabilization are
ldentified in sufticient detail and are not expected to occur routinely. However, the
Municipality has not entered into any stabilization-like anangements, nor has set
aside materialflnancial resources foremergencies and has not established formal
minimum fund balance amounts as of and for the fiscal year ended June 30,
2013.

ln situations when expenditure is made for a purpose for which amounts are
available in multiple fund balance classifications, lhe Municipality uses restricted
resources flrst, and then unrestricted resources. Within unrestricted resources, the
Municipaliv generally spends committed resources lirst, followed by assigned
resources, and then unassigned resources when expenditures.

The classilication of the Municipality's individual govemmental funds among
general, debt service, special revenue, and capital pro.iects fund types used in
prior tiscal years for financial reporting purposes was not affected by the
implementation of GASB No. 54.

h. Risk Financing

The Municipality canies 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 allthe municipalities of Puerto Rico
Cost of insurance allocated to the Municipality and deducted from the gross
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propertytax coltections by the Municipal Revenue Collection Center (the "CRlM")

for the year ended June 30, 2013 amounted to $382,426. The cunent insurance
policies have not been cancelled or terminated. The CRIM also deducted

$425,480 forworkers' compensation insurance covering allmunlcipalemployees.

Compensated Absences

Employees are entitled to 30 days vacations leave and 18 days sick leave per
year. Sick leave is recorded as expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 1O years in the municipal govemment. On July '1997' state Law 152

supra amended the Article 12.0'16, Section b (2) of the Municipal Law, authorizing

the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until Nlarch 31

next every nalural year. Excess of vacations can be paid after July 1 of every
flscal year.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires managementto make

istimates and assumptions that atfect the reported amounts of assels and
liabilities, and disclosure of contingent assets and liabilities at the date of the
flnancial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist ofthe contribution received from the Puerto Rico Electric Power
Authority and the Municipal Revenue Collection Center caused by the delay of the
notification of the actual revenues and expenditures to the presented in the
financial statements of the agencies mentioned above.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O13
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF HATILLO
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

k. Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board has issued the following

statements that the Municipality has not yet adopted:

Statement
Number Statement Name

Adoption Required
in Fiscal Year

65 ltems Previously Reported as Assets 2013-14
and Liabilities

66 Technical Corrections - 2012' an 2013-14
amendmentof GASB Statements No 10

and 62

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

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

69 Govemment Combinations and 2013-14
Disposals of Govemment Operations

70 Accounting tor Financial Reporting for 2013-14
Non-exchange Financial Guarantees

71 Pension Transition for Contribution Made 2014-15
Subsequent to the Measurement Date

The impact of these statements on the Municipality's linancial statement has not

yet been determined.
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l. Deferred inflows

On July 1, 2012, lhe Municipality adopted the provisions of GASB Statement

No. 63;F,nancial Rop ofting of defened Outflows of resources, Defefied lnflows of
Resources, and Net Position (GASB No. 63).

ln the GFFS, defened inflows arise when one of the following situations occur:

. Potential revenue does not meet both the 'measurable" and "available' criteria

for revenue recognition in the cunent period (reported as "earned but
unavailable revenue" in the accompanying balance sheet-govemmental
funds). As previously discussed, available is defined as due (or past due) at
June 30, 2013 and collected within 90 days (60 days for property taxes)
thereafter to pay obligations due at June 30 ln subsequent periods, when
both criteria (measurable and available) are met, the liability for defened
revenue is removed and revenue is recognized.

. The Municipality receives resources before it has a legal claim to them
(reported as "unearned revenue" in the accompanying balance sheet-
govemmental funds). ln subsequent periods, when the revenue recognition
iriterion is met, the liability for deferred inflows is removed and revenue is
recognized.

Defened inflows at the govemment-wide level arise only when the Municipality
receives resources before it has a legal claim to them (reported as "unearned

revenue" in the accompanying statement of net position) No "earned but
unavailable revenue' is accounted for in the accompanying statement of net

Position.

