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INDEPENDENT AUDITORS' REPORT 

Mayor and Members of the Municipal legislature 
Municipality of Hormigueros 
Hormigueros, Puerto Rico 

SAN JUAN, P.R. 00936·483 I 

TELEPHONE. !787) 725· t600 
TELEFAX: (787) 72 I ·2795 

We have audited the accompanying financial statements of the governmental activities, 
each major fund, and the aggregate remaining fund information of the Municipality of 
Hormigueros, Puerto Rico, as of and for the year ended June 30, 2004. which collectively 
comprise the Municipality s basic financial statements as listed in the table of contents. 
These financial statements are the responsibility of the Municipality s management. Our 
responsibility is to express an opinion on these financial statements based on our audit. 

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

As more fully described in Note H. the Municipality has not detennined an adequate 
estimate of the solid waste landfill closure and post closure care costs as required by 
generally accepted accounting principles. The effect of this departure from U.S. 
generally accepted accounting principles on the accompanying financial statements is 
not reasonably determinable. 
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in our opinion, except for the effects of not including an adequate estimate of the solid 
waste landfill closure and post closure costs, the financial statements referred to above 
present fairly, in all material respects, the financial position of the governmental 
activities. each major fund, and lhe aggregate remaining fimd information of the 
Municipality of Homzigueros. as of June 30, 2004 atul the respective changes in financial 
position, thereof for the year then ended in confonnity with accounting principles 
generally accepted in the United States of America. 

As described in Note A, the Municipality adopted Statement No. 39 "Detennining 
whether certain organizations are component units - an amendment of GASB 34 
Statement No. JA ".as of June 30. 2004. 

In accordance with Government Auditing Standards. we have also issued our report 
dated December 23, 2004 on our consideration of the Municipality's internal control over 
financial reporting and our tests of its compliance with certain provisions of laws, 
regulations, contracts, atul grants. That report is an integral part of an audit peifomzed 
in accordance with Government Auditing Standards and should be read in conjunction 
with this report in considering the results of our audit. 

The Management Discussion and Analysis on pages 3 through 14 and the Budgetary 
Comparison Schedule - General Fund on page 51 are not required part of the basic 
financial statements, but are supplementary infonnation required by accounting 
principles generally accepted in the United States of America. We have applied certain 
limited procedures, which consisted principally of inquiries of management regarding the 
methods of measurement and presentation of the required supplementary lnfomzation. 
However, we did not audit the infonnation and express no opinion on it. 

Our audit was conducted for the purpose of fomzing opinions on the financial statements 
that collectively comprise the Municipality of Honnigueros, Puerto Rico basic financial 
statements. The accompanying schedule of expenditures of federal awards is presented 
for purposes of additional analysis as required by the U.S. Office of Management and 
Budget Circular A-133, ''Audits of States, Local Governments. and Non-Profit 
Organizations", and is not a required part of the basic financial statements. Such 
information has been subjected to the auditing procedures applied in the audit of the 
financial statements and, in our opinion, is fairly stated, in all material respects, in 
relation to the basic financial statements taken as a whole. 

San Juan, Puerto Rico 
December 23, 2004 

Stamp 2023311 was affixed 
to the original 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

As management of tbe Municipality of Hormigueros, we offer readers of the Municipality's financial 
statements this narrative overview and analysis of the financial activities of the Municipality for the 
fiscal year ended June 30, 2004. We encourage readers to consider the information presented here in 
conjunction with the Municipality's financial statements, which fo llow this analysis. 

FINANCIAL HIGHLIGHTS 

Highligltts for Government-wide Financial Statements 

lnforma.tton reported in the government-wide statements is based on the economic resources 
measurement focus and the accrual basis of accounting: 

),)- The assets of the Municipality, on a government-wide basis. exceeded its liabilities at the 
close of fiscal year 2004 by $23,891,302 (net assets). This represents an increase of .4% with 
respect to year 2003. 

);;- Revenues (not including special items) decreased by l .7% and expenses increased .5% in 
comparison with previous year. 

> Change in net assets decreased 79% compared to change in net assets of year 2003. 

Highlights for Fund Financial Statements 

Fund financial statements presents information of the most significant funds of the Municipality 
based on the current financial resources measurement focus and the modified accrual basis of 
accounting: 

~ Fund balances of governmental funds increased $ 1,258,1 10, amounting to $8,002,390. 
~ Total fund balance of the general fund decreased by 2.8% but the unreserved fund balance of 

increased 12.9% in comparison to fiscal year 2002-2003. 

General Financial Highlights 

~ The investment in capital assets as of June 30, 2004 was $27,355,684 (net of depreciation). 
~ Long term debt increased to $12,200,373, approximately I 0% with respect to prior year. 
~ On a budgetary basis, actual revenues exceeded actual expenditures by $285;534. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

OVERVIEW OF THE FINANCIAL STATEMENTS 

The Municipality's basic financial statements comprise three components: 

» management discussion and analysis (presented here) 
» basic financial statements 
» required supplementary information. 

C'..Oll"JlUJJ("IJMnlfr 

J#U1:mo:1/ 5otetueua 

'°'" 10 thr Fiu:moal 
... r:mre1ur11t1 

Fu11d S°Dtnun.10 

The Municipality· s basic financial statements consist of two kinds of statements. each with a different 
,·iew of the Municipali1y·s finances. The goyerument-wide financial statements pro\·ide both loug­
tenn and short-tenn information about the Municipality's overall financial status. The fund financial 
statements focus on major aspects of the Municipality's operations, reporting those operations in 
more detail than the government-wide statements: 

> Government-Wide Statements 

The government-wide statements report infonnation about the Municipality as a whole using 
accounting methods similar to those used by private-sector businesses. They are prepared 
using the flow of economic resources measurement focus and the accrual basis of 
accounting. The first government-wide statement - the statement of net assets - presents 
information on all of the Municipality's assets and liabilities, with the difference between the 
two reported as net assets. Over time, increases or decreases in the Municipality's net assets 
are an indicator of whether its financial health is improving or deteriorating. Other non­
financial factors such as the condition of the Municipality's roads and other infrastructure 
may need to be considered to assess the overall health of the Municipality. The second 
statement - the statement of activities - presents information showing how the net assets 
changed during the year. All of the current year's revenues and expenses are taken into 
account in the statement of activities regardless of when cash is received or paid. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The government-wide statements reports as governmental activities the municipality's basic 
services such as public works and sanitation; public safety. culture and recreation, housing. 
welfare, and community development; education and general administration. These activities 
are primarily financed through property taxes, other local taxes and intergovernmental 
revenues. Included in the governmental activities are the governmental funds. 

,.. Fund Financial Statements 

The fund financial statements provide more detailed information about the Municipality's 
most significant funds. Funds are accounting devices that the Municipality uses to keep track 
of specific sources of funding and spending for particular purposes. Some funds are required 
by Federal and Commonwealth regulations, as well by bond covenants. 

The Municipality's basic services are included in governmental funds, which are used to 
account for essentially the same functions reported as governmental activities in the 
government-wide statements. However, unlike the government-wide statements, the 
governmental funds are prepared using the flow of current financial resources measurement 
focus and the modified accrual basis of accounting. Under this approach the financial 
statements focus on near-term inflows and outflows of external resources, as well on 
balances of expendable resources available at year end. Consequently, the governmental 
fund statements provide a detailed short-term view that helps the reader determine whether 
there are more or fewer financial resources that can be spent in the near future to finance the 
Municipality's programs. Because this information does not encompass the additional long­
term focus of the government-wide statements. additional information is provided on a 
subsequent page that explains the relationship (or differences) between the government-wide 
and fund statements. 

The governmental fund statements focus on major funds. The Municipality's major funds are 
the general fund (which accounts for the main operating activities of the Municipality) and 
funds that complies with a minimum criterion (percentage of the assets, liabilities, revenues 
or expenditures). Funds that do not comply with this criterion are grouped and presented in a 
single column as other governmental funds. 

~ Notes to the financial statements 

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

~ Required supplementary information 

The statements and notes are followed by the required supplementary information that 
contains the budgetary comparison schedule for the General Fund. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

The following table presents a summary of the Statement of Net Assets as of June 30, 2004 and 2003: 

TABLE I 

A#IWH""' .'i111wmw1r.i{ \rtt ......, 
:lt "'J111tt Jll 

Governmental Activities 
2004 2003 (as restated) 

Assets 
Current and other assets s 11,433,559 s 10,087,985 
Capiial assets 27,355,684 27,361, 151 

Total assets s 38,789243 s 37,449,136 

Uabililies 
Current and other liabilities s 2,697,568 $ 2,568,333 
Long term liabilities 12~00,373 11,096,175 

Total liabilities 14897,941 13,664,508 

Net anets 
Invested m capital assets. net of related debt 20,817.512 21,257,845 
Restricted 3,011 ,463 1,945.522 
UnresOicted 62,327 581.261 

Total ad asseb s 23,891,302 s 23,784.628 

Net assets (assets over liabilities) may serve over time as a useful indicator of a government's 
financial position. At the close of the fiscal year, the assets of the Municipality exceeded its liabilities 
by $23,891,302 representing an increase of .4% with respect to year 2003. The largest portion of the 
Municipality's net assets reflects its investment in capital assets (e.g., land, buildings, equipment, and 
infrastructure); less accumulated depreciation and less any related outstanding debt used to acquire 
those assets. 

13'16 

M1111/ci1•Iit1 of H.,lfliluuu 
Colflposition o/N«t Assets 

As of June 30, 1001 

190 a Inv cs led 111 capael as• els , 
net of related debt 

• Rcstncted net atsers 

OUnrestncted net assets 
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rhe Municipality uses these assets to 
novide services to its citizens and 
;onsequently, these assets are not 
1vailable for future spending. The 
·esources needed to repay the debt related 
o these capital assets must be provided 
rom other sources, because capital assets 
ire not generally liquidated for the 
mrpose of retiring debt. Restricted net 
1ssets represent resources that are subject 
o external restrictions on how they may 
>e used. Unrestricted net assets are the 
>art of the net assets that can be used to 
inance day-to-day operations without 
;onstrains established by debt covenants, 
:nabling legislation or other legal 
·equirements. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30. 2004 

Changes in net assets 

The following table summarizes the changes in net assets for the fiscal years ended 2004 and 2003: 

TABLEl 

.~,.NflfMi)· nfCll111f8n in .\"n -tJMli 
b of Ju11~ JI. 

Governmental Activities 
2004 2003 (as restated) 

Program revenues: 
Fees. fines and charges for services $ 
Operating grants and contributions 
Capital grants and contributions 

Genenl revenues: 
Property taxes 
Municipal license taxes 
Grants and contributions not restricted to specific 

programs 
Interest 
Other 

Total revenues 

Expenses: 
General government 
Public works and sanitation 
Public safety 
Culture and recreation 
Health 
Housing, welfare and community development 
Education 
Interest on long term debt 

Total expenses 

Special items: 

Change in net assets 
Net assets--beginning or year 

Net assets-end of year 
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$ 

825.885 
1,417,552 
1,481.018 

2,778,922 
1.232,946 

3,671,462 
100,486 
234,127 

11 ,742.398 

5,211 ,134 
2.542.429 

712,581 
838.265 
334.557 

J,648,555 
25,570 

556.087 

11,869,178 

233.454 

106.674 
23,784,628 

23,891 ,302 s 

1,310,789 
l,087,059 
1.760,050 

2,697,801 
1,120,701 

3,687,564 
110,967 
168,359 

11,943,290 

6,032,096 
2,073,.538 

666,857 
780,417 
352.184 

1,411.749 
27,118 

466,449 

11 ,810,408 

377.184 

510,066 
23,274.562 

23,78'1,628 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

FIGURE I 

MuDicip:Jity of Hon:aiperos 
Governmenral Activities - Revenues by Source 
Fiscal Yea.rs EadedJUDe 90, .9004 and .9()()9 

Approximately 31 % of the Municipality's revenues came from grants and contributions not restricted 
to specific programs, 24% from operating and capital grants and 23% from property taxes. Revenues 
(not including special items) decreased by l.7% in comparison with year 2003. The most significant 
change is a 37% decrease in fees, fines and charges for services, due to less construction permits 
revenues. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMJGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 301 2004 

The Municipality's expenses cover a range of services. The largest expenses are general government 
representing approximately 43%, public works and sanitation with 21% and welfare with 13%. 
Program revenues of the Municipality covered 31 % of total expenses. 

Expenses increased .5% in comparison with previous year. This includes a net difference of an 
increase in housing, welfare and community development of 16.8% (due to additional costs related 
primarily to Section 8 grant); a 12.6% increase in public works and sanitation (due to additional 
capital assets maintenance and other noncapitalizable costs) and a decrease of 13.6% in general 
government (due to payment of significant legal settlements costs in year 2003). 

Changes in net assets in 2004 include additional resources from property tax amnesty in the amount 
of$233,454 which was reported as a special item in the financial statements. 

As noted previously the decrease in revenues combined with an increase in expenses caused the net 
change in net assets to decrease approximately 790/o compared with net change in net assets reported 
in 2003 statement of activities. 

