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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
l\,lunicipal Legislature

Municipality of Hati[o
Hatillo, Puerto Rico

Report on the Financial Statements

y-:IT,319,t"9 the accompanying financial statements of the govemmentat activitjes,
eacn majorJund, and the aggregate remaining fund informatio; of the l,4unicipality oi
Hatillo, as of and Jor the year ended June 30, 2d14, and the rerated noies to the financiar
statemen-ts, which colectivery comprise the [,4uniciparity's basic linanciar statements as
listed in the table of contents.

Management's Responsibility for th6 Financial Statements

Management is responsible for the prepaation and fair presentation of these financiar
statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementa-tion, anli main[enance ot intemal
conlrol relevant to the preparation and fair presentation offinanciar statements that are freefrom malerial misstatement, whether due to fraud or error.

Auditors' Responsibility

our responsibility is to express opinions on these financiar statements based on our audit.we conducted our audit in accordance with auditing standards generally accepted in theunited states of America and the standards appriiabre to fina"nciar auirts conrained in
G.overnment Auditing Sfardards, issued by the bbmptro,er Geneiaioiitie UniteA States.Those standards require that we pran ind perfoim the auoit to oiiain reasonabre
assurance aboul whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financiar statements. The procedures serecteo oepenJ on tne auoitors,judgment' incruding the assessment of the risks of materiar misstatJ;ent ot tne financiat
statements, whether due to fraud or error. ln making those risk assessments, tne auditorsconsider intemar contror rerevant to the entity's p;eparation and faii presentation ofthe

Suile 152, PO Box 70250, Sd .rDan. PR. m9lG?250 , ptune (78i) 75GE524, Fd (78r) ,4 {562



flnancial statements in order to design audit procedures that are appropriate in the
circumstances, but not forthe purpose of expressing an opinion on the eifectiveness ofthe
entity'sintemal control. Accordingly, we express no suchopinion. An auditalso includes
evaluating the appropriateness of accounting poricies used and the reasonabreness of
signilicant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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

Opinions

ln our opinion, the financial statements refened to above present fairly, in all material
respecls, the respective flnancial position ofthe govemmentalactivities, ;ach majorfund,
and the aggregate remaining fund information ofthe Municipality of Hatillo, as ofjune 30,
2014, and the respective changes in linancial position, thereofiorthe yearthen ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters

Requ ired Su pplementary lnformation

Accounting principles generally accepted in the United States of America require that the
managemenl's discussion and analysis and budgetary comparison information on pages 4
to 11 and 48 to 49 be presented to supplement the basic flnancial statements. Suchjnformation, although not a part of the basic financial statements, is required by the
Govemmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted ln the
United States of America, which consisted of inquiriea of management abbutthe 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 statements. We do not
express an opinion or provide any assurance on the information because the limited
procedures do not pmvide us with sufficient evidencelo express an opinion or provide any
assurance.

Other lnformation

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality,s basic fin ncial statements. The accompanying
schedule of expenditures offederal awards is presented for purposes of additional anarysii
as required by U.S. Office of Management and Budget Circular A-.133, Audlts of Staies,
Local Governments, and Non-Profit Organizations, and is not a required part of the basic
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financial statements. Such information is the responsibility ol management and wasderived from and rclates direcfly to the underlying accountin! inO ottrei records used toprepare the basic rinanciar statements. The infbrriation has o;en suLjecieo to tne auaitingprocedures applied in the audit of the basic financial .tut"."rtii,iO 
""rtain 

additionalprocedures, including comparing and reconciling such inrormation Oiiecity to tne unOertyin!
accounting and other records used to prepare the basic financialstatemdnts or to tne basicfinancial statements themserves, and oiher aooitionar pioieouies- in-accoroance withauditing standards generally accepted in the United State! ol Ar-"rlJ". l,iou,opinion, tn"schedute of expenditures of federat awards is fairV ;taied, ;; ;ii-iaieriat respects, tnrelation to the basic financial statements as a whole.

Olher Reporting Required by Government Auditing Standards

ln accordance with G ovenment Auditing Standards, we have also issued our reportdated
December 23, 2014, on our consideration of the rr,,f unicipality J-riJirlil internat controtover.financiat repoding and on our tests ot its comptianc! witi lertain ir-orisions ot taws,regulations,. contracts, and grant agreements and other matters. The purpose of thatreport.is to describe the scope of our testing of jnternal controt over tinancLt rbporting anOcompliance and the results of that testing, and not to provide a; opinl;; o; internal controlover financiat reporting or on compliance. That report ii 

"n-illegi"i 
p"rt of an auditperformed in accordance with covernment Auditing Standards inloniiOe?ing [,lunicipatitof Hatillo's internat control over financial reportingind comptil;;. - --'

San Juan, Puerto Bico
December 23, 2014 fl;uaa?,.ua ! (o
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Commonwealth ol puerto Rico
Municipatity of Hatiflo

ManagEment's Discussion and Analysis

Year Enqed June 30, 2014

MANAGEMENT'S DISCUSSION AND ANALYSIS

TJre.Municiparity of HatiIo (rhe "Municiparity') discussion and anarysis has been designed withthe followings goats:

a)
b)
c)

d)
e)

Assist the reader in focusing on significant financial issues,
PIOvrde an overview of the Municipality,s financial activity,
ldentify changes in.the Municipality,s linancial position (its abilityto addressthe next andsuosequent year cha enges),
ldentify any material deviations from the tinancial ptan (the approved budget), and;
ldentity individuallund issues or concerns.

Since the Management's Discussion and Anatysis (t O&A) is designed to focus on the currentyear activities. resutting changes and curren i known facis, pfeas'e .eaJii in con;rnction withthe i/unicipality s financial statements.

USING THIS ANNUAL REPORT

This annual report consists of a series of new linancial statements with a change in lhe locusfrom previous linancial statements. The new focus is on Ootn fne lifunicipallfy as a whola(govemment-wide) and the major individuat tunds. Both p"r+""iir".'tgo";nment_wide andmajor fund) attow the user to address retevant questions, broad"n i O".iJio-orpurison (year
to year or government to government) and enhance the Municipaiity,i accountaOifity.

FINANCIAL HIGHLIGHTS

. The l\,lunicipatily net positions increased by $3,079,930.. ln the fund financial statements, general lund revenues increased by g3,209,7S3.. The generatfund has a surptus ot $647,062.. On a budgetary basis, actual revenues exceed actual expenditures by g1,315,g25.. Capital expenditures amounted to $1,.t18.822.
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Commonwealth of puerto Rico
Municipatity ol HatiIo

Management's Discussion and Analysis

Year Ended June 30,2014

Government-Wide Financial Slatements

The Government-Wide Financial Statements are designed to provide users oI the financial
statements with a broad overview of the Municipalivs finances in a mannei similar to private-
sector companies. The Stalement oI Net positions presents information on a of the
r,luniciparity's assets and riabirities, wilh the ditference between ootn ,elorteo as net positions.
over time, increases or decreases in net positions may serve as i usJut iiiicator or wnetner
the financial posilion oI the Municipatity is improving oi deteriorating_ 

- -

The statement of Activities presents information showing how rhe Municiparity's net positions
changed during the most recent liscal year. A changesln net positions ;; reported as soon
as the.underlying event giving rise to the change occurs, regardiess ot ttre iiring ot tne retateO
cash flows. Thus, revenues and expenses are reported inlhe Statement of Aciivities that will
only resurt in cash lrows in tuture fiscar periods. The statement ot Activitie; is focused on both
the gross and net cost of various activities, which are provided bythe govJmment,s generaltax
and other revenues. This is intended to summarize and simpri( theiser's anarysii oI cost orvarious governmental services.

Fund Financial Slatements

IT L-rg,l,!:I",d.:!utgl"lF provide detaired information abour the Municipatity,s most
srgnrrcanr runds, not the [runicipatity as a whole. The Municipatity has only one kina of fund
which is the governmenlal fund.