3. RECONCILIATION OF GOVERNMENT.WIDE AND FUND FINANCIAL

STATEMENTS

The govemmentalfund balance sheet includes reconciliation between fund balance-
govehmental funds and net positions of govemmental activities as reported in the

lovemment-wide statement of net positions One elemenl of that reconciliation

6xplainsthat some liabilities, including bonds payable, are notdue and payable in the

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2013
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI3

current period and therefore are not reported in the funds. The details of the
approximately $23.7 million differences are as follows:

$ 16,648,020
3,599,230
2,027,823

867,968
590,000

$ 23,733,041

4. DEPOSITS

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

The deposits at GDB of$4,353,297, which are restricted principally for capitalpro.iects
and the $2,699,438 in the debt service fund are unsecured and uncollateralized, as
no collateral is required to be carried by govemmental banks.

The Municipality maintains its investments in three (3) banks located at Puerto Rico.
All kind of deposit is guaranteed bythe Federal Deposit lnsurance Corporation (FDIC)
up to $250,000.

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

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

Net adjustment to reduce fund balance govemmental funds
to anive at net position of governmental activities

-Jl -



5.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI3

PROPERTY TAXES

The lvlunicipal Revenues Collection Center (CRIM) of the Commonwealth of Puerto
Rico is responsible by law for the assessment, levy and collection of all real and
personal pmperty taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a retum which must be filed with the CRIM by
I/ay 15 of each year. The tax on real poperty is assessed by the CRIM. The
assessment is made as ofJanuary'l of each year and is based on estimated cunent
values of the property as of year 1957. The tax on personal property must be paid in
full together with the retum on or before May 15. The tax on real property is due in
two equal installments in July I and January 1, following the assessment date.

The rates aE 7.8oo/o for real property and 5.80% for personal property. The
mmposition is as follows:

Real

5.720/0

1.O3%
1.25%
(o.2vo\

7.99%,

Personal

3.720/o
't.o30/o

1.25o/o
(o.2%\

5-80%

Basic property
Additional special property-state
Additional special property-municipal

Discounts made by state to tax payer

The Municipality's basic propertytax rate representsthe portionwhich is appropriated
for general purposes and accounted for in the general fund.

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

The "Additional special property tax - state' is collected by the CRllvl for the payment
of principal and inlerest of general obligation bonds and ce(ain other obligations
issued by the state govemment.

Residential real property occupied by its owner is exempt by lawfrom the payment of
property taxes on the lirst $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
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Municipality, except for property assessed at less than $3,500, forwhich no payment

i" ,ad". niu"nre related to the basic tax on exempt property is recorded in the

General Fund when payments are received from the CRIM'

Complete exemption from personal propertytaxes up to an assessment oJ $50,000 is
granied to merchants with an annual volume of net sales less than $150,000'

Prior to the beginning of each flscal year, the CRIM informs the Municipality of the

estimated amount of propertytax expected to be collected forthe ensuring liscal year'

Throughout the year, the CRll\,1 advances funds to the Municipality based on the initial

estimaited colleclions. The CRIM is required by law to prepare a settlement

statement on a fiscal year basis, whereby a comparison is made between the

amounls advanced to the Municipalityand amounls actually collected from taxpayers'

This settlement has to be completed on a preliminary basis not later than three

months after Iiscal year-end, and a flnal settlement made not later than six months

after year ends. lf tire CRIM remits to the Municipality property tax advances, which

are less than the tax actually collected, a receivable from the CRIM is recorded at
June 30. However, if advances exceed the amount actually collected by the CRIM, a
payable to the CRIM is recorded at June 30.

Currently, the Municipality has received the preliminary settlementfrom CRIM related

to fiscalrear 2012-2013, but not the final settlement as the six months period after

fiscal yeir ends, provided by law to CRIM to issue this, has not yet expired'

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

receivid, the flnal settlement from CRIM will not show a significant difference from the

preliminary settlement and that such difference, if any' will not have a material effect

on the financial condition of the Municipality.