The following table focuses on the cost of each of the Municipality's largest programs as well as each 
program's net cost (total cost less fees generated by the programs and program -specific 
intergovernmental aid): 

TABLE3 

Na Cullf of M1111idptili~· ·.v (';~""'''mt#ll dl!f1 1'iti~N 
FlM.'O/ 11~ '-"Htlt!A June JO. 
Total Cost of Services Net Cost of Services 

2003 (as 2003(as 
Fuactions/Pn12rams 2004 restated) 2004 restated) 

General govemmcnl s S,211,134 s 6 ,032,098 s 3,784,835 s 4,364,756 
Public works and sanilalion 2,542,429 2,073.536 1,304,660 578,904 
Public safety 712,581 666,857 670,133 597.008 
Culture and recreation 838,265 780,417 769,840 723.872 
Housing. welfilre and community 

development 1,648.555 1,411 ,749 699,041 542..219 
Other 916~14 845.751 916,214 84S,7SI 

s 11,8691178 s 11.810,408 s 8,144,723 s 7,652,SIO 

Some of the cost of governmental activities was paid by those who directly benefited from the 
programs ($825,885) and other governments and organizations that subsidized certain programs with 
grants and contributions ($2,898,570). The $8.144, 723 net cost of services was fully covered by other 
general revenues including property and municipal license truces. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS 

Governmental funds 

The focus of the Municipality' s governmental funds is to provide information on near-term inflows, 
outflows and balances of resources available for spendJng. Such information is useful io assessing the 
Muoicipality's financing requirements. In particular. unreserved fund balance may serve as a useful 
measure of a Municipality's net resources available at the end of a fiscal year. For the fiscal year 
ended June 30, 2004, the governmental funds reported combined ending fund balances of $8,002,390, 
a net increase of $1,258, I 10 in comparison with the prior year. This increase was caused primarily by 
a net change in Commonwealth Legislature Resolution Fund of $768,562 and $477,986 in Other 
Governmental Funds. Of total combined fund balances, $2,998,456 (37%) constitutes unreserved 
fund balance. The remainder of fund balance is reserved to indicate that is not available for new 
spending. 

The general fund is the operating fund of the Municipality. Unreserved fund balance of the general 
fund represents 37% of total combined ending fund balance. For the year ended June 30, 2004. the 
fund balance of the general fund decreased by $106,663. The key factor of this change is a net 
decrease of $390.185 in other special funds with self imposed restrictions included as part of the 
general fund . Resources to finance these special funds were provided in previous years but funds were 
expended in current year. 

General fund budgetary ltighligltts 

The general fund original budget for the fiscal period 2003-2004 presented an Increase of 6% with 
respect to prior year budget due to an increase in the estimated amount of compensation in lieu of tax 
from the Puerto Rico Electric Power Authority (PREPA) and an increase in the estimated amount of 
property tax advances. 

Amendments to the original budget are approved by the Municipal Legislature. During the fiscal year 
budget revenues were increased by $630,858 mostly due to additional collections for property taXes 
and construction permits. An amendment to budget expenditures of $236,332 was approved, 
representing a readjustment of current year budget with prior year's budgetary surpluses. Actual 
revenues exceeded the revised budgeted revenues by 5393,264. The most significant variances were 
in municipal license taxes $153 ,446 and in property tnes $139,080 due to certain business openings 
and the economic conditions in last year. The Municipality reported a net positive variance of 
$94,352 between revised budgeted appropriations and actual expenditures and ended with a total net 
positive variance of $285,534. 
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Capital assets 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

CAPITAL AsSET AND DEBT ADMINISTRATION 

At the end of the fiscal year, the Municipality has invested $27,355,684 in a broad range of capital 
assets, including buildings, parks, roads, bridges, land and equipment. This amount represents a net 
decrease of I% over the prior year. 

TABLE 4 

t' aprt11I A~,.. 
A.• uf'./1111~ .-111, 

Governmental Activities 
2004 2003 (as restated) 

Non-depreciable assets: 
Land $ 3,186,599 $ 3, 186,599 
Construction in progress 1.065,419 1,338,670 

Depreciable assets: 
Land improvements 873,735 892,863 
Buildings and buildings improvements l l,555,458 L0,686,543 
Infrastructure 8,508,091 8,935,045 
Vehicles, machinery and equipment 2,166,382 2,321.433 
Total $ 27,355,684 $ 27,361,153 

This year's completed projects, which were reported as decreases in construction in progress include 
the completion of "Public Square and Parking" for $1,313,737 and improvements to stage (Sports 
complex) for $7,959. Certain projects are still in construction in progress as of June 30, 2004. The 
most significant of these projects is the construction of "Centro Comunal, Carretera Nueva" with 
reported costs of $606,314. 

The Municipality's fiscal year 2004-2005 capital budget calls for approximately $5,112,334 for 
capital projects. Of this amount, $3,000,000 will be financed through a grant from Rural Development 
(RD), for the construction of a sanitary sewer system in Lavadero area. At the end of the project, 
ownership of this asset will be transferred to the Puerto Rico Aqueduct and Sewer Authority 
(PRASA), a Commonwealth public corporation, since this agency is responsible for sanitary sewer 
systems maintenance. Another project that is on schedule for this fiscal year is the rehabilitation of 
the municipal landfill, which will be financed in part by a grant of $375,000 from the Solid Waste 
Authority of Puerto Rico. The remaining projects will be financed with other federal grants, funds 
from the Commonwealth Legislature and Municipal funds. More detailed information about the 
Municipality's capital assets and future projects is presented in Notes F and R to the financial 
statements. 
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long term debt 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

At year-end, the Municipality had$ 7,723,000 in general and special bonds and notes, a increase of 
9% with respect to prior year. The Municipality is required to maintain a legal debt margin of 10% of 
the total assessment of property located within the Municipality plus the balance of the property taxes 
in the debt service fund. 

TABLES 

Out~11ntli"t1 L""R"'m" ffttl,r 
F;mJ l'.!ID':I ,en{/j,J Ju11e .IQ, 

Governmental Activities 
2004 2003 (as restated) 

General and special obligation bonds and notes $ 7,723,000 $ 6,916,000 
Compensated absences 977,646 909,736 
Claims and judgments 10,000 1,663,575 
Bond anticipation note 1,000,000 1,040,000 
Payable to CRIM - prior years doubtful accounts 43,635 158,431 
Payable to CRIM - prior year property taxes 61 ,177 -
Note Payable-Puerto Rico Treasury Department 1,502,507 -
Payable to FEMA 486,683 -
Christmas Bonus Payable 186,393 177,517 
LIMS debt 209,332 230,916 
Total $ 12,200,373 $ ll ,096,175 

The Municipality reported an increase in the other long tenn debts of$1 ,104,198. This increase was 
primarily due to the agreement of the Bond Anticipation Note of $1,000,000 with Rural 
Development. One of the settled cases recorded as claims and judgments in the prior year was 
refinanced on a long-tenn basis through a $1,601,720 non-interest bearing note from the Puerto Rico 
Department of Treasury, issued on October 14, 2003. The other significant long term debt results 
from the disallowed costs found in the audit performed by FEMA. More detailed information about 
the Municipality's long term liabilities is presented in Note H to the financial statements. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The Municipality's officials considered certain factors when sening the fiscal year 2004-2005 budget. 
One of these factors is the economy. Among economic areas considered are the population growth 
estimates, personal income, housing statistics and unemployment rates. The Municipality's 
unemployment rate now stands at 8.2%, which compares with the Commonwealth rate of I 0.3%. 

For year 2004-2005 the Municipality applied a conservative approach in development budget 
estimates. Amouncs available for appropriations in the General Fund for the fiscal year 2004 are 
$7,434.380 representing an increase of approximately 4.6% with respect to prior year estimates. 
Budgeted expenditures are expected to rise accordingly to the increase of budgeted revenues. If these 
estimates are realized, the Municipality's budgetary general fund balance is expected to increase 
modestly by the close of 2005 fiscal year. In addition to the general fund estimated budget the 
Municipality plans to submit Federal and Commonwealth funds proposals for welfare and community 
development as well as permanent capital improvements and public works. 

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, taxpayers. and creditors with a general 
overview of the Municipality's finances and to demonstrate the Municipality's accountability for the 
money it receives. If you have questions about this report or need additional information, contact the 
Municipality's Director of Finance at PO Box 97, Hormigueros, Puerto Rico 00660. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF BORMIGUEROS 

STATEMENT OF NET ASSETS 
JUNE JO, 2004 

ASSETS 

Cash and cash equivalents 
Receivables. neL 

Municipal license Laxes (noLe Cl ) 
Lease (note C2) 

Due from 
Commonwealth Government (note D) 

Federal Government (note D) 

Restricted assets: 
Cash and cash equivalents 
Cash wilh fiscal agents 

Deferred bond issuance costs 
Capital assets (note F): 

Land and construction in progress 
Other capiwl assets. net 

Total capital assets. neL 

Total assets 

LIABlLITIF.S 

Accounts payable and accrued liabilities 
lnLercst payable 
Due to 

Commonwealth Government 
Feder.ii Government 

Deferred revenues 
Municipal license taxes (noLe CO 
lntergovernmenLal-CommonwealLh GovemmenL 
Federal grants (note G) 

Long Lerm liabiliLies (note H): 
Due within one year 
Due in more than one year 

Total liabilities 

NET ASSETS 

I nvestcd in capital assets. net of related debt 
Restricted for: 
Capital projects 
Debt service 
Other purposes 

Unrestncted 
ToLal net asseLs 

The accompanying notes are an integral pan of this statement. 
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Governmental 

$ 

s 

.s 

Activities 

5.481.102 

7,629 

487,100 

385,057 

153,3 17 

3. 103,774 

1.743.000 
72,580 

4.252.018 
23, 103,666 

27.355,684 

38,789.243 

Ll84.198 
196,723 

5,362 

56,252 

987,262 

1.436 

266.335 

1.009,301 

11.191,072 

14,897,941 

20.817,512 

J,910.490 

1.004.160 

96.813 

62.327 

$ 23.891,302 



Functions 
Governmental Activities: 

General government 
Public works and sanitation 
Public safety 
Culture and recreation 
Health 
Housing. welfare and community development 
Education 
Interest on long term debt 

Total 

The accompnnyi11g notes are an integral part of this stntemenL 

$ 

$ 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

STATEMENT OF A CTCVITIES 
FISCAL YEAR ENDED JUNE 30, 2004 

Expenses 

5.211 ,134 

2,542,429 

712,581 

838,265 

334,557 

1.648.555 

25,570 

556,087 

11.869,178 

Fees, Fines and 
Charges for 

services 

$ 723,745 

33,7!5 

68,425 

s 825,885 

General revenues 
Taxes 

Property taxes 
Munlcipal license taxes 

Program Revenues 
Operating 
Gn1ntsuod 

Cqntributions 

$ 585.920 

42,448 

789.184 

s 1.417,552 

$ 

Grants and contributions not restricted to specific programs 
Interest 
Other 

Special item 
Property tax umncsty 

Total general revenues and special item 

Change in net assets 
Net assets-beginning, as restated 
Net assets-ending 

17 

Capital 
Grants and 

Contributions 

116,634 

l,21)4.054 

(60,330 

1,481,018 

s 

s 

Total 

(3,784,835} 

j I ,304,660) 

(670,133) 

(769,840) 

(334,557) 

(699,041) 

(25.570) 

(556,087) 

(8.144,723} 

2,778.922 

1.232,946 

3.671,462 
100,486 

234,127 

233.454 
8.251,397 

106,674 
23,784,628 

23,891,302 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

BALANCE SHEET 
GOVERNMENTAL FUNDS 

JUNE JO, 21MM 

Community 
l)eytJOpmcftl Commonwtlllth Olhtr Total 
Blo<kCn111 l.A:gblalurt D<bl Co•en>mt•IAI CoYCmmtnLlll 

Ceuenll Pro,:ntm Resolulloo.s S<nice Funds Funds 
ASSETS 

Co.,b illXI o&$ll tqUIV>ltl1iS s S.481 . 11)'1 s s l S' s S.4Kl.IO? 
R"""""b~.nct. 

Mwn<lplll lio:nse ta~ tnote Cl 1 1.61'> 7.629 
Lu<etnoteC2J .i111.llXI 4~1.1m 

Due !Tom 
Commonwealth OO•crnmenl (note DI .147.262 37.7\IS 385.()$7 
f<ileral Gu•'l!rnment (note OJ l«J,JK\J 72,IJ?8 \5J,Jl7 
Orhcr fun<!< H2.lK6 l\l.5116 

Rie!itr!Ctetl a.sse~~ · 

~h '1fl'l C.U:h "JUIVWls 2,734 l.7'>2.763 1.Jos,2n 3.l<l).774 
C.1.<h whh f"'-'lll •s<nt> J.162.IMK Sl!ll.IJS2 1,743,IKXI 

Toilll .. ~<el.'. s 6.405.679 s Kl .JD s 1.792.763 s 1.19\1,1!43 s 1.%2.157 s 11.443.51>5 

LIABILITIES 
M.:ounts pay•ble llnJ accnitd lt1.bll11ie1- ~6M.8'J7 s Kll.JK!I $.JJ}Y $ s 629.KSl s 1.IH4.198 
Maiuretl bol1(ls lli1<I m1o:rest payable 277.4-17 277.447 
Clll<,10. 