Governmental funds are used to accouni for essentially the same functions reported asgovernmental activities in the Government Wide Financiai Statements. However, unlike the
Government wide Financiar statements, Government Fund Financiar S;tements focus on nearterm inllows and outflows of spendable resources, as well as on Oifinces of spendable
resources available at the end of the fiscal year. Such intormation is useful in evaluating theMunicipality's near term financial requirements.

Because the focus o, governmental funds is narrower than that ol the governmenl wide financial
statements. it is usefurto comparethe information presented ror gove;mentalunds with simirar
rnrormatron presented for governmentar activities in the government wide financiar statements.
By doing so, users of the basic financiar statements may-better unoerstino ini tong-term impact
of the Municiparity's near term rinanciar decisions. Both ot rne coueinm"niar Fund Barance
Sheet and the Governmental Fund StatementoJ Flevenues, ExpenOtures inO'Cnanges in funO
Balances provide a reconciliation tofacilitate this comparison b"t*""n lou"rnr"nt"l lunds andgovernmental activities.



Commonwealth ol puerto Rico
Municipatity of Hati[o

Management's Dlscussion and Analysis

lnfrastructure Assets

Historically,.a government's largest group of assets (infrastructure _ roads, bridges, tralfic
signals, underground pipes [unless assoclated with a utility], etc.) nave not been reporteO nor
depreciated in government financiar statements. GASB 34;;quires thattheseassets oe varued
and reported within the governmentat column ofthe Government-wide state;ents. Additiona y,
the.government must erect to either (a) depreciate these assets over thel;;stimated usefur rireor (D) deverop a system of asset management designed to maintain the service deliverypotential to near perpetuity. lf the government developi the asset manageme system (the
modified approach) which periodica y (at teast every ihird year), Oy cate;ory, measures and
oemonstrates its maintenance of locally established levels of service standa-rds, the government
may record its cost or maintenance in rieu oI depreciation. The inrormation abou! the condition
and mainlenance of condition of the government infrastructure assels ah ld assist financial
slarement users in evalualing a local government and ils perlormance over lime. The
Munrcrparrry has etected to depreciate infrastructure assets instead of using the moditied
approach.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Positions

AS noted earlier. net positjons may serve over time as a useful
financial position. The trunicipalitys net positions totated $40.2
compared to 938.2 million at the end ol the previous year.

6-

indicator of a government's
million at the end of 2014,

The rargest. portion.of the Municiparity's net positions consisls o, the investment made
tnrougnout the years in capitalassets such as land, buildings, equipmentand infrastructure. The
Municipality uses these capital assets to provide servicei to its citi.ens; consequen y, tnes"
assets are not available-for tuture spending_ Although, the Municipalih/s invesiment in it; capital
assets is reported net of related debt, it should be noted thatthe resources needed to repaythis
debt must be provided lrom the Debt Service Fund, since the capitiiisieis themsetves cannot
be used to liquidate these riabirities. The amounts restricted ror rieot service iepresents anotnerportion of the net positions, and these are resources subject to external restrictions for thepurposes explained above.



Commonwealth of Puerto Rico
Munlcipatity ot Hatillo

Management's Discussion and Analysis

Year Ended June 30, 2014

Municipality of Hatillo

Condensed Statement ol Net Position

Juno 30, 2014 and 2013

Curent assets

Capital assets

Total assets

Currrent liabilities

Noncunent liabilities

Total liabilities

Defened infows of resources

Total defened infows of resources

ln\ested in capital assets, net of related debt

Restricted

Unrestricted

Total net positions

68,120,393 67,233,487

2014 2013

$ 13,247,900

54,872,493

$ 11,117,012

56,'t 16,475

2,860,470

21,544,314

2,595,409

23,143,041

24,404,784 25,738,450

3,496,491 3,297,040

3,496,491 3,297,O40

39,504,473

4,981,781

(4,267,136)

39,468,455

5,952,292

\7,222,750)

$ 40,219,118 $ s8,197,997

Changes in Net Positions

The net positions increased by 93,079,930 in comparison with prior year. Approximately 77
percent of the l,lunicipality's total revenue came from taxes wfrile 1d percent resulted lrom
granls and contributions, jncluding federal aid. The Municipality,s expenses cover a range oI
services. The largest expenses were for general government, public work, culture and
recreation, and health and welfare.

-7 -



Commonwealth ol Puerto Rico
Municlpality of Hatillo

Management's Discussion and Analysig

Year Ended June 30, 2014

Municipality ot Hatillo
Condensed Statement of Actlvities
June 30, 2014 and 2013

Program revenues:

Charges for services
Operating grants and contributions
Capita! grants and contdbutions

General revenues:

Property taxes
Municipal licensetaxes
Sales and uses taxes

Grants and contributions not

restricted to specific programs

lnterest, fines and penalties

l\4iscellaneous

Total revenues

Expenses:

General government

Public safety
Public work

Culture and recreation

Health and welfare
lnterest on long-term debt

Total expenses

Change in net position

Net positions beginning of year, as restated

Net positions, end ot year

2014 2013

$ 1,718,446

990,547

1,147,285

$ 1,404,265

856,345
1,217,2fi

8,497,559
4,442,054

5,918,776

4,082,29'l
89,813

802,962

zt,o69,taJ

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

3,510,895
130,625

94,137

10,551,023

1,231,006

7,518,988
2,587,755

2,145,635

575,396----Z60efo-5-

'11,076,480

1,423,s99

8,062,743
2,674,249
2,102,966

627,901

25,967,938

3,079,930

37,r39,188

(2,029,139)

39,512,844

$ 40,219,118

-8-
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Commonwealth ot Puerto Rico
Municipallty of Hatillo

Management's Discussion and Analysis

Year Ended June 30, 2014

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accountingto ensure and demonstrate compliance
with f inance-relaled legal requirements.

Governmental Funds

The focus of the lllunicipality's governmentat funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is usefulin assessing
the Municipality's financing requirements. ln particular, unreservedlund balance mayserveas a
uselul measure ol a government's net resources available for spending at the end ol the liscal
year.

As of the end of the current liscal year, the Municipalit)/s governmental funds reported
combined ending fund balances of 97,230,8M, an increase ol $.t,686,561 in comparison with
ihe prior year.

The general fund is included within the governmentat funds; it is the chief operating fund of the
Municipality. As oI June 30, 2014, the generat fund has a surptus of $647,062. The prior year
deficit was eliminated during fiscal year 2013-2014.

Notes lo Financial Slatements

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

Bequired Supplementary lnf ormation

The stalements are followed by the required supplementary information that contains the
budgetary comparison schedule for the General Fund.

9-



Commonwealth of Puerto Bico
Municipality ol Hatillo

Management's Discussion and Analysis

Year Ended June 30, 2014

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapilalAssets

The Municipality's investment in capital assets as of June 30, 2014, amounts to $76.5 mi ion,
net ol accumulated depreciation of $21.6 million, leaving a net book value ol9S4.9 million. This
investment in capital assets includes land, buildings, improvements, equipment, inlangibtes,
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 finances a significant portion ol its construction activities through bond
issuances. The proceeds from bond issuances designated for construction activities are
committed in its entirety for such purposes and cannot be used for any other purposes.

The Municipality acquired a total of $1,71 1 ,325 of capitat assets during the fiscal year 2013-
20'14 as follows:

. Construclion in progress - $1,048,345

. Building and building improvements - $592,503

. Acquisition of equipment and vehicles - $70,477

Olher pojects related to repair and maintenance ol roads (not capitalized) was development
during the fiscal year 2O13-2O14.

Debt Adminisiration

The Puerto Bico Legislature has established a limitation torthe issuance ol generat obtigation
municipal bonds and notes for the payment of which the good failh, credit and taxing power ol
each municipality may be pledged.

The applicable law also requires that in order lor a municipality to be able to issue additional
general obligation bonds and notes such municipality must have suificient ,.payment capacity.,'
Act No. 64 provides that a municipality has sufficient ,,payment capacit)/ to incur additional
general obligation debt if the deposits in such municipatity's Redemption Fund and the annuat
amounts collected with respectto such municipality's SpecialAdditionalTax (as delined below),
as proiected by GDB, will be sutficient to service to maturity the municipati!y's outstanding
general obligation debt and the additionat proposed general obtigation debt (.payment
Capacity').