Based on the preliminary settlement already received, during the yearended June 30'

2013, the amount collected by CRIM from taxpayers and charges exceeded the

amount advanced by CRIM for the same period by $270'889 Such amount is
presented as due from CRIM in the accompanying flnancial statements (See note 8)'

COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2013
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6. MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the fiscalyear in which payment is

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

20'13. The annual i,lunicipal License Tax is determined based on the gross income of
ill commerce and industrial organizations who have operations in the Municipality of
Hatilto, and are not totally or partially exempt under the lndustdal lncentive Law of
Puerto Rico.

An annual retum of business volume should be filed on or before April 15 of each

vear and Davable in two equal installments due on July 1 and January 1 A discount

;f 5'l" is allowed when full payment is made on or before April 15'

The rates of municipal license in the Municipality of Hatillo, are as follows:

1.000/0

1.500/0

.3O'/o

.4OYo

.500/"

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

Fund. The l\runicipality invoiced and collected in advance during the cunent year

$3,297,040, conesponding to the next fiscal year municipal license'

7. SALES AND USE TAXES

On July 29, 2007, the Commonweallh Legislature approv€d Act No' 80 ("Act 80")

*trict, imposeO to allthe Municipalities of Puerto Rico a uniform municipal sales and

use tax of I .5%. Effective August 1' 2OO7 , 1o/o ot lhe 1 5% will be collected by the

Puerto Rico Department of Treasury.

Act 80 also provides for reslrictions on the use of the resources (including the 5 of

1.5olo collecied by the Commonwealth) to be invested in solid waste and recycling

progiams, capitaiimprovements and health and public safety cost Amount collected

ly in" Corron*""lth will be deposited in accounts of special funds in the

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2OI3

Savings and loans associations
Financial institutions
Other organizations:

up ro $100,000=
$100,000 up to s200,000
Over $200,000
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCALYEAR ENDED JUNE 30,20,I3

Govemment Development Bank for Puerto Rico ("GDB"), subject to restrictions
imposed and distributed as follows:

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

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

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

8. DUE FROM OTHER AGENCIES

Govemment Development Bank (Rural Oevelopment)
Municipal Revenue Collection Center (CRIM) (General Fund)
Puerto Rico Treasury Department (General Fund)
Other govemmenlal funds

Total

9. INTERFUNDTRANSACTIONS

a. Due From/To Other Funds:

$1,111,615
270,889
270,320
301,535

$ 1,S54,359

The due from and due to other fund balances as of June 30, 2013, are as follows:

Receivable Fund Payable Fund Amount

General
General
General

Other Govemmental Funds $
Loans and Bonds
Rural Development

258,339
76,476
42.67 4

377,889



COMMONWEALTH OF PUERTO RICO
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

The balance of $258,339 due to the general fund from the Other Governmental
Fund represents disbursements made lo several funds to cover payroll and
related fringe benefits, which will be reimbursed to the general fund within
approximately 90 days period after year end.

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

b. lnierfund Transfers:

lnterfund transfers for the year ended June 30, 2013 consisted of the following:

Transfer ln Transfer Out Amount

General Fund Debt Service 429.133

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 flnance various
programs accounted for in other funds in accordance with budgetary
authorizations.
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10. CAPITAL ASSETS

Capital asset activity for the i.4unicipality for the year ended June 30, 2013 was as
follows:

July 1,2012, lncreasGs

$ 24,690,244 I ,
2,959,454 1,736,303

27.649.69E 1.736.303

Jun€ 30,2013

s 24,6W,244
3.957,870

29,649.114

26,033,272
7,971,503

13.224.116---A@.ssl

7.045,765
6 676,613
6,038,152

19.760.530

Governmenlal Acilvltl.s:
Capilal assets, mt b€ing depr4iated:

Conslructjon in Progress
Total capitel assets, not being deprecialed

Capilal assels, being depreiated:
Buildangs and building imprcvemonls
Vehicl6 and equipment