Communwcallh Go.,,rnmcnt S.362 5,.162 
Faler.ii Ci<1vernmen1 56.25? S6,?S2 
011\crfumls H1.SH1 82.587 

Oefenal revenue.~: 

Munktpal llo.'ttt<e '"'"-' (mlle CI) 9111.262 !IK7.262 
t..ca.<e I 1101c Cl) 487.mi 4K7.llAI 
ln1c1,1•vcmmenta~Comroonwcohh Go>'Cmmcnl lliolc DI 93.l'J6 1.436 !14.632 
f'Odcnd grillL< l>lolr DJ 2.734 263.601 266.JJS 

fmol 1Uibill1ics ~.1141.817 Rl.123 S.059 277.447 1.033.729 J.«1.m 

FUND BAl.l\NCES 
ltt.<cl'\'c.dfor. 

Encumbrun~o IKh.381 126 .. m 
Debt "'lV!I.< 912.1'16 11:!2.396 
Capillll p1oje<1> 1.7R7.71"! 811.615 2.619.319 
01her >pe<ili<t.J •pdlj><l~ l.17'J.Cl?S 96.HIJ 1.275.MJH 

Unrestl'\'ru 2.W8.436 1.9')8.456 

T ~IQI iiloo bobnt"-< J .363.K62 1.787.7114 92?.3% 9:!lt.42~ 8.IM}?.J!Xl 

TolJll 1"1billiie.> llJJll 1\in<! b.ililf>l.'t..< s 6.405.679 s KJ..1"23 s 1.792.763 s 1.199.843 s 1.1162.157 s 11.443.lftS 

Tl>e """'l'•'P"ftl""G qote:s ~noun rntegrol p1111 ofthlS • IJll<menL 
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COMMONWEAL TB OF PUERTO RICO 
MUNICIPALITY OF BORMIGUEROS 

RECONCILJA TION OF TOT AL GOVERNMENTAL FUND BALANCE 
TO NET ASSETS OF GOVERNMENTAL ACTIVITIES 

JUNE 30, 2004 

Total governmental fund balances: 

Amounts reported for governmental activities in the Statement of 
net assets are different because; 

Capital assets used in governmental activities are not financial 
resources and therefore are not reported in the fund: 

Other assets used in governmental activities are not current 
financial resources and therefore are not reported in the funds: 
Deferred charges - bond issuance costs 

Other assets are not available lo pay current-period 
expenditures and therefore are deferred in the funds: 
Lease receivable $ 487,100 
Due from Commonwealth entities - Christmas bonus 
reimbursement 93.196 

Interest liabilities are not due and payable in the current 
period and therefore are not reported in funds 

Long term liabilities, including bonds payable, are not due 
and payable in the current period and therefore are not 
reported in the funds: 
General obligation bonds and notes 7,538,000 
Bond Antieipation Note 1.000.000 
Note payable to CRIM-LlMS 209,332 
Note payable to CRIM-financing of delinquent accounts 43,635 
Note payable -PR Department of Treasury J.502,507 
Compensated absences 977,646 
Christmas Bonus Payable 186,393 
Payable to FEMA 486,683 
Judgments and legal claims 10,000 
Payable to· CRIM-current year property tax settlemen1 61 .177 

Net assets of governmental activities: 

The accompanying notes are an integral part of this statement. 
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$ 8,002,390 

.27,355,684 

72.SSO 

580,296 

(104.275) 

(12,015,373) 

$ 23,891,302 



COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF HORMICUEROS 

ST ATEMENT OF REVENUES, EXPENDITURES AND CHANCES 11'1 

GOVERNMENTAL FUNDS 
P1Sf:4L YEAR ENDED JUNEJ0, 1004 

Commuahy 
Oevdopmool Commonw 
Blocl<Cnanl Let:isla1u, 

General Program Resolulio• 
RtYCllUt.S 

ruxcs· 
Propcny tlX<> ( QCMC JI 2.l~?.864 s ~ 

Mu"'c1pal l1ccn....- t11.11c< (note C"l I 1.:!32,946 
lntergovernmcn1al 
Commonwe.illh govenunent tno1c K1 4.324.270 989.84. 
Fcdeml govcmmeni 358.099 

Fe.:.•. fine> anel enurges ror "l!Met.> 825.885 
lncere.on 87.550 3.857 
Olher 114.237 

Tow 1ewnur1 8.727.752 358.1)99 993.7IXI 
E~penditurtS 

Curren!' 

Gc:ocrJJ i:ovcmment 4.617 952 116.634 
Public work\ .ind llURllUllOtl 1.675.360 83.721 2.476 
Public sufcty 625.929 
Culture and recrcauon 485.125 
Health 334.557 
Housing. welforc .md community devrlopmenl 498.375 IJ0.180 135.145 
Edllt'nllon 17.371 

Cipulll ou1llly~ 556.092 27.364 83.66(1 
Debi :<erv1re 

Pnnc:lpal 
lniercSI 
Bone.I 1$!tUilllCC co!tots 

Towl expc11d1ture> 8.SI0.761 358.()94) 221.'.!81 
faces. (delic1cncy1or1cvcnue> over e.pcnditumi (83,(K)'J\ 772,419 

Other linancin& 50Urces (uses) 
l...ca.'IC pnnc1pJI puymc"" (no1e C2) 69.806 
Noic payabl~ C'ommonwe-Jllh Guvcmmcn1 1.8511.UOO 
Pu)'mcni of leg.ii claim 11,850,()()(l) 
Gcncr•I obhg.mon bonds 
Proceed$ from Bond .111uc1pu11on riol~ 
Payment·bond J1111c1pu11!ln note> 
Tr•nsfor- on 11.416 
Transfer' oul /31~).139\ (J.8571 

Tollll oilier linancing >0utte'> (U><SJ 1227 917) 13.8571 
Special item (no~ P) 

Propeny w e. .11111nt.11y 104,563 

Ne1 c1Jange in fund balance (note Q) (1116.363) 768.562 
Fund bablnee al beginning or year. as restated (note Li -1.47\1.225 1.019.142 

Fund balance ~I •nd of yeJJr s 4.363,862 s ~ 1.787,7114 

~ 30UlmpJDy'"g mile.• we..,, integr•I pan o( llm 1U11Cmen1 
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•• ~J.l.946 

163.137 5.477.250 
810.977 1.169.076 

825.885 
9.079 l<M>.486 

114.237 
828.073 974.114 I l.Slll,738 

ll .1115 4.765.691 
79.233 1.840.79() 

~4(1 626.175 
485.125 

334.557 
768.769 1.532.669 

17.371 
61 t.6SS l,278,771 

517.1122 511.on 
5:?3.591 ~2.l.597 

I0.1211 J0.120 
l.040.619 1.5111.12~ Jl.931.888 
(212.5461 1527.014) I.SO.ISO\ 

69.806 
1.850.0<X> 

(1.850.1100) 
l.ll4lMX•1 1.1140.0()0 

1.l~IO.IXKI l.IXXl.!XXl 
ll.ll35.<MWll (1 .035.()()(1) 

309.139 320.555 
17.559) (320.555) 

301.580 I ,IXIS.OIKI 1,(174,806 

28.891 233.454 

117.925 477,986 1.258, l llJ 

'804,471 450.442 6.744.2811 

s 922.396 s 928,428 s 8.002..390 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

RECONCILIATION OF STA TEMEl\IT OF REVENUES, EXPENDITURES AND CHAN(; ES IN 
FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTlVITIES 

FISCAL l'tAR ENDED JUNE 30, 2004 

Nd d111n~ in ruad balances-total gonramental funds: 

Amounts repo11ed for govcm.met)IJll •covatiei. tn the Su11ement or 
activities o.re differenr b«ouse: 

Governmental funds reports capl!lll D>-sels outlays as expenditures. 
However. in rlle Smrcmenr of Ac1M1ie.<. the cost or tho;;e a>i;et< 

is ullocuted over their esiltrutretl weruJ lives and reponed us 
deprec1011on expense: 

Ellpendilures for cupiUtl 11.-sets 

Less: cu1tent year dCpn:ciotion 

Governmental funds only repolt the proceeds received In the disposal 
or 11.<sers. In the Su11emcnt or Activities, 11 gnin or los.• 1s rcponcd for 
eacl1 dlsposuL Th~. the chllf\ge on n"' assets differs rrom ll1e change 
tn fond boll1nce by the c<>St of the disposed 11.<sc:t: 

Revenues on the Statement of Activnres lhlll do not provide current 
tinanctal resource> are not reponed l1S revenue.~ in ihe fund>. 

Due from Commonwealth enuties.C!ir\stmas bonus 
Donuled cupltal a.<$Cts 

Revenue:; reported 1n funds which ate not n:poned"" re'ttnue' m thc 
Sta1.:mcni of Activities 

CRIM· prior ~nr propeny tu~ 
Pueno Rico Electric Power Au1hori1y- prior yem 
Christma.• bonus· prioc Y""' 
CRIM-cunent year propeny 1~x settlement 
Capital ~ pri!lCfpul payment 

Proceeds from ll()(e puyuble und gencrol obliga.1ion bond~ ore 11n other linancins 
~ources in 1he go-.i1111!1tlnl funds, but increa.-e long·tenn li.ubilitics 111 tilt! 
Statement of Ne1 Asset>': 

Expenditures reponed ln fund• which ore ool reported as e~pen.= In lhe 
Staterncn1 of Ac1ivilie.'~ 

Matured bonds principal pnyments (net change) 

Repnymcnt of long term debt is 1111 e,11pendlture in the govemrne1m1J 
funds. but reduces loog·lerm liabilities in the Statement of Net 
A,-se1s. 

General Obllgutton Bonds and Note.; 
Oilier Lons l'erm Liobilitie.~ 

Govemmcntnl funds repon the "/Teet of bond issuance costs us e.xpeodlture 
when debt 1s first issued, whereas these amount• me deferred Wld 
amon.iud in the Sratement of Activities. This amount i~ the net effeci of 
lhese differences: 

Bond 1$.\ Uance costs 
Amoniu111on or deferred charges 

Some expenses reponcd tn I.he S1u1emcnt of Actlvnics do not require 
the use of cuncn1 financial resources und therefore a.re not reponcd 
as e.~pendiiures in the governmental funds: 

Cttristlllll' Boou,s 
Compensated Absence.< 
Accrued cn1eres1 (net change) 
Judgment und let:~l chtims 

C!tan~ iR net assets or governmental activities: 

The accompanying notes a.re an integr.al pan of th rs stutemcnt 
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s !.278.7'71 
(1.338,564) 

93,196 
71l.OS7 

( 12 1,759) 
(79,2241 
(88.759) 
(61.177) 
(26.480) 

408.000 
3,303.110 

(186J93) 
(67,910) 
(8,893) 

(434,829) 

.s 1,258.110 

(59.793/ 

(IS,729) 

163.253 

(377,399) 

(3,890.000) 

I0,000 

3.711.110 

~.J47 

(698.025) 

.s 106,674 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30,.2004 

NOTE A· SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of Hormigueros was founded in 1874. The Municipality is governed by the 
executive and the legislative branch elected for a four year term during the general elections in Puerto 
Rico. The Mayor is the executive officer and the legislative branch consists of twelve (12) members 
of the Municipal Legislature. The Municipality engages in a comprehensive range of services to the 
community such as~ general government administration, public works, health, environmental control, 
education, public security, welfare. housing, community development and culture and recreation 
activities. 

The financial statements of the Municipality bave been prepared in accordance with accounting 
principles generally accepted in the United Stales as applied to governmental units. The 
Governmental Accounting Standards Board (GASB) is the standard-setting body for governmental 
accounting and financial reporting. The GASB periodically updates its existing Governmental 
Accounting and Financial Reporting Standards, which, along with subsequent GASB pronouncements 
(Statements and Interpretations), constitutes GAAP for governmental units. 

1. Fi11ancial reporting entity 

The financial reporting entity included in this report consists of the financial statements of the 
Municipality of Hormigueros (primary government). To fairly present the financial position and the 
results of operations of the financial reporting entity, management must determine whether its 
reporting entity consists of only the legal entity known as the primary government or one or more 
organizations callt'd component units. The inclusion of a potential component unit in the primary 
government's reporting entity depends on whether the primary government is financially accountable 
for the potential component unit or on whether the nature and significance of the relationship with the 
primary government is such that exclusion would cause the reporting entity' s financial statements to 
be misleading or incomplete. The basic criteria for deciding financial accountability are any one of 
the following: 

a. Fiscal dependency of the potential component unit on the primary government, or 
b. The primary government appoints a voting majority of the potential component unit's governing 

body and. 

1) The primary government can impose its will on the potential component unit and/or, 

2) A financial benefit/ burden exist between the primary government and the potential component 
unit. 