- 10 -



Commonwealth ol Puerto Rico
Munlclpality ol Hatillo

Management's Discussion and Analysis

Year Ended June 30,2014

The lvlunicipality is required under applicable law to levy the Special Additional Tax in such
amounts as shall be required for the payment of its general obligation municipal bonds and
notes. ln addition, principal of and interest on all general obligation municipal bonds and notes
and on all municipal notes issued in anticipation ol the issuance of general obligation bonds
issued by the Municipality constitute a tirst lien on the Municipality's Basic Tax revenues.
Accordingly, the lrunicipality's Basic Tax revenues would be available to make debt service
payments on general obligation municipal bonds and notes to the extent that the Speciat
Additional Tax levied by the Municipality, together with moneys on deposit in the Municipality's
Redemption Fund, are not sutficientto 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 FACTOFS AND NEXT YEAR'S BUDGETS AND RATES

The l\4unicipality relies primarily on property and municipaltaxes as well as federal grants to
carry out the governmental activities. Historically, property and municipal taxes have been very
predictable with increases oI approximately five p€rcent. Federalgrant revenues may vary if new
grants are available but the revenue also is very predictable.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayers,
customers, investors and creditors) with a generaloverview oI the irlunicipality's finances and to
demonstrate the Municipality's accountability. lf you have questions about the report or need
additional financial information, contact Mr. Anlonio Alvarez Medina, Chief Financial Otficer on
the Finance Olfices in the Central Town, Hatillo, Puerto Rico.

'1 '1 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

STATEMENT OF NET POSITION
JUNE 30,2014

Assets

Cash in bank (Not$ 2 and 4)
Cash with liscal agent (Notes 2 and 4)
Accounls receivable:

Sales and use taxes
Property taxes
Other

Due from other agencies (Note 8)
Capital assets, net (Note 10)

Tolal assets

Liabilities
Accounts payable and accrued liabitities
Due to other agencies (Note t i)
l\4atured bonds and interest payable
Provision for claims and judgments

Noncurrent liabilities (Note l4):
Due within one year
Due in more than one year

Accrued interest
Total liabilities

DeJerred lnllowg o, Resources (Note 6 and 12)
Unearned revenues from:

Municipal license taxes
Total deferred inflows ol resources

Nel Position
lnvestment ;n capital assets, net ol related debt
Restricted for:

Debt service
Capital projects

Unrestricted

Total net position

Goveinmenlal
Activities

$ 2,193,129
8,748,050

455,679
23,t 91

65,750
1,762,101

54,872,493

68,120,393

Liabilities. Delerred lnllows ol Resources. and Net position

't,348,362

372,533
1,119,075

20,500

1,650,254
19,060,065

833,995

39,504,473

901,996
4,O79.785

(4,267,136)

$ 40,219,118

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

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

JUNE 30, 2014

- Total fund balances - govemmental funds

Amounts reported for govemmental activities in the statement
- of net position are different because:

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

. Other assets are not available to pay for cunent-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)

Nel position of governmental activities

$ 7,230,804

54,872,493

284,'135

(22,168,3',t4)

$ 40,219,118

The accompanying notes are an integral part of these basic financial statements.
-16 -
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CO',I MOMTEALTH OF PUERTO RICO
MUNICIPALIIY OF HATILLO

RECONCILATION OF THE STATEIIENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEi'ENT OF ACNVMES
FOR THE FISCAL YEAR ENDED JUNE 30,2014

Net change in fund balances - total govemmental funds

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

. Governmental 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 depreciat;on expense.

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

. Revenues in the statement of activities that do not provide current
financial resources are not reported as revenues in the fund financial
statements.

. Govemmental funds report principal payments on loog-term obligations as
expenditures, whereas the principal payments reduces the long-term
obligations in the statement of activities.

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

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

Changes in net position of govemmental activities

$ 1,686,56'l

1,118,822

(1,303,995)

13,815

'1,100,000

33,973

430,754

$ 3,079,930

The accompanying notes are an integral part of these basic financial statemenls.
- 18 -



1.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

ORGANIZATION

The Municipality of Hatillo, Puerto Rico (Municipality) was founded in '1823. The
Municipality is a political legalentitywith full legislative and administrative faculties in
every affairofthe municipalcharacter, 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, public works, environmental control, 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 N,layor and the legislative by the Municipal
Assembly, which has 14 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

The flnancial information of the Municipality is presented ln this report as follows:

. lvlanagement's Discussion and Analysis - lntroduces the basic flnancial
statements and provides an anallical overview of the Municipality's financial
activities.

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

2.

- 19 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

. Statement of Net Position - The statement of net position is designed to display
the financial position of the lvlunicipality, 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
unrestricted.

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

. Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a govemment's accountability to the public.
Under the reporting model, the l,4unicipality will continue to provide budgetary
comparison information in their financial staternents. An important change,
however, is a requirement to add the govemments original budget to the cunent
comparison of final 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 government, component units and
olher organizations that are included to ensure that Ilnancial 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 financially accountable.

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

-20-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 20,14

1) The Mayorappoints a voting majorityof an organization's goveming bodyand,
either (1) the Municipality has the ability to impose its will on that organization
or (2) the organization has the potential to provide specificfinancial benefits to,
or impose specific flnancial 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 linancial data of the
component units' balances and transactions in a manner similar to the
presentalion of the Munlcipality's balances and lransactions or discrete
presentation ofthe component units' flnancial 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 fscalyear
ended June 30,2014.

b. Govemmeni-Wide and Fund Financial Statements

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

The statement of activities demonslratesthe degree to which the direct expenses
of a given function or segments are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment- Program
revenues include: 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment; and 2) grants and contributions that are restricted to meeting the
operationalor capital requirements of a particularfunction or segmenl. Taxesand
other items not properly included among program revenues are reported instead
as general revenues.

-21 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

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

Separate fund flnancial statements are provided for governmental funds. Major
governmentalfunds are reported on separate columns to segregate transaclions
related to certain functions or activities in separale funds in order to aid linancial
management and to demonstrate legal compliance.

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

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The accounting and financial reporting treatment is determined by the applicable
measurement focus and basis of accounting. Measurement focus indicates the
type of resources being measured such as culrenl financial resources ot
economic resources. The basis of accounting indicates the timing oftransactions
or events for recognition in the financial statements.

The government-wide financial statements are reported using the economic
resources measure ment focus and the accrual basis of accounflng. Revenuesare
recorded when eamed and expenses are recorded when a liability is incuned,
regardless of the timing of the 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.

The govemmental fund financial statements are reported using the current
financial resources measurements 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 current period or soon enough thereafter to pay liabilities ofthe current
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 incurred, as under accrual

-22-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCALYEAR ENDED JUNE 30,2014

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 governmental funds. lssuance of long-term debt and acquisitions under capital
leases are reported as other financing sources.

Property taxes, sales taxes, franchise taxes, licenses, and interests associated
with the current fiscal period are all considered to be susceptible to accrual and so
have been recognized as revenues of the curent fiscal period. Entitlements are
recorded as revenues when all eligibility requirements are met, including anylime
requirements, and when 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 or within 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
govemment's policy to use restricted resources first, and then unrestricted
resources as they are needed.

The [/unicipality reports the following major governmental funds:

1) General Fund

The general fund is the operating fund ofthe Municipality and accounls for all
financial resources, except those required to be accounted for in anotherfund.

2) Debt Service Fund

The fund is used to
made for principal
govemmental funds.

account for the resources accumulated and payments
and interest on long-term generai obligation debt of
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

3) Loans and Bonds Fund

The loans and bonds fund is used to account for the flnancial resources forthe
loans through the Governmental Bank for the acquisition of property and/or
construction of major impovements which are not Iinanced by other funds.