Total capilal assets, be'ng deprec'ated

Less a@umllated dep.ecialion io.:
&rildings and building ihp.ovements
vehicles and equipmenl

Total ac€umulaled depreiation

Totalcapital assels, b€ing depr€cialed, nel

Gove.nmenral acrivities capital assels, net

131 487

25,194,747
7,636,156

12.959,755

45 790.658

6.616.562
6.157,402
5,E74,966

18,648.930

838.525
335,347
264,361

429,203
519,211
163,186

1,111,600

Depreciation expense was charged to functions/programs of the l\,lunicipality as
follows:

General govemment
Public safety
Recreation
Health and welfare
Public works

Total depreciation expense-govemmental activities

-_z_l!!,l4_ 326.633 ---------------:_ _--__Z-@.&L

lSlzUrqo- -12-062,93L -ll3z€!z- -S---IoJ$JZL

$ 227,200
'! 31 .16s
26AJ54
23,203

461,878

$ 1,111,600
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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11. DUE TO OTHER AGENCIES

Retirement System Administration
lntemal Revenue Service
Puerto Rico Water and Sewer Authorjty
State Employment Association ("AEELA")
Treasury Department
General Services Administration

Total

12. DEFERRED REVENUES

a. Municipal License Tax

The defened revenues of $3,297,040 in the general fund
license tax collected in fiscal yeat 2012-2013 that will be
2013-2014.

$ 121,791
98,O72
95,162
19,833
8,999

400

$ 344,257

related to municipal
earned in flscal year

b. Federal Govemment

The deferred revenues presented as federalgovemment representsthe portion of
federalgrants received forwhich qualiting expenditures have not been incuned.
The amounts were determined taking into consideration the specific years of the
grant.

13. INTERGOVERNMENTAL REVENUES

lntergovemmental revenues in the general and capital proiects funds consist mainly
of collections from the Commonwealth of Puerto Rico and the CRIM, and payments in
lieu of taxes from the Puerto Rico Electric Power Authority.
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14. LONG-TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2013 are as follows:

Bonds

$715,000 series of 1996, payable in annual installments of
$10,000 to $65,000 until July 1, 2020, interest from 6.75%

to 6.56%.

$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%.

$550,000 series of 1998, payable in annual installmenls of
$'14,000 to $38,020 until January '1, 2020, interest at

4.500/0.

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

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

6.31% to 6.56%.

$624,000 series of 1998, payable in annual installments of
$17,000 to $214,000 until January 1, 2022, interest at 4.50%.

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

of $30,000 to $200,000 until July 1, 2025, interest from

6.13% to 5.60%.

360,000

'1,945,000

235,020

'1,770,000

330,000

1,605,000

_10-
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

$3,370,000 series of 2007, payable in annual installments
of $60,000 to $295,000 until July 1, 2029, interest from
3.93% lo 7.50%.

$1,510,000 series of 2008, payable in annual installments
of $20,000 to $130,000 until July 1, 2023, interest from
2.43o/o lo 7.50o/o.

$1,055,000 series of 2011, payable in annual installments
of $40,000 to $115,000 until July 1, 2025, interest from
6.00% to 7.50o/".

$1,560,000 series of 2012, payable in annual inslailments
of $'180,000 to $275,000 until July 1, 2018, interest from
6.00% to 7.50%.

$712,000 series of 2012, payable in annual installments of
$19,728 to $42,330 until January 1, 2037, interest at 3.37%.

$436,000 series of 2012, payable in annual installments of
$12,080 to $25,920 until January '1, 2037, interest at 3.37%.

$1,193,000 series of 2010, payable in annual installments
of $'180,000 to $219,000 until January 1, 2018, interest at
4.OOo/o.

$470,000 series of 201 1, payable in annual installments of
$'12,448 to $31,101 until January I , 2036, interest at 4.25%.

$162,000 series ol 2012, payable in annual installments of
$4,000 to $10,000 until January 1, 2037, interest at 3.50%.