There are two methods of presentation of the component unit in the financial statement: 

a. Blending the financial data of the component units' balances and transactions in a manner similar 
to the presentation of the Municipality's balances. 

b. Discrete presentation of the component unit's financ ial data in columns separate from the 
Municipality' s balances and rransactions. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES· Continued 

In fiscal year 2003-2004 the Municipality adopted Statement No. 39 "Derem1ining Whether Cenain 
Organizations Are Component Units - an amendment of GASB 34 Statement No. 14". This Statement 
amends GASB Statement No. 14 to provide additional guidance to determine whether certain 
organizations for which the primary government is not financially accountable should be reported as 
components units based on the nature and significance of their relationship with the primary 
government. A legally separate, tax-exempt organization should be discretely presented as a 
component unit of a reporting entity if all of the following criteria are met: 

a. The economic resources received or held by the separate organization are entirely or almost 
entirely for the direct benefit of the primary government, its component units, or its constituents. 

b. The primary government, or its component units, is entitled to, or has the ability to otherwise 
access. a majority of the economic resources received or held by the separate organization. 

c . The economic resources received or held by an individual organization that the specific primary 
government, or its component units, is entitled to, or has the ability to otherwise access, are 
significant to the primary government. 

(n addition, other organizations should be evaluated as potential component units if they are closely 
related to, or financially integrated with, the primary governmenL 

The Statement continues the requirement in Statement No. 14 to apply professional judgment in 
determining whether the relations.hip between a primary government and other organizations for 
which the primary government is not accountable and that do not meet these criteria is such that 
exclusion of the organization would render the financial statements of the reporting entity misleading 
or incomplete. 

Based on the above criteria there are no potential component units which should be included as part 
of the financial statements. 

2. Basis of presentation, measurement focus and basis of accounting 

The financial report of the Municipality consists of a Management Discussion and Analysis (MD&A). 
basic financial statements, notes to the financial statements and required supplementary information 
other than the MD&A. Following is a summary presentation of each, including the measurement 
focus and basis of accounting Measurement focus is a term used to describe which transactions are 
recorded within the various financial statements. Basis of accounting refers to when transactions are 
recorded regardless of rhe measurement focus: 

Management Discussion and Analysis 

This consists of a narrative introduction and analytical overview of the Municipality's financial 
activities. This analysis is similar to analysis the private sector provides in their annual reports. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2004 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Basic .financial statements 

Basic financial statements include both government-wide and fund financial statements. Both levels 
of statements categorize primary activities as governmental type, which are primarily supported by 
taxes and intergovernmental revenues. 

Government-wide statements 

The government-wide statements consist of a Statement of Net Assets and a Statement of 
Activities. These statements are prepared using the economic resources measurement focus. 
which concentrates on an entity or fund's net assets. All transactions end events that affect the 
total economic resources (net assets) during the period are reported. The statements are reported 
on the accrual basis of accounting. Revenues are recognized in the period earned and expenses 
recognized in the period in which the associated liability is incurred. Fiduciary activities, if any, 
whose resources are not available to finance government programs, are excluded from the 
government-wide statements. The effect of inter-fund activities is eliminated, 

The Statement of Net Assets incorporates all capital (long lived) assets and receivables as well as 
long term debt and obligations. The Statement of Activities reports revenues and expenses in a 
format that focuses on the net cost of each function of the Municipality. BOlh the gross and net 
cost of the function , which is otherwise being supported by the general government revenues, is 
compared to the revenues generated directly by the function. This Statement reduces gross 
expenses, including depreciation, by related program revenues, operating and capital grants, and 
contributions. Program revenues must be directly associated with the function. 

The types of transactions included as program revenues are: charges for services, fees, licenses 
and permits; operating grants which include operating-specific and discretionary (either operating 
or capital) grants; and capital grants which are capital-specific grants. Internally dedicated 
resources are reported as general revenues rather than as program revenues. Likewise, general 
revenues include all taxes. Property taxes (imposed nonexchange transactions) are recognized as 
revenues in the year for which they are levied and municipal license taxes (derived tax revenues) 
when the underlying exchange has occurred. Revenues on both operating and capital .grants are 
recognized when all eligibility requirements (which include time requirements) imposed by the 
provider have been met. For certain expenditure-driven grants revenue is recognized after 
allowable expenditures are incurred. As a policy, indirect expenses in the Statement of Activities 
are not allocated. The Municipality first uses restricted assets for expenses incurred for which 
both restricted and unrestricted assets are available. 

The Municipality reports deferred revenues in the government-wide statements. Deferred 
revenues arise when resources are received before the Municipality has a legal claim to them or 
before applicable eligibility requirements are met (jo case of certain federal expenditure-driven 
grants if resources are received before allowable expenditures are incurred). In subsequent 
periods, when the Municipality has a legal claim to the resources, the liability for deferred 
revenues is removed and the revenue is recogmzecl 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A· SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES· Continued 

Private-sector standards of accounting and financial reporting issued prior to December I, 1989 
generally are followed in the government-wide financial statements to the extent that those 
standards do not conflict with or contradict guidance of the Governmental Accounting Standards 
Board. The Municipality has elected not to follow subsequent statements and interpretations 
issued by the FASB after November 30, 1989. 

Fund Statements 

The financial transactions of the Municipality are recorded in individual funds. each of which are 
considered an independent fiscal entity. Each fund is accounted for by providing a separate set of 
self balancing accounts that comprise its assets. liabilities, reserves. fund equity, revenues and 
expenditures. Funds are segregated according to their intended purpose which helps management 
m demonsu:atmg compliance with legal, financial and contractual provisions. Governmental 
Funds are those through which most governmental functions of the Municipality are financed. 
The governmental fund statements include a Balance Sheet and a Statement of Revenues. 
Expenditures and Changes in Fund Balances with one column for the general fund , one for each 
major fund and one column combining all non-major governmental funds. Major funds are 
determined based on a minimum criterion. that is, a percentage of the assets, liabilities, revenues 
or expenditures (for Commonwealth Legislature Resolutions Fund and Debt Service Fund) or 
based on the Municipality's official's criteria, if the fund is particularly important to financial 
statement users (for Community Development Block Grant Fuod). 

The Municipality reports the following major governmental fonds: 

General Fund: The General Fund is the general operations fund of the Municipality. It is used 
to account for all financial resources except those required to be accounted in another fund. 

Community Development Block Grant Program Fund (CDBG): CDBG fund is used to 
account for revenue sources for the development of viable urban communities by providing 
decent housing, a suitable living environment and expanding economic opportunities, 
principally for persons of low and moderate income. 

Commonwealth Legislature Resolutions Fund: This fund accounts for revenue sources from 
grants provided by the Commonwealth Legislature for specific purposes which includes, 
among others, acquisition, development and improvements of capital assets. 

Debt Service Fund: Debt Service Fund is used to account for the accumulation of resources 
for, and the payment of, general long-term debt principal and interest. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Governmental funds are accounted for using the current financial resources measurement focus. 
With this measurement focus, only current assets and current liabilities a.re included on lhe 
balance sheet in the funds statements. Long-term assets and long- term Liabiljties are included in 
the government-wide statements. Operating statements of these funds present increases (i.e., 
revenues and other financing sources) and decreases (i,e., expenditures and other financing uses) 
in net current assets. The fund statements are maintained and reported on the modifLed accrual 
bac;1s of accounting. Under this method 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 of the current 
period. For this purpose, the Municipality considers revenues to be available if they are collected 
within 60 days of the end of the current fiscal period. Expenditures generaJly are recorded when 
the related liability is incurred. 

Property taxes (imposed nonexchange transactions) are recognized as revenues in the year for 
which they are levied and municipal license taxes (der.ived tax revenues) when the underlying 
exchange has occurred, subject to the availability criteria. Revenues on intergovernmental grants 
are recognized when all eligibility requirements (which include time requirements) imposed by 
the provider have been met and revenue becomes available. For certain expenditure-driven grants 
revenue is recognized after allowable expenditures are incurred. Licenses and permits. charges 
for services. rent and miscellaneous revenues are recorded as revenues when received because 
they are not measurable and available. 

The Municipality reports deferred revenues in the governmental funds statements which anse 
when potenrial revenue does nor meet both measurable and available criteria for recognition in 
the current period (in the government-wide statements revenue is recognized as soon as it is 
earned regardless of its availability). Deferred revenues also anse when resources are received 
before the Municipality has a legal claim to them or before applicable eligibility requirements are 
met. (in case of certain federal expenditure-driven grants if resources are received before 
allowable expenditures are incurred). In subsequent periods, when the revenue recognitton 
criteria is met. or when the Municipality has a legal claim to the resources, the liability for 
deferred revenues is removed from the combined balance sheet and the revenue is recognized. 

Expenditures are generally recognized when rhe related liability is incurred. Cenain exceptions to 
this fundamental concept include the following: I) payments of principal and interest on general 
long term debt, which are recorded as expenditures when due, except for principal and interest 
due on July I (in this case amounts are recorded as liabilities and expendirures on June 30 since 
amounts have been accumulated or transferred to the debt service fund before July I payments 
are made) 2) vested compensated absences. claims and judgments and special termination 
benefits which are recorded as expenditures only to the extent that they are expected to be 
liquidated wirh expendable financial resources (in the government-wide statements the expense 
and related accrual liability for long term portions of debt must be included). 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A • SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES • Continued 

Since the governmental fund statements are presented on a different measurement focus and basis 
of accounting than the government-wide statements, reconciliation is necessary 10 explain the 
adjustments needed to transform the fund financial statements into the government-wide 
statements. This reconciliation is part of the financial statements. 

Notes to Financial Statements 

The notes to financial statements provide information that is essential to a user's understanding of 
!he basic financial statements. 

Required Supplementary Information: 

Required supplementary information consists of the Budgetary Comparison Schedule - General 
Fund as required by GASB. 

3. Cash, cas/1 equiv4fen1s (unrestricted and restricted) and restricted cash witlJ fiscal age.nls 

Cash and cash equivalents consists of cash on hand, demand deposits and short term investments with 
original maturities of three months or less from the date of acquisition. The Municipality follows the 
practice of pooling cash of all funds except for certain Commonwealth's grants, restricted funds 
generally held by outside custodians and federal grants. Available pooled cash balance beyond 
immediate needs is invested in certificates of deposits. Cash and cash equivalents related to 
Commonwealth and Federal grants (including Commonwealth Legislature Resolutions) are restricted 
since their use is limited by applicable agreements or required by law. 

Restricted cash with fiscal agent in the debt service fund consists of the undisbursed balance of 
property tax collections retained by the Commonwealth of Puerto Rico which are restricted for the 
repayment of the Municipality's general and special obligation bonds and notes as established by law. 
Restncted cash with fiscal agent of other governmental funds represent the undisbursed proceeds of 
cenain bonds, loans or grants which are maintained in a cash custodian account by the GOB or a 
federal government agency. 

4. Receivables and due from governmental entities 

Receivables are stated net of estimated allowances for uncollectible accounts. which are determined 
upon past collection experience and current economic conditions. 

Amounts due from federal government represent amounts owed to the Municipality for the 
reimbursement of expenditures incurred pursuant to federally funded programs. Amounts reported In 
the debt service fund represent property tax revenue of current fiscal year collected by the CRIM on 
the first month (July) of subsequent fiscal year. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

5. lnterfund receivables and payables 

Activity belween funds that are representative of lending/borrowing arrangements outslanding at the 
end of the fiscal year are referred to as either "due from/to other funds" (i.e .• the current portion of 
interfund loans) or "advances to/from other funds" (Le., the non-current ponion of imerfund loans). 
All other outstanding balances between funds are reported as "due from/to other funds". 

6. Inventories 

The Munic.ipality purchases gasoline, oil and other expendable supplies held for consumption. The 
cost of those purchases is recorded as expenditure when incurred in the appropriate fuod but the year­
end invenlory is not recorded in the Statement of Net Assets, as management believes is not 
significant. 

7. Capital assets 

Capital assets. which include property. plant, equipment. and infrastructure (e.g., roads, bridges. 
sidewalks. and similar items). are reported in the governmental activities column in the Statement of 
Net Assets. Capital assets are capitalized at historical cost or estimated historical cost if historical cost 
is not available. Donated assets are recorded as capital assets at their estimated fair market value at 
the date of donation. The municipality maintains a threshold level of $1,000 or more for capitalizing 
vehicles, machinery and equipment. Infrastructure assets are capitalized based on a percentage of the 
estimated useful life. The costs of normal maintenance and repairs that do not add to the value of the 
asset or materially extend assets lives are not capitalized. Major outlays for capital assets and 
improvements are capitalized as projects are constructed . 

All capital assets. other than land. are depreciated using the straight-line method over the following 
useful lives: 

Description 

Land improvements 
Buildings and building improvements 
Infrastructure 
Vehicles. machinery and equipment 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTF.S TO FINANCIAL ST A TEMENTS 

June 30, 2004 

NOTE A • SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

8. Long-term obligations 

Long-term debt and other long-term obligations, which are reported as liabilities in the governmental 
activities column in the Statement of Net Assets, consists of general and special obligation bonds, 
liabilities for compensated absences, claims and judgments, and long-term liabilities to other 
governmental entities. 