Cash and Cash with Fiscal Agent

The lvlunicipality'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 qualilled 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 Assembly of Puerto Rico, for the
payment of curent liabilities, and bonds and notes issued forthe acquisition and
construction of maior capital improvements. Cash with liscal agent in the debt
service fund represents special additional property tax collections withheld bythe
Commonwealth of Puerto Rico and restricted forthe payment ofthe Municipality's
debt service, as established by law.

lnterfund Receivables and Payables

Activity between funds that are representative of lending/bonowing arrangements
outstanding at the end ofthe fiscalyearare refened to as eitherdue to/from other
funds (i.e., the cunent portion of inlerfund loans) or advances to/from other funds
(i.e., the non-cunent portion of interfund loans). All other outstanding balances
between funds are reported as due to/from other funds.

Capital Assots

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 repo(ed in the applicable
governmental or component units columns in the govemment-wide financial
slatements.

e.

-24-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI4

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

I nfrastru cture
Buildings and building improvements
Furniture and flxtures
Vehicles and equipment

g. Fund Balances

Useful Life

20-50 years
20-50 years

5-20 years
5-20 years

The Municipality adopted the provisions of GASB Statement No. 54, Fund
Balance Repofiing and Governmental Fund Type Definitions (GASB No. 54),
which enhanced the usefulness offund balance information by providing clearer
fund balance classifications that can be more consistently applied. This statement
establishes fund balance classifications that comprjse a hierarchybased primarily
on the extent to which the Municipality is bound to observe constraints imposed
upon the use of the resources reported in govemmental funds.

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

1) Nonspendable - Represent resources that cannot be spent readilywith 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 conslitutional provisions, extemal resource providers

-25-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

(externally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates a new revenue source and restricts its use).
Effectively, restrictions may be changed or lifted only with the consent of
resource providers.

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 resolutions and ordinances) and can only be
changed by a similar law, ordlnance or resolution, no later than the end of
fiscal year.

4) Assigned - Represent resources intended to be used by the Municipality for
specific purposes but do not meet the criteria to be classilied as restricted or
committed (generally executive orders approved by the Mayor). lntent can be
expressed by the lvlunicipal Legislature, the Mayoror by an official or hody 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.

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 classification is used only to
report a deficit balance resulting from overspending for specific purposes for
which amounts had been restricted, committed, or assigned.

Negative fund balance amounts are amounts assigned to eliminate the deficit.
Consequently, negative residualamounts 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 meet the other criteria forthose classilications, as described above and
(2) the circumstances or conditions that indicate the need for stabilization are
ldentifled in sufficient detail and are not expected lo occur routinely. However, the
Municipality has not entered into any stabilization-like arrangemenls, nor has set
aside material financial resources for emergencies and has not established any
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COMMONWEALTH OF PUERTO RICO
MUNICTPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

formal minimum fund balance amounts as ot and for the fiscal year ended
June 30,2014.

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

The classilication oI the lvlunicipality's individual governmental lunds among
general, debt service, special revenue, and capital projects fund types used in
prior fiscal years lor linancial reporting purposes was not attected by the
implementation of GASB No. 54.

Rlsk Financing

The Municipality 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 oI Puerto Rico.
Cost o, insurance allocated to the Municipality and deducted lrom the gross
property tax collections by the Municipal Revenue Collection Center (the "CRlM")
for the year ended June 30, 20'14 amounted to $421 ,263. The current insurance
policies have not been cancelled or terminated. The CRIM also deducted
$4'19,654 for workers' compensalion insurance covering allmunicipalemployees.

Compensated Absences

Employees are entiiled 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 iI have been employed
for at least 10 years in the municipal government. On July 1997, state Law 152
supra amended the Article 12.016, Section b (2) of the 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 oI sick leave must be paid until March 31

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



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30, 2014

j. Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires managementto make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported 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
Iinancial statements of the agencies mentioned above.

k. Future Adoption of Accounting Pronouncements

The Govemmental Accounting Standards Board has issued the following
statements that the Municipality has not yet adopted:

Statement
Number Statement Name

Adoption Required
in Fiscal Year

68 Accounting and Financial Reporting for 2O'l+15
Pensions - an amendment of GASB
Statement No. 27

71 Pension Transition forcontribution Made 2014-15
Subsequent to the Measurement Date -
an amendment of GASB Statement No.
68.

The impact ofthese statements on the Municipality's financial statement has not
yet been determined.
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l. Deferred inflows

The Municipality adopted the provisions of GASB Statement No. 63, F,nancial
Repoiing of Defened Outflows of Resources, Defened lnflows of Resources, and
Net Pos,?ion (GASB No. 63).

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

. Potenlial revenue does not meet both the "measurable' and "available" criteria
for revenue recognition in the current 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, 2014 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, v,/hen the revenue recognition
criterion is met, the liability for deferred inflows is removed and revenue is

recognized.

Defened inflows at the government-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.WDE AND FUND FINANCIAL
STATEMENTS

The govemmentalfund balance sheet includes reconciliation between fund balance'
goveinmental funds and net positions of govemmental activities as reported in the
govemment-wide siatement of net positions. One element of that reconciliation
;xplains that some tiabilities, including bonds payable, are not due and payable in the

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTES TO THE FINANCTAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

cunent period and therefore are not reported in the funds. The details of the
approximately $22.2 million differences are as follows:

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

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

$ 15,368,020
3,395,647
'r,946,652

833,995
624,000

_9_4168_014

4. DEPOSITS

Custodial credit risk is the risk that in the event of a bank failure, the government's
deposits may not be retumed to it. Under Puerto Rico statutes, pubiic funds
deposited in commercial banks must be fully collateralized forthe amount deposited
in excess of federaldepository insurance. All securities pledged as collateral are held

by the Secretary of the Treasury of Puerto Rico. In addition, the Municipality
maintains deposits with the Government Development Bank for Puerto Rico (GDB).

The deposits at GDB of $4,'166,972 which are restricted principallyfor capital projects

and the $4,581,078 in the debt service fund are unsecured and uncollateralized, as
no collateral is required to be canied by govemmental banks.

The Municipality maintains ils investments in three (3) banks located at Puerto Rico.
Allkind ofdeposit is guaranteed bythe Federal Deposit lnsurance Corporation (FDIC)

up to $250,000.

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

regulations.
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5. PROPERW TAXES

The Municipal Revenues Collection Center (CRIM) ol the Commonwealth of Puerto
Rico is responsible by law lor the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is sell assessed by the
taxpayer. The assessment is made in a return which must be liled with the CRIM by
May '15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as ol January 1 oI each year and is based on estimated currenl
values of the property as oI year 1957. The tax on personal property must be paid in
full together with the return on or before i/ay 15. The tax on real property is due in
two equal installments in July 1 and January 1, tollowing the assessment date.

The rates are 9.05% for real property and 7.o5o/. 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 tax payer

5.72"k 3.72'/.
1.03% 1.03%
250% 2.50"/"
0.27.1 a.2%)

9.95% 7,95%

The Municipality's basic propertytax rate represents the portion which is appropriated
for general purposes and accounted Ior in the general lund.

The "Additional special property tax - municipal" is resticted 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 "Addilional special property tax - state" is collecled by the CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations
issued by the state government.

Besidential real property occupied by its owner is exempt by lawfrom the payment of
property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
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Municipality, except for property assessed at less than $3,500, forwhich 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 CBINI.

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

Prior to the beginning of each fiscal year, the CRllVl intorms the Municipality oI the
estimated amount ol property tax expected to be collected forthe ensuring fiscalyear.
Throughout the year, the CRIM advances tunds to the Municipality based on the initial
estimated collections. The CBIM 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 Municipalityand amounts actually collected from laxpayers.
This settlement has to be completed on a preliminary basis not later than three
months after fiscal year-end, and a linal settlement made not later than six months
after year ends. lf the CRIM remits to the Municipality property tax advances, which
are less than the tax actually collected, a receivable from the CBIM 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.

i/anagement believes, based in part on the experience from prior years, that when
received, the finalsettlement lrom CRIM will not show a significant dilference lrom the
preliminary settlement and that such difference, it any, will not have a material effect
on the financial condition of the Municipality.