$ 2,905,000

1,380,000

s25,000

1,190,000

712.000

436,000

1,193,000

470,000

-40-
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$1,030,000 series of 2012, payable in annual installments
of $28,998 to $65,178 until January 1, 2036, interest at
3.7,yo.

Total bonds payable

$ 1,030,000

$ 16,648,020

The annual requirements for the amortization of long-term debts at June 30, 20'13
are as follows:

Bonds Payable
Principal lntorest

2014
2015
2016
2017

2018
2019-2023
202+2028
2029-2033
203+2038

$ 1,173,254
1,252,944
1,335,734
1,429,628
1,529,627
4,997,437
2,753,606
1,538,809

636,981

$ 16,648,020

$ 867,968
919,787
852,341
772,086

1,003,424
2,207,232

904,507
215,507

3,430

_$rl&,282_
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Long-term liability activity for the year ended June 30, 2013 was as follows:

$ 1.173.254

1.113254

P.FenB Endin! B.l.ne

G@.rnm.nr.l A.rivl$6:
Eonds payable

Total long-tem &n|s

glh.r lona-Lm llabllldE:
La.dill obligalrn
Puerlo Rk H.allh
lMran@ Adriinisltatbn

compeneted absc

Tolal othe. lo.g-lem liaLililie

Total M@rent liauldres,
qovehmenlal aclivo6

15. FUND BALANCES

I 84? 000 s 16,64A,02011,495 020

17 195,420 847 000 t6 6,48 020

1,43f,78

355.520

3,749 551

3r5.684

81,171

150,321

1,356.615

671,240

3,599,230

5, 2 857 315,684 231.492 5 627 053 400 000

s 23.037,877 S 315 688 s 1 078 492 S 22.275.013 g 1 5?3 2aA

0.EloCm.d

$-

Oth.,
L@n. lnd G@ernnenLl

6dd! Fun&Gmr.l

IGee€lgovsrent

E@nomic developm.nt

E@nmic dewlopoenl

Gem€l go€mmenl

Cuhue and re@ation

1,135,,151

1 704,.la1

! s 12,9A4
70

199249
n4,522

4,U7 All 28,366

I 12,944
70

199,24S
1.913 973
1,701,481

4,276.1ff

271,N5
6.323

2X.629
322.Uf
32a,105

271.&5
6 323

23,629
322,447
328.105

(3,515,,1001 _ {1515.400)

S 12562691' i 1.104.€1 S 1 135.51 5 4.247811 $ 1.0Iq 19l $ 55'/14?41
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16. FUND BALANCE DEFICIT

The following fund had a deficit in fund balance at June 30, 2013:

Fund Oeficit

General Fund $__2t02-0e'1

The deficit of the General Fund will be covered by future budgetary appropriations.

17. NET POSITION

Net position 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

$ 56,116,475
(16,648,02O)

$ 39,468,455

.I8. RETIREMENT PLAN

a. Plan Description

The Employee's Retirement System of the Govemment of Puedo Rim and its
lnstrumentalities (ERS) is the administrator of a cost-sharing multiple-employer
retirement system established bylhe Commonwealth of Puerto Rico. The System
was created under the ACT ,147, approved on May 15, '1951, as amended, and
became effective on January 1, 1952.

ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirement's systems.

Participation is mandatory except for members of the Legislature, Govemment
Secretaries, Heads of Agencies and Public lnstrumentalities, Assistants to the

-.tJ-
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Govemor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits. Disability retirement
beneflts are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age at retiremenl and number of
years of credlted service. Benefits vest after ten years of plan participation.

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

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

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained lifty-flve
(55) years of age will receive 65% of the average compensation or if they have
attained fifty-five (55) years of agewill receive 75olo ofthe average compensation.
Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for nonrccupational disability a member must
have at least ten (10) years of service. No benefit is payable if the participant
receives a refund of his accumulated contributions.