9. Def erred bond issuance costs 

Bond issuance costs are reported as deferred charges and amortized as required by current standards. 
Governmental fund types recognize bond issuance costs as expenditures during the current period. 
Those issuance costs, whether or not withheld from the actual debt proceeds received, are reported as 
expenditures in the appropriate fund. 

10. Compensated absences 

The Municipality's employees accumulate vacation, sick leave and compensatory time based on 
continuous service. Compensated absences are recorded as a liability if (I )are earned on the basis of 
services already performed by employees, (2) it is probable that will be paid (in the form of paid time 
off. cash payments at termination or retirement, or some other means) and (3) are not contingent on a 
specific event (such as illness). 

The compensated absences are accumulated on the basis of 2Y.z days per month of vacation and 1 Vt 
days per month of sick pay and compensatory time up to a maximum of 60 days of vacations and 90 
days of sick leave. Upon separation from employment the accumulated vacations are liquidated up to 
the maximum number of days. Accumulated sick leave, which is accrued based on all vesting 
amounts for which payment is probable, is liquidated to employees with lO years or more service up 
to the maximum number of days. 

The accrual of compensated absences includes estimated payments that are related to payroll. The 
entire compensated absence liability is reported on the government-wide financial statements. For 
governmental fund financial statements, the current portion of unpaid compensated absences is the 
amount that is normally expected to be paid using expendable available financial resources. The non­
current portion of the liabi lity is not reported. 

11. Fund balm1ces and Net Assets 

Jn the fund financial statements, governmental funds report reserved and unreserved fund balances. 
Reservations of fund balance represent portions of the fund balance that are legally segregated for a 
specific future use or are not appropriated for e~penditure. The Municipality has the following 
reservations of fund balance: 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A· SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES· Continued 

Encumbrances: Represent future expenditures under purchase orders and other 
commitments, which generally will become liabilities in future periods 
as the goods or services are received. 

Debt Service: Represents net assets available to finance future debt service payments. 

Capital Projects: Represent amounts to be used for future expenditures for capital 
projects under contracts and other commitments. These commitments 
generally will become liabilities in future periods as the projects are 
completed. 

Other specified purposes: Represent amounts to be used for future expenditures of Federal and 
Commonwealth's grants to be used to finance activities other I.ban 
construction or capital improvement commitments 

a. Net assets 

In the government-wide statemems net assets are segregated into three categories: 

Invested in capital assets, 
net of related debt: 

Restricted net assets: 

Unrestricted net assets : 

Consists of capital asset balances net of accumulated depreciation and 
outstanding balances of any bonds, notes and other borrowings that are 
attributable to the acquisition, construction, or improvement of those 
assets. This category should not include cash that is restricted to capital 
asset acquisition or construction (unspent bond proceeds) and any 
unamortized debt issue costs. 

Represents net assets (restricted assets net of related debt) that are 
subject to restrictions beyond the Municipality's control. These include 
restrictions that are externally imposed (by creditors, grantors, 
contributors, or laws and regulations of other governments) or 
restrictions imposed by the law through constilUtional provisions or 
enabling legislation (including enabling legislation passed by the 
government itself). 

Represent net assets that do not meet the definition of net assets 
Invested in capital assets, net of related debt or restricted. Unrestricted 
assets are often designated to indicate that management does not 
consider them to be available for general operations. These types o( 
constraints are internal and management can remove or modify them. 
Designations are not reported on the face of the statement of net assets. 
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MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2004 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

12. fllterfund transactions 

The Municipality reports certain transactions as operating transfers, which are legally required 
transfers that are reported when incurred as ''Operating transfers-in" by the recipient fund and as 
"Operating transfers-our" by the disbursing fund . 

13. Risk.financing 

The Puerto Rico Treasury Department (PRDT) acts as an agent, obtaining and determining the 
coverage for the municipalities of Puerto Rico. The coverage for the Municipality of Hormigueros 
consists of professional. public responsibility, property and theft, auto and fidelity bond coverage, 

Insurance policies costs are allocated by PRDT among all the municipalities of Puerto Rico. Payment 
of the Municipality's insurance premiums is monthly deducted from advances of property tax and 
amounts of municipal equalization fund send to the Municipality by the Municipal Revenue 
Collection Center (CRIM). Workers compensation insurance is also deducted from the monthly 
advances by the CRIM. Settled cases have not exceeded insurance coverage for any of the past three 
years. 

14. Use of estimates 

The preparation of the basic financial statements in accordance with accounting principles generally 
accepted in the United States of America requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabi lities and disclosure of contingent assets and 
liabilities at the date of the basic financial statements and the reported amounts of revenues and 
expenditures during the reporting period. Actual results could differ from those estimates. 

15. Future adoption of accounting pronouncements 

The GASB has issued the following statements, which the Municipality has not yet adopted: 
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NOTE A · SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

40 

42 

43 

44 

45 

Statement 

Deposit and Investment Risk Disclosure - an 
amendment of GASB Statement No. 3 

Accounting and Financial Reporting for Impairment of 
Capital Assets and for Insurance Recoveries 

Financial Reporting for Postemployment Benefits Plans 
Other Than Pension Plans 

Economic Condition Reporting: The Statistical Section 
- an amendment of NCOA Statement No. I 

Accounting and Financial Reporting by Employers for 
Postemployment Benefits Other Than Pensions 

To be Adopted in 
Fiscal year ended, 

June 30, 2005 

June 30, 2006 

June 30, 2008 

June 30, 2006 

J\me 30, 2009 

The Municipality's management has concluded that the adoption of these statements Wlll not have a 
significant impact on the Municipality's basic financial statements. 

NOTE B • DEPOSITS 

The Municipality maintains its cash deposits in commercial banks located in Puerto Rico. Under 
Commonwealth of Puerto Rico statutes, public funds deposited in commercial banks must be fully 
collateralized for the amount deposited in excess of federal deposit msurance. All securities pledged 
as collateral by the Municipality are held by the Secretary of Treasury of Puerto Rico in the 
Municipality's name. The table presented below discloses the level of custody risk assumed by the 
Municipality based upon how its deposits were insured or secured with collateral at June 30, 2004: 

Category 1: 

Category 2: 

Category 3: 

Insured or collateralized with securities held by the Secretary of Treasury 
agent's in the Municipality's name. 

Collateralized with securities held by the pledging financial institution's trust 
department or its agents in the Municipality's name. 

Uncollateralized, including any bank balance that is collateralized with 
securities held by the pledging financial institution or by its trust department or 
agent but not in the Municipality's name. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE B • DEPOSITS - Continued 

The bank balances and carrying amount of deposits with financial institutions as of June 30. 2004 
were as follows: 

Calego!l'. Bank Carrying 
2 3 balance amount 

Deposits in 
commercial banks $ 8.752.384 $ $ $ 8.752.384 $ 8.584.876 

Deposits in 
governmental banks l.743.000 J,743.000 1.743.000 

$ 8.752.384 $ $ 1.743,000 $ I0.495.384 $ 10.327.876 

Reconciliation to government-wide statement of net assets : 

Unres tricted Restrict.ed Total 
Carrying amount of deposits in 

commercial banks s 5.481.102 $ 3,103.774 s 8.584.876 

Carrying amount or deposits an 
governmental banks 1,743.000 1.743.000 

$ 5.481.102 s 4.846,774 $ 10,327.876 

NOTE C • RECEIVABLES 

1. M11nicipal license taxes 

Municipal License taxes are assessed annually by the Municipality to all organizations or entities 
subject to the tax doing business in the Municipality's location except for entities totally or partially 
exempt pursuant to certain Commonwealth 's statutes. This tax is based generally on volume of 
business or gross sales as s hown in a tax return that should be submitted on or before April 15. 
During the fiscal year ended June 30, 2004 the tax rates were as follows: 

Financial business - 1.50% of gross revenues 
Other organiza tions - .50% of gross revenues 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE C • RECElV ABLES - Continued 

The tax is due in two equal installments on July I and January I of each fiscal year. Tax revenue is 
recognized at that moment by the Municipality. A discount of 5% is allowed when full payment is 
made on or before April 15. Municipal license tax receivable representing uncollected tax as of June 
30. 2004 on filed tax returns follows: 

Receivable as of June 30, 2004 
Less: allowance for uncollectible 

$ 

Amount 
$ 303,979 

296,350 

7,629 

Municipal license taxes collected prior to June 30 but pertaining to the next fiscal year in the amount 
of $ 1,007,754 are recorded as deferred revenues. 

2. Lease 

The Municipality is a lessor of a property, which consist of a building facility, classified as direct 
financing lease. The lease term 1s for twenty years under a noncancelable lease agreement. The 
following list the component of the net investment in direct financing lease as of June 30: 

Total minimum lease payments to be received 
Less: Unearned income 

Net investment in direct financing lease 

$ 

$ 

748,828 
261,728 

487.IOO 

At June 30. 2004, minimum lease payments for each of the five succeeding fiscal years are as 
follows: 

Year Amount 
2005 $ 76.152 
2006 76, 152 
2007 76,152 
2008 76, 152 
2009 76, 152 

2010-2014 368,068 

$ 748,828 

The net investment in direct financing lease in the amount of $487,100 is recorded as deferred 
revenue in the governmental fund statements since is not available as required by current standards. 
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June 30, 2004 

NOTED· DUE FROM GOVERNMENTAL ENTITIES 

1. Amounts due from governmental entities as of June 30. 2004 follows: 

Puerto Rico Department of Education 
Puerto Rico Firefighters Corps 
Municipal Revenue Collection Center (CRIM)­

property taXes amnesty (general fund) 
Municipal Revenue Collection Center (CRIM)­

property taxes (debt service fund ) 
Office of Commissioner of Municipal Affairs -

CDBG 
Puerto Rico Department of Family- Child Care 
Rural Development (RD) 
Puerto Rico Department of Treasury -

Christmas bonus reimbursement 
Puerto Rico Department of Labor- Law No. 52 

$ 

$ 

Commonwealth 
Entities 

35,940 
5.000 

82.640 

37,795 

93..196 
130,486 

385,057 

$ 

$ 

Federal 
Government 

80,389 
72,928 

153,317 

The amount due from Puerto Rico Department of Treasury ($93, 196) is recorded as deferred revenue 
m the governmental funds statements (general fund) since is not available as required by current 
standards. 

NOTE E • INTERFUND TRANSACTIONS 

1. Due from/to other funds 

Amounts due from/to other funds represent temporary advances to other funds by the general fund 
payroll and payroll taxes expenditures, as follows: 

Receivable Fund 
General Fund 

Total: 

2. Operating transfers 

Payable Fund 
Other governmental fund-Sendec 
Other governmental funds-others 

Amount 
$ 75.423 

7,163 

$ 82,586 

Transfers between individual funds were made for operational purposes. Transfers includes interest 
earned on restricted cash with fiscal agents in the debt service fund and operating and capital 
improvement loans in other governmental funds which is transferred to the general fund; and 
principal and interest payments of general long term debt transferred from the general fund to the debt 
service fund. 
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June 30, 2004 

NOTE F · CA PIT AL ASSETS 

Capital asselS and depreciation activity as of and for the year ended June 30, 2004 is as follows: 

Balance 
July I, 2003. a.'\ Balance 

restated lncrensei> Decreases June 30. 2004 
Govemm~nlnl aclivilies7 

Capital a'\sel'\. nor being depreciated: 
Land $ 3.186.599 $ s s 3,186.599 
Construcliun in progress 1.338.670 1,048.445 1.321.696 1.065.419 

Total capital as.~ts not being 
depreciated: 4.525.269 l.048,445 1.321.696 4,252.018 

Caparal asseL'\, being depreciated· 
Lnnd improvements 1.029.632 16,874 1,046.506 
Building.'\ and building improvements 14,846.986 1.321.696 16,168,682 
lnfra.'\tructure 10,618,6 10 1'16,268 22,273 10,712.605 
V chicles, machinery and c;quipmem 5263.940 167.237 32.423 5.398.754 

Touli capital as:;eL~ being dcprec101ed 31,759,168' 1,(!~2,075 54.696 33,326,547 

Less accumulated depreciation for. 
Land improvements 136.768 36.003 172,771 
Buildings and building improvements 4.160.444 452,780 4,613.224 
Infrastructure i,683.564 530.644 9,694 2,204,514 
Vehicles. machinery and equipment 2.942.508 319.137 29.273 3232.372 

Total accumulnted depreciation 8,923.284 1,338,564 38,967 10,222,881 

Total capital a'l.'\ets being deprecu:ued. 
ner 22.835.884 283.5 11 15.729 23.103.666 

Governmental activities capital assets. 
ner $ 27.361.153 $ 1.331.956 s 1.337.425 $ :?7,355,684 

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

Governmental activities: 
General government 
Public works and sanitation 
Public safety 
Culture and recreation 
Welfare and community development 
Education 

Total depreciation expense. governmental activities 

36 

$ 73,293 
701 ,639 
86,406 

)53,141 
I 15,886 

8,199 

$ (,338,564 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE G • DEFERRED REVENUES 