Based on the final settlement received from CRIM related to fiscalyear 2013-2014 on
the six-month period after fiscal year ends, the amount collected by CRIM irom
taxpayers and charges exceeded the amount advanced by CRIM forthe same period
by $398,229. Such amount is presented as due Irom CRIM in the accompanying
financial statements. (See note 8).
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6. MUNICIPAL LICENSE TAXES

Municipal License Taxes receivable are recorded in the fiscal year in which payment
is due and, accordingly, represent taxes which are due and uncollected at June 30,
20'14. The annual lvlunicipal License Tax is determined based on lhe gross income ol
all commerce and industrial organizations who have operations in the Municipality o,
Hatillo, and are not totally or partially exempt under the lndustrial lncentive Law o,
Puerto Rico.

An annual return oI business volume should be filed on or before April 15 oI each
year and payable in two equal installments due on July 'l and Januarl . A discount
oI 5% is allowed when full payment is made on or before April '15.

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

Savings and loans associations 1 .00%
1 .500/0Financial institutions

Other organizations:
up ro $100,000=

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

.30"k
= .4oo/o

= .50%

The amounts collected in advance are recorded as delerred inflows oI resources in
the General Fund. The Municipality invoiced and collected in advance during the
current year $3,496,49'1, corresponding to the next fiscal year municipal license.

7. SALES AND USE TAX

On July 29,2007, the Commonwealth Legislature approved Act. No. 80 ("Act 80").
The Act imposed to all the Municipalities oI Puerto Rico a uniform municipalsales and
use tax of 1 .5%. Effective August 1 , 2007, 1% of the 1 .5% will be co ected by the
Puerto Rico Department of Treasury.

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

imposed and distributed as follows:

a. .2% ot the .5% will be deposited in a "Municipal Development Fund" to finance

costs as restricted bY the Act.

b. .2"/" ol ll|e,5% witl be deposited in a "Municipal Redemption Fund" to finance

loans to municipalities subiect to restrictions imposed by the Act and'

c. .1% of the .5% will be deposited in a "Municipal lmprovement Fund'' to finance- 
"upit"l 

irptor"rent projects; these funds will be distributed based on legislation

f rom the Commonwealth's Legislature.

8. DUE FBOM OTHER AGENCIES

Government oevelopment Bank (RD) (Other Governmental Funds)

Municipal Revenue Collection Center (CRIM) (General Fund)

OCAM (SBGP Program) (Other Governmental Funds)

Puerto Bico Treasury Department (General Fund)

Puerto Flico Labor Department (Other Governmental Funds)

Puerto Rico Family Department (Other Governmental Funds)

Total

$ 675,316
398,229
384,754
284,134

15,875
3,793

$ 1.762..l01
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9. INTERFUNDTRANSACTIONS

a, Due From/To Other Funds:

The due from and due to other fund balances as of June 30, 2014 are as Iollows:

Receivable Fund Payable Fund Amount

General
General
General
Other Governmental Funds

Debt Services Fund
Other Governmental Funds
Loans and Bonds
Other Governmental Funds

$ 2,661,277
203,413
76,876

9,182

$ 2,950,748

The balance of $203,413 due to the general fund from the Other Governmental
Fund represents disbursements made to several funds to cover payloll 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 unrestricled revenues collected in the
general lund to linance various programs accounted for in other tunds in
accordance with budgetary authorizations.

b. lnterfund Translers:

lnterfund translers lor the year ended June 30, 2014 consisted of the following:

Transter ln Transfer Out Amount

General Fund Debt Service $ 2,663,203

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

Capital asset activity for the Municipality for the year ended June 30, 2014 was as
follows:

Prlmary Govommqnt

Balancs
Julyl,2013,
A3 Rs3tated lncr€a$3

aalance
Decrsaees Juno 30, 20'14

Gov€mmsntal Activiti€:
Capital assets, nol being deP€ciated:

Consttuction in progrcss

Total capitalassels, not being depreciated

capilal assets, being deprcciated:
Buildings and building impovemenls
Vehicles and equipment

Total capital assels, being deprecbted

Less accumulaled depreciation lor
Buildi.gs and building imprcvernenls

Vehicl€s and equipmed

Total accumulated dePrccialion

Totalcapital assets, being depreciated, net

Govemmenial aclivilies caoital asseis, net

$ 24,690,244
3,957,870

28,648,114

25,366,664
8,147,93A

13,224.116
46,738,718

7,0A2,542
6,604,534
6,642,090

20,329,166

26.409.552

_-$15.!Er-0q0-

$
1,048,34s
1,04€,345

592,503
70.477

$

_--!93i!x

$ 24690,244
4,413,712

29,103,956

25,959,167
8,218,415

13,224,116
47,401.698662,980

590.049
245,428
468,518

1 303,995

(641.015)

-lloz330-

7,672,591
6,849,962
7110,608

s 592 503

21.633,161

-$---l43z2l9l-

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

follows:

General government
Public safety
Recreation
Health and welfare
Public works

Total depreciation expense{ovemmental activities

$ 260,799
156,479
312,959

39,120
534,638
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1,I. DUE TO OTHER AGENCIES

Puerto Rico Water and Sewer Authority
Retirement System Administration
State Employment Association ("AEELA")

Treasury Department
General Services Administration

Total

$ 205,037
133,714
22,560
10,972

250

$ 372,533

12. DEFERRED INFLOWS OF RESOURCES

a. Municipal License Taxes

The deferred inftows of resources of $3,496'491 in the general fund related to

municipallicense tax collected in fiscalyear 2013-2014 that willbe eamed in fiscal

yeat 2O1,4-2015.

b, Federal Government

The defened inflows of resources presented as federal govemment represents

the portion of federal grants received for which qualifying expenditures have not

been incuned. The imounts were determined taking into consideration the

specific years of the grant.

13, INTERGOVERNMENTALREVENUES

lntergovemmental revenues in the general and capital projectsjunds consist mainly

of coilections 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, 2014 are as follows:

Bonds

$715,000 series of 1996, payable in annual installments of

$1O,OOO to $65,000 until July 1, 2020' interest fmm 6.75010

to 6.5670. $ 32o,ooo

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

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

6.69% to 6.56%. 'l,725,000

$55o,ooo series of 1998, payable in annual installments of

$14,000 to $38,020 until January 1' 2020, interest at

4.5o1o. 206'020

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

of $4o,OOO to $25o,oOO until July 1, 2023, interest from

6.31% to 6.56%. 1,650,000

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

$17,000 to S44,OOO until January 1 ' 2022, interest at 4 50%'
300,000

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

of $3O,OOo to $20O,Ooo until July '1, 2025, interest from

6.13% to 5.60%. 1,520'ooo

$3,370,000 series of 2007, payable in annual installments

of $60,000 to $295,000 until July 1, 2029, interest from

3.93o/o to 7.50o/o. 2,805,000



COMMONWEALTH OF PUEFTO RICO

MUNICIPALITY OF HATILLO
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

$1,510,000 sedes ol 2008, payable in annual installments of

$2o,oo0 to $13O,OOO until July 1, 2023, interest lrom 2.43%

to 7.50%.

$'l,O55,oOO series of 201 1, payable in annual installments ol

$4O,OOO to $1'l5,OOO until July 1, 2025, interest from 6.00"/"

to 7.500/0.

$1.560,000 series ot 20'12, payable in annual installments of

$18O,OOo to $275,000 until July 1 , 2018, interest lrom 6'00%

lo 7.5O"/".

$712,000 series ol 2012, payable in annual installments ot

$19,728 to $42,330 until January 1, 2037, interest at 3.37%.

$436,000 series o, 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 oI

$18O,OOo to $219,000 until January 1, 2018, intelest at

4.O0"/".

$47O,OOO series ol 201 '1, payable in annual installments of

$12,448 to $31 ,101 until January 1, 2036, interest at 4.25%.

$162,000 series of 20.12, payable in annual installments ol

$4,OOO to $1O,OO0 until January 1 , 2037, interest at 3.50%.

$1,O3o,OOO series of 20'12, payable in annual installments of

$28,998 to $65,178 until January '1, 2036, interest at 3.75%.