On September 24, 1999, an amendment to Act No. 447 ot May 15,1951, which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the cunent system as of
December3l, 1999, may elect to stay in the defined benefit plan ortransferto the
new program. Persons.ioining the Municipality on or after 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 joined the current
plan on or after April 1, 1990.
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System 2000 is a hybrid dellned contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be
invested by ERS, together with those ofthe current defined benefit plan. Benefits
at relirement age will not be guaranteed by the Commonwealth of Puerto Rico.

The annuity will be based on a formula which assumes that each year the
employee's contribution (with a minimum of 8.275olo of the employee's salary upon
to a maximum of 10olo) will be invested in an account which will either: (1) eam a
fixed rate based on the two-year Constant MaturityTreasury Note or, (2) eam rate
equal to 7570 ofthe return of the ERS's investment poffolio (net of management
fees), or (3) eam a combinalion of both alternatives. Participants will receive
periodic account statements similarto those ofdefined contribution plans showing
their accrued balances. Disability pensions will not be granted under System
2000. The employe/s contribution (9.275% ofthe employee's salary) will be used
to fund the current plan.

b. Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275o/o ol gross salary in excess of $6,600. The
Municipality's contributions arc 11.275o/o of gross salary. Contributions'
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 20'13
was $657,42'1. The Municipality's payroll for employees covered by ERS was
approximately $5.8 million. The Municipality total payroll for all employees was
approximately $1 0.9 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2013, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.

19. RISK MANAGEMENT

The Risk Management Division ofthe Municipality's Legal Department is responsible
of assuring that the Municipality's property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value- After evaluating this information, the Risk Management
Division submits the data regarding the Municipality's properties to the Area of Public
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lnsurance al the Department of the Treasury of the Commonweallh of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

20. LEASES

Operating Leases

Leasing Arrangement with the Municipality as Lessor:

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

b. Total income from leases during the year ended June 30, 20'13 was approximately
$66,797.

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

The Municipality is obligated under noncancellable operational leases, with periods
nol longer than one year.

21. MUNICIPAL SOLID WASTE LANDFILL POSTCLOSURE

The Municipality discontinued its landfill operations and ceased to accept solid waste
of its landfitl. State and Federal laws and regulations require the Municipality to
perform ce(ain postclosure procedures on its solid waste landfill after discontinuing of
operations and perform certain maintenance and monitoring functions at the landfill
site for thirty years. Postclosure care procedures were assumed by the Municipality
and directed by an extemal consultant. The total estimated liability for postclosure
care cosls has been determined in approximately $1.4 million as of June 30, 20'13.
(See Note 14).
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22, CONTINGENCIES

a. The Municipality receives Federal Grants for specific purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under lhe 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 Municipality's management and outside counsels believe that is probable that
any potential liability that might exist, if any, in excess of the insurance, will not
affect signiricantly the financial position of the Municipality.

23. COMMITMENTS

The Municipality of Hatillo had several outstanding or planned construction projects

as of June 30, 2013. These projects are evidenced by contractual mmmitments with
contractors. The construction projects are commitments to approximately
$5,383,262.

24. CLAIMS

The Municipality of Hatillo has established a claim with the Puerto Rico Department of
Treasury of Pue(o Rico regarding a balance of sales and use lax due. The Puerto
Rico Department of Treasury is the entity that receives payment from taxpayers and
then the municipal portion is remitted to the Municipality.

Since 2007, the Municipality has reported deficiencies between the balance collected
by agency and the balance remitted to the Municipality by them. The balance
claimed is approximately $1,000,000. Also, the lvlunicipality established a claim for
$400,000 in respect of the municipal development fund. These deficiencies have
caused the Municipality operates with less economic resources than budgeted. Asof
today these claims have not been received.

ln addition, the Municipality expect to receive in the year 2013-14 the excess of cash
from the CAE fund conesponding for the year 2012-13 by the amount of $564,000.
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25. SUBSEQUENT EVENTS

- ln preparing these financial statements, the Municipality has evaluated events and
transactions for potential recognition or disclosure through February 26, 2014, the

ate the financial statements were available to be issued.
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