Deferred revenues for Commonwealth agencies represent resources received before the Municipality 
has a legal claim to them and for federal grants represent resources are received before allowable 
expenditures are incurred. A detail of these balances follows: 

Fund/Grant 

Major Fllnd·CDBG 
Other Go11emmental Funds- Rural Housing Preservation 

Grant 
Other Governmental Funds-Home Aulliliary Assistance 

Other Governmentnl Funds- Office of Governor's 
Authorized Representative (GAR) - FEMA 

Other Go11ernmental Funds· Community Food Program 
Other Governmental Funds -Child and Adult Care Food 

Program 
Total: 

NOTE H ·LONG TERM DEBT 

1. Summary of long· term debt activity 

$ 

Commonwealth Federal 
agencies ![BOIS 

$ 2,734 

1,012 

1,436 

243,980 
6,250 

12,359 
1,436 $ 266,335 

The following summarizes activity in long~term debt for the tiscaJ year ended June 30, 2004: 

(ieneral and Special 
ObligaJions Bonds 
and Notes 

Bond anlicipation note 
Note payable to CRIM· 

LIMS 
Note payable to CRIM· 

financing of 
delinquent accounts 

Note Payable~Puerto 
Rico Treasury 
Department 

Compensated absences 
Chn stmns Bonus 
Payable to FEMA 
~udgments and legal 

claims 
Payable to CRIM- final 

settlement 2003-2004 

Balance at 
July I, 2003, 

as restated 

$ 7.091.000 
1.040.000 

230.916 

158.431 

909,736 
177.517 

1.911 .854 

$ 11.519.454 

increases 

$ 1,040.000 $ 
1.000.000 

1,601.720 
196.524 
186J93 
486.683 

I0.000 

61.177 
$ 4,582.497 s 
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Decreases 

408.000 
1.040.000 

2l,584 

114.796 

99.213 
128.614 
177.517 

1.911.854 

3,901.578 

Balance al 
June 30, 2004 

s 

7.723.000 
1,000.000 

209,332 

43,635 

1,502,507 
977.646 
186,393 
486.683 

10,000 

61.177 
12.200,373 

$ 

$ 

Due within 
one year 

412.000 

22,887 

16,034 

177.1 18 
123.692 
186,393 

10.000 

61,177 
1.009,301 
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MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE H - LONG TERM DEBT - Continued 

2. General and special obligation bonds and notes 

The Municipality's outstanding general and special obligation bonds and notes at June 30, 2004 
amount to $7,723.000. All these bonds are serviced by the Governmental Development Bank of 
Puerto Rico (GOB) maturing at various dates. As required by law, the Commonwealth Government 
is obligated to levy and collect property taxes for payment of principal and interest on bonds and 
notes. A debt service fund has been established for the bonds and notes at GDB with the proceeds of 
those property taxes, whereby sufficient funds must be set aside in order to cover the projected debt 
service requirement, before any new bonds are issued. Principal and interest payments of $690,000 
Revenue bonds are made from an "lnterest Bearing Account" (IBA) maintained by GOB, which is 
financed with proceeds from lessee' s rental payments. Principal and interest payments of long term 
debt issued for operational purposes are made through withholdings from the advances of property tax 
and amounts of municipal equalization fund send to the Municipality by the Municipal Revenue 
Coflect1on Center (CRIM). 

A detail of the general and special obligation bonds and notes as of June 30, 2004 follows: 

1994 public improvement bonds of $85,000 due in annual installments of 
$5,000 to $10,000 through July I, 2008; bearing interest at rates ranging 
from 5% to 7 .606% (7.21% at June 30, 2004) 

1994 public improvement bonds of $·125,000 due in annual installments of 
$3,000 to $I 0,000 through January I, 2019; bearing interest at 5% 

1992 public improvement bonds of $168,000 due in annual installments of 
$2.000 to $ 17,000 through January I. 2017; bearing interest at 5% 

1997 general obligation bonds of $175,000 due in annual installments of 
$5,000 to 15.000 through July I, 2021 ; bearing interest at rates ranging 
from 4.865% to 6.75% (5.29% at June 30, 2004) 

1983 public improvement bonds of 251 ,000 due in annual installments of 
$5,000 to $ 17,000 through January 1, 2008; bearing interest at 5% 

1998 general obligation notes of $320,700 due in annual installments of 
$38,700 to 54,000 through January I, 2005; bearing interest at 4.75% 
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NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE H - LONG TERM DEBT - Continued 

1996 general obligation bonds of $390,000 due in annual installments of 
$5.000 to $40.000 through July I, 2020; bearing interest at rates ranging 

Outstanding 
Amount 

from 4.70% to 6.63% (5.80% at June 30. 2004) 340,000 

1999 general obligation bonds of $410,000 due in annual installments of 
$5,000 to $35,000 through July I, 2024; bearing interest at rates ranging 
from 2. 70% to 7 .8 I% 385 ,000 

2001 general obligation bonds of $425,000 due in annual installments of 
$5.000 to $40,000 through July I, 2025; bearing interest at rates ranging 
from 2.70% to 6.13% (2.80% atJune 30, 2004) 410.000 

1999 general obligation notes of $105,000 due in annual installments of 
$80,000 to $ 125.000 through July I, 2006; bearing interest at rates ranging 
from 5% to 7 .81 % (2.80% at June 30. 2004) 345,000 

1999 general obligation bonds of $736,000 due in annual installments of 
$19.000 to $52,000 through January I, 2024; bearing interest at 4.75% 696.000 

1998 general obligation bonds of $983,000 due in annual installments of 
$23,000 to $65.000 through January I, 2024; bearing interest at 4.5% 883.000 

2000 general obligation bonds of $1.040,000 due in annual installments of 
$27 .000 to $76,000 through January I , 2025; bearing interest at 5. 12% 1.013,000 

1997 general obligation bonds of $1,538,000 due in annual installments of' 
$4 1,000 to$ I 09,000 through January I, 2022; bearing interest at 4.75% 1,362.000 

1992 revenue bonds of $690,000 due in annual installments of $10,000 to 
$50,000 through July I, 2013; bearing interest at 9% 400,000 

2002 special obligation bonds of $ 1,410,000 due in annual installments of 
$20.000 to 125,000 through July I, 2026~ bearing interest at rates ranging 
from 5% to 7.5% (7.50% at June 30, 2004) 1.370,000 

$ 7,723,000 
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June 30, 2004 

NOTE H - LONG TERM DEBT - Continued 

The annual requirements to amortize general and special obligation bonds and 
notes as of June 30, 2004 follows: 

June 30 Principal Interest 

2005 $ 412,000 $ 422.976 
2006 379,000 398,852 
2007 403,000 374.492 
2008 296,000 357,713 
2009 287,000 340.882 

2010~2014 1,613,000 1,437,947 
2015-2019 1,843,000 958,909 
2020-2024 1,969,000 409,692 
2025-2029 521 ,000 31 , 188 

Totals $ 7.723,000 $ 4,732,651 

.3. Otlterlong·term liabilities 

Bond anticipation note - During the fiscal year the Municipality 
issued a $1 ,000,000 bond anticipation note (BAN) through the 
Governmental Development Bank of Puerto Rico (GOB) and 
payable to the US Department of Agriculture-Rural 
Development (RD), to finance the construction of a sanitary 
sewer system. This amount represents the Municipality' s share 
of project cost, which will be financed with a $3,000.000 grant 
from RD and a contribution from the Puerto Rico Aqueduct and 
Sewer Authority. The Municipality intends to refinance this 
BAN on a long term basis through a $1,000,000 general 
obligation bond, approved by GOB on August 5, 2002. The 
genera] obligauon bond will bear 4.5% interest and will be due 
25 years after bond issuance. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE H - LONG TERM DEBT - Continued 

Note payable to CRIM (LIMS) - On November 28, 200 I the 
Municipality entered into a financing agreement with the CRIM 
in the amount of$261,009 for the payment of the Municipality's 
share of the cost of a management information system (LIMS) 
acquired by the CRIM for the management of taxpayer's 
properties located in Puerto Rico. The note is payable in 
semiannual installments of $17,503, including interest of 5.95% 
and 1s due on November 28, 2011. Amount is financed with 
unrestricted funds through withholdings from the advances of 
property tax and amounts of municipal equalization fund send to 
the Municipality by tbe Municipal Revenue Collection Center 
(CRfM). Debt service requirements in future years are as 
follows: 

June 30 Pnncipal Interest 

2005 $ 22,887 $ 12,120 
2006 24,269 10,738 
2007 25,734 9,273 
2008 27.288 7,719 
2009 28,936 6,071 

2010~2014 80,218 7,299 
Totals $ 209.332 $ 53,220 

Note payable to CRlM (Financing of delinquent accounts)- On 
March 19, 2002 the Municipality entered into a financing 
agreement with the CRIM in the amount of $158,43 1 to finance 
delinquent property tax accounts sold to private investors, under 
the provision of Law No. 146 of October 11 , 2001. The 
agreement is in the form of a nonrevolving line of credit bearing 
interest of 65% for the first 5 years and variable for the next 25 
years at 125 points over London Interbank Offered Rate 
(UBOR) and is due on December I, 2032. As described in Law 
No. 146, interest payments for the first 5 years will be financed 
through .48% of the net increase of subsidy provided by the 
Commonwealth of Puerto Rico's general fund. Also, during the 
first 5 years any collection from those delinquent accounts will 
be credited to the loan principal. After the 5 year period the loan 
outstanding balance will be restructured for a 25 years period. 
Debt service requirements in future years are as follows: 
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43,635 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE H - LONG TERM DEBT - Continued 

June 30 Principal lnterest 

2005 $ 16,035 $ 2,836 
2006 1,794 
2007 1.794 
2008 1,794 
2009 475 1,780 

2010-2014 2,895 8,378 
2015-2019 4,003 7,270 
2020-2024 5,535 5,738 
2025-2029 7.654 3,619 
2030-2032 7,038 853 

Totals $ 43.635 $ 35,856 

Note Payable-Puerto Rico Treasury Department- As of June 30, 
2003 the Municipality recorded in the government-wide 
statements a $ 1,850.000 liability for a legal case settled on July, 
2003. On October 14, 2003 the Municipality refinanced this debt 
on a long term basis through a $1,601,720 non-interest bearing 
note (imputed interest rate is 5. 125% ), from the Puerto Rico 
Department of the Treasury. The note is payable in annual 
installments of $20,833 to $37,500 (including interest) through 
November I, 2008. The note balance as of June 30, 2004 is net 
of an unamortized discount of $201 ,659 and will be repaid with 
unrestricted funds through withholdings from the advances of 
property tax and amounts of municipal equalization fund send to 
the Municipality by the Municipal Revenue Collection Center 
(CRIM). 

June 30 Prmcipal Interest 

2005 $ 177, 118 $ 72,881 
2006 304.584 62,082 
2007 407, 159 42,841 
2008 428,524 2 1.476 
2009 185,122 2,379 
Totals $ 1,502,507 $ 201,659 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE H - LONG TERM DEBT - Continued 

Compensated absences - includes accrued vacations, sick leave 
benefits and other benefits with similar characteristics such as 
compensatory time, represents the Municipality's commitment 
to fund such costs from future operations. Amount is paid with 
unrestricted funds 

Christmas Bonus - represent the accrued portion corresponding to 
fiscal year 2003-2004 of the Christmas bonus to be paid in 
December 2004 

Payable to FEMA - this amount represent final disallowed costs as 
determined by an audit performed by the Governor's Authorized 
Representative (GAR) of FEMA funds related to Hurricane 
Georges. This amount will be repaid with unrestric ted funds 

Claims and judgments - represent the final settlement of a legal 
case paid subsequent to June 30, 2004. The awarded amount will 
be paid with unrestricted funds. 

Payable to CRIM - represents the balance owed to CR1M at June 
30, 2004 for excess of advances of property tax and other 
subsidies over final amount of property tax collections for the 
fiscal year ended June 30, 2004.(see note J). This amount will be 
repaid with unrestricred funds through withholdings from the 
advances of property tax and amounts of municipal equalization 
fund send to the Municipality by the Municipal Revenue 
Collection Center (CRIM). 

Outstanding 
Amount 

977,646 

186,393 

486,683 

10,000 

61 , 177 

NOTE I • LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS 

The Municipal operates a landfill since 1983. Commonwealth and Federal laws and regulations 
require the Municipality to place a final cover on its landfill when it stops accepting waste and 
perform certain maintenance and monitoring functions at the landfill site for thirty years after closure. 
In addition to operating expenses related to current activities of the landfill, an expense provision and 
related liability should be recognized based on the future closure and post closure care costs that will 
be incurred near or after the dare the landfill no longer accepts waste. The recognition of these 
landfill closure and post closure care costs is based on the amount of the landfill used during the year. 
The estimated liability for landfill closure and post closure care costs has not been determined and 
accounted as of June 30. 2004. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FJNANCIAL STATEMENTS 

June 30, 2004 

NOTE J - PROPERTY TAXES 

The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is 
responsible for the assessment, collection and distribution of real and personal property taxes. The tax 
on personal property is self-assessed by the taxpayer. The assessment is made on a return, which 
must be tiled with the CRIM by May 15 of each year and is based on the current value at the date of 
the assessment. Real property is assessed by the CRIM. The tax is general assessed on January I on 
all taxable property located within the Municipality and is based on the current value existing in the 
year 1957. For personal property the tax is due with the return filed on or before May 15. Taxes on 
real property may be paid on two equal installments, July 1s1 and January I". 