Total bonds payable

$ 1.350,000

875,000

985,000

712,OOO

436,000

826,000

470,000

158,000

1,030,000

$ 15,368,020
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The annual requirements lor the amorlization of long-term debts at June 30' 20'14

are as follows:

Bonds Payable
Principal lnlerest

2015
2016
2017
2018
20'19

2020-2024
2025-2029
2030-2034
2035-2037

$ r,250,254
1 ,332,944
1,426,733
1,526,626
r ,109,627
4,370,184
2,609,692
1,174,912

567,048

$ 833,995
855,129
774,978
644,422
595,171

2,O22,161

893,755
273,398

46,420

$15.368,020 $6,983,429

Long{erm liability activity for the year ended June 30, 2014 was as follows:

Primary Governneflt Adiustm€ot PaYrnents

Ending Duewi$in
Balanc. Ons Year

s 15,368,020 $ 1.250,254

671.204
400,000

B€ginnlnq

Gov€rnmental 
^ctiviti6.:

Total longterm d€bis

Othor lonlHs.m llabllltl€.:

lnsu6nce Administraton

Compe.sled absences

Total other lonq-tem liabiliiies

Total noncunent liabifines,

govemmenial activities

$ r6,6€,020

16,6{a,020

s (180,000)

(180,000) 1 5.36a,020 1 2@,254

't,275,444

s 1,100.000

1,100,000

1,356,615

671,m8
3,s99,230

5,6r.053

a1.171

203,543

284.754 5,312,299 400,000

$ 22.275,073 $ (1SO,oOo) s 1.3a4.754 S 20.710.319 S 1,650,254
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15. FUND BALANCES

Loan3 and
Debt Sewlce Bond3

other
Gov€rnmental

Fundg Total

Restdcted:
General qovemment

Heallh and w€lfare

Economic dev€lopment

Committed:
Economic development

Assigned:
General govemment

Health and \,wlfare

Culture and aecreation

Unassigned

901,996

4,079,785

oa,aua
194,080

1,345,252

19,276

$
43,353

194,080
1,345,252

so1,996

4,099,06'1

33,315
1,192

24,,904
53,136
25,294

293,219

33,315
1,192

240,904
53,134
25,294

293-219

$ 647 062 S 901.996 s 4.079,785 $ 1 601 961 $ 7'230 804

16. NET POSITION

Net position invested in capital assets, net of related debt

following:

Capital assets, net of accumulated depreciation

Outstanding balance on capital related debt

Total invested in capital assets, net of related debt

is comprised of the

$ 54,872,493
(15,368,020)

s 39,504,473
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17. RETIREMENT PLAN

a. Plan DescriPtion

The Employee's Retirement System of the Govemment of Puerto Rico and its

f nsinrmJnt6f iries (gRS) is the idministrator of a cost-sharing multiple-employer

ietiiement svstenj established by the commonwealthof Puerto Rico The System

wai created unOer the ACT 447' approved on May 15, 1951' as amended' and

became effective on January 1, 1952.

ERS coveB all regular employees of the Commonwealth of Puerto Rico and its

instrumentalitiesa-ndofcertainmunicipalitiesandcomponentsunitsnotcovered
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

Govemor, the Comptroller of euerto Rico, Gubematorial Board and Committee

appointees and Experimental Service Station employees'

ERS provides retirement, death and disability benefits Disabillty retirement

b.n"fita "r" 
available to members for occupational and non-occupational

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

Members who have attained an age of at least fifty-Ilve (55) years and have

completed at least twenty-five (25) tearc of-creditable service or members who

n"r.i"ti"in"O 
"n 

uge ofai leastflfty-eight (58) years and have completed at least

i"n irOl v""o of Jreditable serviie, ire entitted to an annual benefit' payable

monthly for life.

The amounts of the annuity will be one and one-half percent of lhe average

compeniation muttiplied by ihe numberof years ofc-reditable service up to twenty

year!, ptus zy. ot fir" 
"r",ig" "otp"ntation 

multiplled by.the number of years of

creditable service in excesi of twenty years ln no case the annuity will be less

than $200 Per month.

Participants who have completed at leastthirty (30) years ofcreditable service are

eniittei to receive tne Merii Annuity. Pa(icipants who have not attained flfty-five
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(55) years of age will receive 65% of the average compensation or if they have

Ittlirieo nty-nvi 1ss) years of age will receive 75% of the average compensation'

oii"uiritv ,Jtir"mint'blnefits are available to members for occupational and non-

occupational disability. However, for non-occupational disability a member must

trave'at least ten (td; 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 of May 15, '1951' which

"r""iui 
gnS, was enacted with the purpose of establishing a new pension

p.giirisGb. 2o0o). Employees participating in the current system as of

beJemoer:jf, 1999, may electto stay in the delined beneflt plan or transferto the

n"* progtr.. Persons jbining the Municipality on or after January 2000, willonly

u" uiio*iO to become membirs of System 2oo0. System 2000 will reduce the

Lliiement age from 65 years to 60 for those employees who ioined the current

plan on or after April l,1990.

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

ol'an. Ljnder this new olan, there will beapool of pension assets, which will be
'inu""t"a 

Ov gnS. togeiher with those of the current defined benefit plan Beneflts

it retirement age wiil not be guaranteed by the Commonwealth of Puerto Rico'

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

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

io i maximum of t0%)will be invested in an account which willeither: (1) eam a

fiied rate based on the two-year Constant MaturityTreasury Note or, (2) eam rate

"qr"iio 
Zsv" of tn" retum of the ERS's investment portfolio (net of management

telsi, or tgl eam a combination of both altematives Participants will receive

n"iioai" rt"ount.t"tements similarto those ofdefined contribution plans showing

it"i, ,""."a balances. Disability pensions will not be granted under System

ioOO. in" employe/s contribution (12 275% oi lhe employee's salary) will be

used to fund the current Plan.

b. Contribution Requirements

Commonwealth legislation requires employees to contribute 5 775% of gross

;"1;t ;, to So,oolo plus 8.2i5% of gross salary in excess of $6'600 The

l uniiipifity's conlributions arc 12.i75' of gross salary'. Contributions'

,"qri"j.",it" are established by law. The actuarially determined contribution

COMMONWEALTH OF PUERTO RICO
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requirement and contributions actually made for the year ended June 30, 2014
was $611,811. The Municipatity's payroll for employees covered by ERS was
approximately $5.0 miltion. The Municipality total payroll for all employees was
approximately $1 0.6 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2014, a copy of which can be obtained from the ERS,

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

RISK MANAGEMENT

The Risk Management Division ofthe Municipality's Legal Department is responsible

of assuring thai the N.4unicipality's property is properly insured. Annually, the Risk
Management Oivision compiles the information of all property owned and its
respeitive market value. After evaluating this information, the Risk Management
Division submitsthe data regarding the Municipality's pmpertiesto the Area of Public
lnsurance at the Department of the Treasury of the Commonwealth of Puerto Rico

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

municipalities.

LEASES

Operating Leases

Leasing Anangement 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, 2014 was approximately

$53,992.

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

The lvlunicipality is obligated under noncancellable operational leases, with periods

not longer than one year.

19.
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20. MUNICIPAL SOLID WASTE LANDFILL POSTCLOSURE

The Municipality discontinued its landfill operations and ceased to accept solid waste
of its landfill. State and Federal laws and regulations require the Municipality to
perform certain 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 costs has been determined in approximately $1.3 million as of June 30,2O1.4.
(See Note 14).

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 disatlowances 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 Municipality's management and outsidecounsels believethat is pmbablethat
any potential liability that might exist, if any, in excess of the insurance, will not
affect signiticantty the financial position of the Municipality.

COMMITMENTS

The Municipality of Hatillo had several outstanding or planned construction pojects
as of June 30, 2014. These poects are evidenced by contractualcommitments with
contractors. The construction projects are commitments to approximately

$4,163,948.
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23. RESTATEMENT

The beginning net position oI the statement of net position for the Governmental
Activities has been restated to correct balances of capital assets.