The tax rates in force as of June 30, 2004 are 8.28% for real property (of which 8.08% is paid by the 
taxpayer and .20% is reimbursed by the Puerto Rico Treasury Department) and 6.28% for personal 
property (of which 6.33% is paid by the taxpayer and .20% is reimbursed by the Puerto Rico Treasury 
Department). For both tax rates 1.03% belongs to the Commonwealth and 7.25% and 525%, 
respectively. belongs to the Municipality. Of the portion belonging to the Municipality, 6% on real 
property and 4% on personal property represents the Municipality's portion which is appropriated for 
general purposes and accounted in the general fund . The remaining portion of 1.25% on both tax rates 
belonging to the Municipality is restricted for debt service and accounted in the debt service fund . 

Residential real property occupied by its owner is exempt by law from property taxes on the first 
$ 15,000 of the assessed value. For such exempted amounts, the Puerto Rico Department of Treasury 
assumes payment of the basic tax to the Municipality, except for residential units assessed at less than 
$3.500 on which a complete exemption is granted. Revenue related to exempt property is recorded in 
the General Fund. The Municipality grants a complete exemption from personal property taxes up to 
an assessment value of $50,000 to retailers with annual net sales of less than $ 150,000. 

The CRIM advances funds to the Municipality based on an estimate of special governmental 
subsidies and the property taxes to be levied and which are collected in subsequent periods. This 
distribution includes advances of property tax and amounts of municipal equalization fund from the 
Commonwealth government. The CRIM is required by law to prepare a settlement statement on a 
fiscal year basis, whereby a comparison is made between the amounts advanced to the Municipality 
and amounts actually collected from taxpayers. The CRIM prepares a preliminary settlement not later 
than three months after fiscal year•end and a final settlement not later than six months after fiscal 
year-end. If actual collections exceed the advances a receivable from CRIM is recorded. However, if 
advances exceed actual collections, a payable to CRIM is recorded. The Municipality has a net 
payable to the CRIM of$ $61, 177 resulting from the final settlement for fiscal year 2003-2004. The 
total amount is recorded as a long term debt in the government-wide statement since will not be paid 
with expendable available resources. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE K - INTERGOVERNMENTAL REVENUES 

Intergovernmental revenues in the General Fund are comprised of the following: 

Amount 
Amount of municipal equalization fund send by CRIM 
Compensation in lieu of tax from the Puerto Rico Electric Power 

Authority (PREPA) 
Puerto Rico Department of Labor - Law No. 52 
Reimbursement from Commonwealth Government of Christmas 

Bonus expenditure 
Other intergovernmental revenues 

NOTE L · FUND BALANCE AND NET ASSETS RESTATEMENTS 

1. Fund balances 

$ 2,739,972 

763,224 
554.835 

152,158 
114.081 

$ 4.324,270 

Certain special funds wlth self imposed restrictions, with fund balances of $1,583,483 previously 
reported as special revenue and capital project funds, were reclassified to the general fund . fn 
addition, the beginning fund balance of the general fund has been restated to recognize a net 
understatement in receivables in the amount of $35,066 and a net overstatement of accounts payable 
in the amount of $13,673. Finally, the beginning fund balance of the debt service fund has been 
adjusted to reflect the correction of an overstatement of receivables in the amount of $64,422.The 
fo!fowing schedule reconciles the fund balance at July 1, 2004 as previously reported to the beginning 
fund balance, as restated. 

Fund 
General fund 

CDBG 

Commonweallh Legislauve 
Resoluuons 

Debt service fund 

Other govemmencal funds 

Total 

Balance at 
begmnrng of 

year, as 
previously 
reported 

$ 2,838.003 

1,019.142 

868,893 

2.033.925 

s 6.759.963 
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Prior period adjustments 

Fund 
reclassifications 
$ 1.583.483 

(1 .583.483) 

Correction of 
errors 

$ 48,739 

(64,422) 

s (15.683) 

Balanceac 
beginning of 

year, as 
restated 

$ 4,470.125 

1,019.142 

804.471 

450.442 

s 6,744.280 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE L - FUND BALANCE AND NET ASSETS RESTATEMENTS - Continued 

2. Net assets 

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

Net assets at beginning of year as previousry reported: 

Restatements: 
Receivable not recorded- P.R. Department of Education 
Rece1 vable not recorded- Law #52 
Receivable not recorded - Christmas bonus reimbursement 
Overstatement of property tax receivable-debt service fund 
Net correction of enors - capital assets 
Net overstatement of accounts payable · suppliers 
Christmas bonus payable not recorded 
Overstatement of note payable to CRIM-delinquent accounts 
Note payable to CRIM (LIMS) not recorded 
Understatement of accrued interest payable 

Net asset~ at beginning of year as restated: 

NOTE M ·RETIREMENT PLAN 

1. Plan description 

$ 

$ 

Amount 
23,788,517 

31 ,500 
3.566 

88.759 
(64,422) 
178.572 

13,672 
(177,517) 

248.280 
(230,916) 
(95.383) 

23,784.628 

Regular employees of the Municipality contribute to a cost sharing multiple employer defined benefit 
retirement plan, administered by the Employee' s Retirement System of the Government of Puerto 
Rico an its Instrumentali1ies (ERS). ERS covers all regular full time public employees working. for 
the central government, public corporations and the municipalities of Puerto Rico. The system 
provides retirement pensions, death and disability benefits. 

Retirement benefits depend upon age at retirement and number of years of credited service. 
Disability retirement benefits are available to members of occupational and no occupational 
disabilities. Benefits vest after ten years of plan participation. The system was created under Act 
447, approved on May 15, 1951, as amended, and became effective on January I, 1952. Retirement 
benefits are determined by the application of stipulated benefit ratios to the member's average 
compensation. Average compensation is computed based on the highest 36 months of compensation 
recognized by ERS. The annuity, for which a plan member is eligible, is limited to a minimum of 
$200 per month and a maximum of 75% of tbe average compensation. ERS issues a publicly financial 
report that includes financial statements and required supplementary information of the Plan, which 
may be obtained from the ERS. 

Law No. 305 of September 24, 1999 amended the Act No. 44 7 of 195 1 and was enacted with the 
purpose of establishing a new pension program (System 2000). The new pension program became 
effective on January I, 2000. Employees participating in the current system as of DecemberJ I, 1999 
may elect either to stay in the defined benefit plan or transfer to the new program. Persons joining the 
government on or after January I, 2000 will only be allowed to become members of the new program. 
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NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE M - RETIREMENT PLAN - Continued 

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. There will be 
a pool of pension asselS, which will be invested by the System, together with those of the current 
defined benefit plan. Benefits at retirement age will not be guaranteed by the State government and 
will be subjected to the total accumulated balance of the savings account. The annuity will be based 
on a formula, which assumes that each year the employee's contribution (with a minimum ofS.275% 
of the employee's salary up to a maximum of 10%) will be invested 10 an account which will either: 
(I) earn a fixed rate based on the two-year Constant Maturity Treasury Note or. (2) earn a rate equal 
to 75% of tht" return of the System's investment portfolio (net of management fees), or (3) earn a 
combination of both alternatives. If savings accounts balance is $10.000 or less at time of retirement, 
the balance will be distributed by the System co the participant as a lump sum. Participants receive 
periodic account statements similar to those of defined contribution plans showing their accrued 
balances. Disability pensions are not been granted under the new program. The employer 
contributions (9.275% of the employee's salary) will be used to fund the current plan. Under System 
2000 the retirement age is reduced from 65 years to 60 for those employees who joined the current 
plan on or after April I , 1990. 

2. Funding policy 

The Act 447. as amended, is the authority under which obligations to contribute to the Plan by the 
Plan members, employers and other contributing entities are established or may be amended. Plan 
members are required to contribute 5.775% of gross salary up to $6,600 plus 8.275% of gross salary 
in excess of $6.600 except for the Mayor or employee under a supplementation plan, which 
contributes 8.275% of gross salary. The Municipality is required to contribute 9.275% of gross 
salary. 

The Municipality's actual contribution for the current and the previous two fiscal years. which is 
equal to the required contribution. follows: 

Fiscal year ended: 

2004 

2003 
2002 

NOTE N - COMMITMENTS 

1. Operating leases 

Law No. 447 

$ 195.644 

$ 182,597 

$ 203,506 

System 2000 

$ 58,000 

$ 37,729 

$ 17,253 

The Municipality leases office equipment under operating lease agreements, which generally have 
terms of one year or less and are automatically renewed for the same terms. Rental expenses 
amounted approximately $ 6,17 1. Management believes that the summary of the future minimum 
rental commitments under noncancelable operating leases with terms exceeding one year is not 
signjfjcanL 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30. 2004 

NOTE N - COMMITMENTS - Continued 

2. Construction 

The Municipality has commitments at June 30, 2004 of approximately $ 932, 129 for construction, 
improvements or renovation of certain municipal facilities. 

NOTE 0 - CONTINGENCIES 

1. Federal and StaJe grants 

Projects financed by Federal and State Grants are subject to audits by grantors and other 
governmental -agencies in order to determine its expenditures to comply with the conditions of such 
grancs. It is the Municipality's opinion that no additional material unrecorded liabilities will arise 
from audits previously performed or to perform. 

2. Litigations 

The Municipality is, at present, a defendant in a number of legal matters that arise in the ordinary 
course of the Municipality's activities. There are cases whereby the Municipality is a defendant or 
codefendant that will be covered by insurance, certain cases whereby the legal counsel has not 
determined an outcome and other cases that will not be covered by insurance. As a result of one 
settled case subsequent to June 30, 2004 and not to be covered by insurance, the Municipality accrued 
$I 0,000 in the government-wide statements. However, it is the opinion of the Municipality and the 
legal counsels that based on their experience, such actfons and the potential liabilities will not impair 
the Municipality financial position. 

NOTE P - SPECIAL ITEM 

1. Property tax amnesty 

Law No. 74 of March I. 2004 approved by the Commonwealth's Legislature (as amended by Law 
No. 13 l of June i . 2004) granted to taxpayers (for the period March l , 2004 to June 30, 2004) an 
amnesty for payment of real and personal property tax debts. As a result, the CRIM distributed to the 
Municipality $ 233.454 on property tax collections as of June 30. 2004 of which $204,563 were 
recorded in the general fund and $ 28.891 recorded in the debt service fund. The transaction falls 
under the definition of special item set forth by GASB 34, as it 1s a transaction of unusual or 
infrequent nature within the control of Municipality's management. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE Q-NET CHANGE IN FUND BALANCE - GENERAL FUND 

The Statement of revenues, expenditures and changes in fund balance reported a net change in fund 
balance for the general fund in the amount of ($ 106.363 ), which is composed of the following: 

Net change in fund balance, 01 Fund 
Net change in fund balance. other special funds (with self imposed restrictions) 

included ns part of the general fund: 

Amount 
$ 283. 822 

(390.185) 

$ (106,363) 

Resources to finance these special funds were provided in previous years but funds were expended in 
current year. 

NOTE R- SUBSEQUENT EVENTS 

1. Issuance of general obligation bonds 

On August 23. 2004 the special obligation bond of $1,410,000 have been refinanced with a general 
obligation bond issuance through the Governmental Development Bank of Puerto Rico (GDB) for the 
amount of $1,355,000, payable in annual installments of $35,000 to $85,000 through January 1. 2029; 
bearing interest at rates ranging from 3.5% to 4%. 