Governmental
Activities

Beginning net position, as previously reported

Overstatement of capital assets

Beginning net position, as restated

$ 38,197,997

(1,058,809)

_q___9zl_99J-q9_

24. SUBSEQUENT EVENTS

ln preparing these financial statements, the Municipality has evaluated events and
transactions for potential recognition or disclosure through December 23, 20'14, the
date on which the financial statements were available to be issued.
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PART II- REQUIRED SUPPLEMENTARY INFORMATION



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

BUOGETARY COMP'GISON SCHEDULE. GENERAL FUNO

FOR THE FISCALYE'N ENDEO JUNE 30,2014

BEVENUES

Municipal license laxes

Licenses and permils

Charges ior seMces and rent

lnteeovemmenial rcvenues:
Stale conlribuiions

lnleresi. li.ss, and Penailies

EXPENDITUBES

General govemmenl

Hea(h and wellare

Toial expenditures

Excess ol revenues over

5,830,053
4,442.O54
5,04€,872

709,073
116,818

4,886,099
84,010

955,300

103,623
42.OZA
€3,543

334,572
40,814

167
(55,990)
111,807

21,423,645 22,O70,279 646,594

9,121,322
c7,405

7,708,689
2.400,325
1,259.544

8,914,977
880.630

7,409,815
2,30€,4,13

1,239,589

212,345
47,175

298,874
90,842
19,955

21,423,685 20,754,454 669.231

$ 1,315,825

Erpllnttlon o, Om.|l|i.4
SoqrcGlnnow! ot ,@st6:

Adual arn@nls (budgelary bass) 'availabl. lor app6onari6' ldn $6 brdlElary compatuo' $hedu€

DifieGEs - bud$t ro GMP:
Net chdla in r€6vabl6
No.-hdeEled EBU€6

Torar €6G 6 eDon€d 6 lt€ siat .nsl o( r.s@. ogondituB and charEe in lund balaces (delido

U.€./oolfolfl ot 'lsrc€.r
Acrusl M@ds (budodarv basb) .ldal changFs ro appmpnarions' lM lie budqdary @npans s'h€dlls

Dinsr€c8 - budq€r ro GMP:
P'id y€ar €@mbE,l6 @ded 5s tu(61 ve €&.odilue. lor GMP basis

Ner change i. p6yabl6s

curcnl y€6r 6ndmb@.6s Galed as €xpendiluG lor bldqBlary puo66
Non5udgEled exp€nditu6

Tolal e,a€ndiluEs 6 cponed 6 ih€ stat€menl ol €w.u6, enddilue, ad cheoEs in tund balan@s {d'liol)

See note to Budgetary Comparison Schedule.
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21,950.114

5 20,751,454

952,709

(353,343)

124€.293)

$ 21.303.564

Eudoetod Amounb Gudsgtary Basb)
---6;;fi;l rlnal (s.e llots t)

$ 5,€1,824
4,400,000
4,983,329

274,501
70,000

5,327.325
140,000
150,100

20.177,O79

8,107,095
1,O?5,O75

8,488,538
1,9A3,227
1,172,544

20,f77.O79

$

5,724,430
4,400,@0
4,983,329

374,501
70,000

4,885,932
r40,000
843,493

Final Budget-

(Negatlvs)

$ 1,315,825

$ 22.070,279

14a3,Ar')
24X.&2



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

NOTE TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI4

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of accounting,
which is not in accordancewith accounting principles generally accepted in the United
Stales of America, and represents departmental appropriations recommended by the
lvlayor and approved by the Municipal Legislature prior to the beginning of the fiscal
year. Amendments to the budget require the approval of the Municipal Legislature.
Transfers of certain appropriations within the budget known as Mayo/s Executive
Orders, do not require the approval of the Municipal Legislature. The Municipality
prepares its annual budget including the operations of the general fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e.,
purchase orders, contracts) are considered expenditures when incuned. For
USGMP reporting purposes, encumbrances outstanding at year-end are reported as
reservations offund balances and do not constitute expenditures orliabilities because
the commitments will be honored during the subsequent year. ln addition, under the
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 at the end of such fiscal year. Other appropriations, mainly capital project
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prioryear be canied forward and made
available for cunent spending.

The annual budget as presented in the Budgetary Comparison Schedule - General
Fund is the budget resolutions at June 30, 2014 representing the original budget.
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. PART III . SINGLE AUDIT SECTION



Federal Grantor,/Program Title

COIiIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF EXPENDITUBES OF FEOERAL AWARDS
FOR THE FISCAL YEAR ENOEO JUNE 30, 2014

Federal
CFDA
Numb€r

Federal
Disbursem€nts/
Exp€ndltures

U.S. Department ol Housing and U.ban
Dovelopment (HUO)

Direcl Programs:
Section 8 Housing Choice Vouchers

Pass-lhrough Commissioner Offico ol Municipal Atfairs -
Community Development Block Grant-States:

Program SBGP
Pass{hrough Department ol Family:
Emergency Shelter Grant Program

Subtotal U.S. D€partment of HUD

U.S. Deparlmenl ol Agricullure
Pass-lhrough Govemo/s Otfic€ o{ Child Servic6s and Community
Development:

Child and Adult Care Food Program
Pass{hrough Govemmental Bank (Rural Development):

Community Facilities Loans and Grants
Subtolal U.S. oepartment of Agriculture

U.S. Deparlme ol Heatth and Human Servicea (HHS)

Pass-through lhe Commonwealth ol Puerto Bico Govemo/s Office
(Elderly Afiairs Otlice):

Special Programs lor the Aging Title lll, PaIt B
Special Pr€rams forlhe Aging Titls lll, Part C
Nutrition Services lncentive Program (NSIP)

Pass-through the Ottico ol Administration lor Children and
Families:

Child and Care and Development Block G.ant
Subtolal U.S. oepartment ol HHS

U.S. Deparlmenl ol Taangportation
Pass-through Transit Security Commission:

Federal Transit Formula Granls
FederalTransit Formula Grants - ARFA

subtotal u.s. Dopartment ol Transportation

lJ.S. National Endowment lor th€ Hufianitles
Pass-lhrough the Puerto Rico Education Oepartmenl:

Promotion ot the Humanities - Federaustat€ Partn€rship
Subtotal U-S. National Endowment for the Humanities

14.871

14.228

14.231

$ 457,2OA

877,791

63,089
1,398,088

10.558

10.766

20.507
20.507

42,846

93.044
93.045
93.053

93.575

6,609
30,806
16,671

252,570

45.129

306.656

89.554
96,467

186,02'l

24,431
24.431

See notes to Schedule of Expenditures ol Federal Awards.
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TOTAL 2,426,604



COMMONWEALTH OF PUEFTO BICO
MUNICIPALITY OF HATILLO

NOTES TO SCHEDULE OF EXPENDITUFES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

I. SIGNIFICANTACCOUNTINGPOLICIES

The accompanying Schedule oI Expenditures of FederalAwards includesthe lederal
grant activity of the lilunicipality of Hatillo and is presented on the modified accrual
basis ol accounting. The inlormation in this schedule is presented in accordance with
the requirements of OMB CircularA-133. Therelore, some amounts presented in this
schedule may difler from amounts presented in, or used in the preparation oI, the
basic f inancial statements.

2. BASIS OF PRESENTATION

The expenditures of the schedule are included in the Municipality's basic Iinancial
statements. The reconciliation of expenditures in the basic financialstatements to the
Schedule of Expenditures ot Federal Awards is as follows:

Expenditures

Total lederal expenditures per schedule

Federal expenditures per basic tinancial statement includes
within:

Federal expenditures included in other governmental funds

$ 2,426,604

$ 2,426,604
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASEO ON AN AUDIT

OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Municipal Legislature

Municipality of Hatillo
Hatillo, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Goventment Auditing Slandards issued by the Comptroller General of the United States,
the financial statements of the govemmentalactivities, each majorfund, and the aggregate
remaining fund information of the Municipality of Hatillo, as of and for the year ended
June 30, 2014, and the related notes to the financial statements, which collectively
comprise the l\runicipality's basic flnancial statements, and have issued our reportthereon
dated December 23, 2014.

lnternal Control over Financial Reporting

ln planning and performing our audit of the financial statements, we considered the
Municipality's intemal control over financial reporting (internal control) to determine the
audit procedures that are appropriate in the circumstances for the purpose of expressing
ouropinions on the financial statements, but no for the purpose of expressing an opinion
on the effectiveness of the Municipality's internal control. Accordingly, we do not express
an opinion on the effectiveness of the lvlunicipality's intemal control.

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 deflciency, orcombination ofdeliciencies, in intemalcontrol, such thatthere
is a reasonable possibilitythat a material misstatement ofthe entity's tlnancial statements
will not be prevented, or detected and conected on a timely b asis. A significant deficiency
is a deflciency, or a combination ofdeficiencies, in intemal controlthat is less severe than

Sdre 152. m Bor 70250. Sd J@. PR.009167250' Phone (787)75G8t1,1, Fu (787)171{562



a material weakness, yet important enough to merit attention by those charged with
governance.

Our consideration o, internal control was for the limited purpose described in the first
paragraph of this section and was notdesigned to identify alldeficiencies in internalcontrol
that might be material weaknesses or significant deticiencies. Given these limitations,
during our audit we did not identify any deticiencies in internal control that we consider to
be material weaknesses, However, material weaknesses may exist that have not been
identiried.

Compliance and Other Matters

As part oI obtaining reasonable assurance about whether the Municipality's financial
statements are free lrom material misstatement, we performed tests of its compliance with
certain provisions ol laws, regulations, contracts, and grant agreements, noncompliance
with which could have a direct and material effect on the determination of linancial
statement amounts. However, providing an opinion on compliance with those provisions
was not an objective oI our audit, and accordingly, we do not express such an opinion.
The results of ourtests disclosed no instances o, noncompliance orolher matters that are
required to be reported under Goyemment Auditing Standatds.

Purpose ol this Report

The purpose ot this report is solely to describe the scope ol our testing of internal control
and compliance and the results oI that testing, and not to provide an opinion on the
effectiveness oI the entity's internalcontrol or on compliance. This report is an integral part
ot an audit performed in accordance with Govemment Auditing Standards in considering
the entity's internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

San Juan, Puerto Rico
December 23, 2014

The stamp E135688 of the Puerto Ric!
Society of Certified Public Accountanlsl
was aifixed to the original ot this reporl ,

CA3p,,oR*ol4
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE

REQUIRED BY OMB CIRCULAR A.133

To the Honorable l\.4ayor
and Municipal Legislature

Municipality of Hatillo
Hatillo, Puerto Rico

Reporl on Compliance for each Maior Federal program

We have audited Municipality of Hatillo's compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could
have a direct and material effect on each of Municipality,s majorfederal programs for lhe
year ended June 30, 2014. Municipality,s major federal programs are identified in the
summary of audito/s results section of the accompanying schedule of findings and
questioned costs.

Management's Responsibility

Management is responsible for compliance with the requirements of laws, regulations,
contracts, and grants applicable to its federal programs.

Auditors' Responsibility

Our responsibility is to express an opinion on compliance for each of lvlunicipality,s major
federal programs based on our audit of the types of compliance requiremenls refenedto
above. 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 Auditing Sfandardg issued bythe Comptroller Generalof
the United States; and OMB Circular A-133, Audifs of States, Local Govemments, and
Non-Profit Organizatlons. Those standards and Ol\,rB Circular A-.133 require that we plan
and perform the audit lo obtain reasonable assurance aboutwhether noncompliance with
the types of compliance requirements refened to above that could have a direct and
material effect on a majorfederal program occuned. An audit includes examining, on a test

Sune 152, PO B.x 702x1. Sd Jtrh. PR. m9167250' Ptore (7Ei) 75GE524, F (787) l7q)562



basis, evidence about Municipality's compliance with those requirements and performing
such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for
each majorfederal program. However, ouraudit does not provide a legaldetermination of
Municipality's compliance.

Opinion on Each Major Federal Program

ln our opinion, the Municipality complied, in all materjal respects, with the types of
compliance requirements refened to above that could have a direct and material effect on
each of its major federal programs for the year ended June 30, 2014.

Report on lnternal Control over Compliance

Management of the [/unicipality is responsible for establishing and maintaining effective
inlemal control over compliance with the types of compliance requirements referred to
above. ln planning and performing our audit of compliance, we considered Municipality's
intemalconlrolover compliancewith the types ofrequirements that could have a directand
material effect on each major federal program to determine the auditing procedures that
are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on intemal control over
compliance in accordance with OMB Circular A-133, but not forthe purpose of expressing
an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of Municipality's internalcontrolover compliance.

A deficiency in internal control over compllance exists when the design or ope€tion of a
controlover compliance does not allow management or employees, in the normalcourse of
performing theirassigned functions, to prevent, ordetect and correct, noncompliance with
a type of compliance requirement of a federal pmgram on a timely basis. A material
weakness in internal control over compliance ls a deficiency, or a combination of
deflciencies, in intemalmntrolover compliance, such thatthere is a reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program
willnot be prevented, or detected and conected, on a timely basis. A significant deficiency
in internal control over compliance is a deficiency, or a combination of deflciencies, in
intemal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in intemal control over compliance,
yet important enough to merit attention by those charged with govemance.

Our consideration of internal controlover compliance was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deliciencies in
intemal control over compliance that might be material weaknesses or signiflcant
deficiencies. We did not identify any deficiencies in intemal control over compliance that
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we consider to be material weaknesses. However, material weaknesses may exist that
have not been identified.

The purpose of this report on internal control over compliance is solely to describe the
scope of our testing of internal control over compliance and the results ol that testing
based on the requirements of OMB Circular A-133. Accordingly, this report is not suitable
Ior any other purpose.

San Juan, Puerto Bico
December 23, 2014

O^t,j,?,*$,:uur J 1,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

I. SUMMARY OF AUDIT RESULTS

Financial Statements

Type of auditors' report issued:

lntemal control over flnancial reporting:

l\,4aterial weakness (es) identified?

Unmodified opinion

Yes X No

Yes X No

None
Signifi cant deficiency (ies) identified? Yes X reported

Noncompliance material to financial
statements noted? yes X No

FederalAwards

lntemal control over major programs:

Material weakness (es) identitied?

Signifi cant defi ciency (ies) identifi ed? None
Yes X reported

Type of auditors' report issued on compliance for
major programs: Unmodified opinion

Any audit findings disclosed that are required to
be reported in accordance with section 510 (a) of
OMB Circular 4-133? yes X No

ldentiflcation of major programs:

CFDA Numbers Name of Federal Programs or Cluster

Community Development Block Grant Program
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30, 2014

Dollar threshold used to distinguish between Type A and Type B programs:
$300,000

Audited qualified as low-risk auditee?

2. FINDINGS . FINANCIAL STATEMENTS AUDIT

None

X Yes No

3. FINDINGS AND QUESTIONED COSTS . MAJOR FEDERAL AWARD PROGRAM
AUDIT

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2014

uring the cunent examination, follow-up was given lo the findings informed to the

Municipality in prior years. lt was noted that conective 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 Findlngs and Questioned Cosls.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HATILLO

SCHEDULE OF STATUS OF PRIOR YEAR
AUDTT FtND|NGS AND OUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2014

Program _ Finding iNon compliance Stalus

Community Condition 13-1
Facilities Loans

- and Grants - The lllunicipality did not perform the required Condition was
CFDA No. 10.766 procedures of reviews of Davis Bacon Act. corrected.

SBGP - CFDA Condition 12-l
No. 14.228

The Federal Program Otfice does no requestthe Condition was
extension ol the contracts into the 45 days corrected.
required.

SBGP - CFDA Condition 12-2
No. 14.228

The Federal Program Oflice does not comply Condition was
with the requirement ol preparing and filling the corrected.
program income quarterly report.

SBGP - CFDA Condition 11-1
No. 14.228

The Municipalitywas unable to provide evidence Condition was
on the filing ol the Estimated program lncome corrected.
Beport tor lhe fiscal year 2010-201.t and
Quarterly Fleport of program lncome lor
September 30, 2010.
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