On October 6, 2004 the municipality issued a $530,000 general obligation bond through the 
Governmental Development Bank of Puerto Rico (GDB) to finance improvements to a convention 
center. Bonds are payable in annual installments of $ 15,000 to $40,000 through January I. 2024. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY Of HORMIGUEROS 

BlJDGETARV COMPARISON SCHEDULE. GENERAL flJND 
FISCAL VEAR ENDED JUNE 30, 2004 

Budgeted lllllOUnts 
Orii;i1111I Final 

Revenues 
Property IDXC.' $ 2.478.932 s 2,871,049 
Mun1c1pul license lalte.> 1.093.081 1.093.081 
Intergovernmental 2.768.540 2,R20,197 
Fees, line.~ und charges for services 625.000 759,176 
lm.erc.'il 95,000 95.000 
Qther 50,000 102,907 

Total revenues 7.110.552 7.741.410 

Expenditures 
Gencml government ) ,270.642 4, 136.363 
PublK: work.!. and sumtauon 1.680.594 1,738.600 
Public safety 632.290 623.023 
Culrure and recreuuon 490,2&4 481.788 
Heahh 334.827 334.827 
Welfare and community d11velopmcn1 556,266 517,591 
Education 17.900 17.800 

ToUJJ e~penwture,' 6.982.802 1.849.m 

Excc.~s (dcfic1cncy) of revenues over expenditures 127.750 (108.582) 

Other financing sources (uses) 
Tmnsfer.;out (121,750) ( 127.750) 

Tora! othec financing $0Ul1:CS (use.~) (127.750) (127.750) 

Exec~' (dctic1ency) of revenues and orher finuncing soun:cs 
over expeodnureb und other financins ~s (236.332) 

Readjustment from prior year fund balance 236,332 
s 

The accompuuying nou:s to required supplemeniul information arc ~n inicgi-JI pan of this schedule. 
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Actual Amounlll 
(Budgetary Variantt witli 

Basis) Final Budget 
(Sec Note A) Positive (N~tive) 

$ 3 ,010,129 $ 139.080 
l.246.527 153.446 
2.849.370 29,173 

816,445 57.269 
98.966 3.966 

113.237 10.330 
8.134,674 393,264 

4.074.821 61.542 
1.726 .. 356 12,244 

622,496 527 
475,842 5.946 
334.557 270 
504.197 13,394 

17.371 429 
7.755.640 94.352 

379,034 -'87.616 

(9'.1.500) (34.250) 
(93.500) 34,250 

28S.534 521,866 
(236.332) 

s 285,534 $ 285.534 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPARISON SCHEDULE- GENERAL FUND 

June 30, 2004 

NOTE A· BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING 

The Municipal budget is prepared for the General Fund following the requirements of the 
Autonomous Municipal Law of 1981, as amended. It is developed utilizing elements of performance­
based program budgeting and zero-based budgeting and includes estimates of revenues and other 
sources for ensuing fiscal year under laws existing at the time the budget is prepared. 

Budget amendments are approved by the Municipal Legislature. Cenain budget transfers within the 
limitations and restrictions of the Municipal Law can be approved by the Mayor or by the Municipal 
Legislature. The budget comparison schedule provides information about the original budget. the 
amended budget and the actual results. under the budgetary basis of accounting. 

The budgetary basis of accounting is different from GAAP. Revenues are generally recorded when 
cash is received and expenditures are generally recorded when the related expenditure is incurred or 
encumbered. The encumbrances (that is, purchase orders and contracts) are considered expenditures 
when a commitment is made. On a GAAP basis, encumbrances outstanding at year end are reported 
in the governmental funds statements as a reservation of fund balance since they do not constitute 
expenditures or liabilities while on a budgetary basis encumbrances are recorded as expenditures of 
current year. Encumbrance appropriations lapse one year after the end of the fiscal year. 
Unencumbered appropriations are lapsed at year end. The legal level of budgetary control (the level at 
which expenditures may not legally exceed appropriations) is at the function level. 

The presentation of the budgetary data excludes other appropriations such as capital projects, debt 
service and special revenue fu.nds because projects are funded on a multi-year nature, generally 
requiring several years to complete or effective budgetary control is alternatively achieved through 
general obligation bond indentures and legal and contractual grant agreement provisions. 

NOTE B - BUDGET TO GAAP RECONCILIATION 

The accompanying budgetary comparison schedule presents comparisons of the original and final 
legally adopted budget with actual data on a budgetary basis. Since accounting principles applied for 
the purposes of developing data on a budgetary basis differ significantly from those used to present 
accounting principles generally accep1ed in the United States, the following budget to GAAP 
reconciliation ·is presented: 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMlGUEROS 

SCHEDULE OF EXPENDITURES OF FEDERAL AW f.RDS 
FISCAL YEAR ENDED .IUNE 30, 2004 

Federal Grantor/Pass Through 
Grantor/Program Title 

U.S. Department of Housing and Urban Development 
___ Programs: 

Passed through the Office of Commissioner of Municipal Affairs: 
Community Development Block Grant - States's Program 

Direct Program: 
Section 8 Housing Choice Vouchers Program 

U.S. Department of Agriculture 
___ Programs: 
Direct Programs: 

Water and Waste Disposal System for Rural Commµnities 
Rural Housing Preservation Grant 

Passed through the P.R. Depanment of Education: 
Child and Adult Care Food Program 

U.S. Department of Health and Human Services 
___ Program: 
Passed through the P.R. Department of Family - Families and Children 

Administration: 
Child Care and Development Block Grant 

U.S. Department of Transportation 
___ Program: 
Direct Program: 

Federal Transit Formula Grants 

Federal Emergency Management Agency 
_ __ Program: 

Passed through the Puerto Rico Governor Office: (Governor's 
Authorized Representative-GAR) 

Public Assistance Grams 

Ttie accompanying notes are rui integr.11 part of this schedule. 
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Federal 
CFDA 

NumbeJ' 
(note B) 

14.228 

14.871 

10.760 
10.433 

10.558 

93:575 

20.507 

83.544 

Pass· Through 
Grantor's 
Number 
(note C) 

FD-30 
AF-30 
AB-30 
CD -30 

NIA 

NIA 
NIA 

N/AV 

N/AV 

NIA 

DR-PR-1247 

$ 

Expenditures 
(note A) 

358._099 

SJ 1,161 
869,260 

339.367 
I 1,503 

12.652 
363.522 

155,725 

3'1.1 06 

68,967 

$ 1.488.580 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 

June 30, 2004 

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of 
the Municipality and is presented on the modified accrual basis of accounting. Expenditures are 
recognized when the related liability is incurred . The information tn this schedule is presented in 
accordance with the requirements of OMB Circular A-133, Audits of States, Local Government and 
Nonprofit Organizations. 

NOTE B - FEDERAL CFDA NUMBER 

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number. 
The first two digits identify the federal department or agency that administers the program and the last 
three numbers are assigned by numerical sequence. 

NOTE C - PASS -THROUGH GRANTOR'S NUMBER 

State or local government redistributions of federal awards to the Municipality, known as "pass­
through awards" , should be treated by the Municipality as though they were received directly from 
the federal government. OMB Circular A- 133 requires the schedule to include the name of the pass­
through entity and the identifying number assigned by the pass-through entity for federal awards 
received as a subrecipient. Numbers identified as N/A are not applicable and numbers identified as 
N/AV are not available. 

NOTE D - RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF 
EXPENDITURES OF FEDERAL AWARDS TO THE EXPENDITURES PRESENTED IN THE 
BASIC FINANCIAL STATEMENTS 

Community 
De~elopment Other 
Block Grant Governmental 

Descril!tiOD Fund Funds 

14.228 $ 358,099 $ 
14.87.1 511.161 
10.760 339,367 
10.433 11 ,503 
10.558 12,652 
93.575 155,725 
20.507 31 .106 
83.544 68,967 

Total federal awards expenditures 358,099 1,130,481 
Total nonfcderal awards expenditures 370,647 

Total expenditures. fund statements $ 358,099 $ 1.501.128 
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PA"1'NERS: 

VALDES, GARCIA & MARIN 
CERTI FIED PUBLIC ACCOUNTANTS AND CONSULTANTS 

"'EMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECT10N 

ERNESTO VAl..0£5 

ARTURO GARCIA SANCHEZ 

RAM6N MARfN 

P.O . BOX 364831 

SAN JUAN. P.R 00936-4831 

TELEPHONE. (787) 725·1600 

TELEFAX; (787) 721 ·2795 LUZ N. MARTINEZ 

REPORT ON COMPLIANCE AND ON TNTERNAL CONTROL OVER 
FTNANClAL REPORTING BASED ON AN AUDIT OF FINANCIAL 

STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT 
AUDITING STANDARDS 

Mayor and Municipal Legislature 
Municipality of Hormigueros 
Hormigueros. Puerto Rico 

We have audited the financial statements of the Municipality of Hormigueros as of and for the year ended 
June 30. 2004, and have issued our report thereon dated December 23. 2004, in which we have expressed a 
qualified opinion since the Municipality has not determined and recorded an estimate for the total 
municipal solid waste landfill closure and post closure care costs as required by U.S. generally accepted 
accounting principles. We conducted our audit in accordance with auditing standards generally accepted in 
the United States of America, and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether the Municipality of Hormigueros' financial 
statements are free of material misstatement. we performed tests of its compliance with certain provisions 
of laws. regulations. contracts, and grants, noncompliance with which could have a direct and material 
effect on the determination of financial statements amounts. However. providing an opinion on compliance 
with those provisions was not an objective of our audit. and, accordingly, we do not express such an 
opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditmg Standards. 

In planning and performing our audit. we considered the Municipality of Hormigueros · internal control 
over financial reportmg 10 order to determme our auditmg procedures for the purpose of expressing our 
opinion on the financial statements and not to provide assurance on the mternal control over financial 
reporting. Our consideration of the internal control over financial reporting would not necessarily disclose 
all matters in the internal control that might be material weaknesses. A material weakness is a condition in 
which the design or operation of one or more of rhe internal control components does not reduce to a 
relatively low level the nsk that misstatements in amounts that would be material in relation to the financial 
statements being audited may occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions. We noted no maners involving the internal control over 
financial reporting and its operations that we consider to be material weaknesses. 
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This report is intended for the information of the audit committee, management, municipal legislature and 
federal awarding agencies and pass-through entities. However. this report is a matter of public record and 
its distribution is not limited. 

Sao Juan. Puerto Rico 
December 23, 2004 

Stamp 20233 12 was affixed 
to the original 
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PARTNEltS: 

VALDES, GARCIA & MARIN 
CERTIFIED PUBLIC ACCOUNTANTS ANO CONSULTANTS 

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION 

ERNESTO V>.LD!l:S 

ARTURO GARCIA SANCHEZ 

RAM6N M.<1RIN 

P.O. Box 364831 

SllN JUAN, PR. 00936-4831 

TELEPHONE (787) 725-1600 

TELEF>.X: (787) 721 -2795 Luz N. MllRTINEZ 

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO 
EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE 

IN ACCORDANCE WlTii OMB CIRCULAR A-133 

Mayor and Municipal Legislature 
Municipality of Hormigueros 
Hormigueros. Puerto Rico 

Compliance 

We have audited 1he c-0mpliance of the Municipality of Horm1gueros with the types of compliance 
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance 
Supplement that are applicable to each of its major federal programs for the year ended June 30, 2004. The 
Municipality of Hormigueros' major federal programs are identified in the summary of auditor's results 
section of the accompanying schedule of findings and questioned costs. Compliance with the requirements 
of laws, regulations, contracts and grants applicable to each of its major federal programs is the 
responsibility of the Municipality of Hormigueros' management. Our responsibility is to express an 
opinion on the Municipality of Hormigueros' compliance based on our audit. 

We conducted our audit of compliance tn accordance with auditing standards generally in the United States 
of America: the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-profit Organizations. Those standards and OMB Circular A-133 require that we 
plan and perform the audit to obtain reasonable assurance about whether noncompliance with the types of 
compliance requirement referred to above that could have a direct and material effect on a major federal 
program occurred, An audit includes examining, on a test basis, evidence about the Municipality of 
Hormigueros' compliance with those requirements and performing such other procedures, as we considered 
necessary 1n the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our 
audit does not provide a legal determination of the Municipality of Hormigueros' compliance with those 
requirements. 
In our opinion, the Municipality of Hormigueros complied, m all material respects, with the requirements 
referred to above that are applicable to each of its major federal programs for the year ended June 30, 2004. 

We noted certain immaterial instances of noncompliance that we have reported to the management of the 
Municipality of Hormigueros in a separate letter dated December 23, 2004. 
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Internal Control Over Compliance 

The management of the Municipality of Hormigueros is responsible for establishing and maintaining 
effective internal control over compliance with the requirements of laws, regulations, contracts, and grants 
applicable to federal programs. In planning and performing our audit, we considered the Municipality of 
Hormigueros' internal control over compliance with requirements that could have a direct and material 
effect on a major federal program in order to determine our auditing procedures for the purpose of 
expressing our opinion on compliance and to test and report on internal control over compliance in 
accordance with OMB Circular A-133. 

Our consideration of the internal control over compliance would not necessarily disclose all matters in the 
internal control that might be material weaknesses. A material weakness is a condition in which the design 
or operation of one or more of the internal control components does not reduce to a relative low level the 
risk that noncompliance with applicable requirements of laws, regulations, contracts, and grants that would 
be material in relation to a major federal program being audited may occur and not be detected within a 
timely period by employees in the normal course of performing their assigned functions. We noted no 
matters involving the internal control over compliance and its operations that we consider to be material 
weaknesses. 

This report is tntended for the information of the audit committee, management, municipal legislature and 
federal awarding agencies and pass ... through entities. However, this report is a matter of public record and 
its distribution is not limited. 

San Juan, Puerto Rico 
December 23. 2004 

Stamp 2023313 was affixed 
to the original 
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Municipality of Hormigueros 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

Section l - Summary of Auditor's Results 

Year ended June 30. 2004 

Part I - Financial Statements 

I . Type of auditor's report issued 

2. Material weakness(es) identified? 

3. Reportable condition(s) identified that are not 
considered to be material weakness? 

E3 
Unqualified opinion 

Adverse opinion 

0 Yes 

Oves 

4. Noncompliance material co financial statements 
noted? 0 Yes 

Part II - Federal Awards 
Internal control over major programs: 

I. Material weakness(es) identified? 

2. Reportable condition(s) identified that are not 
considered to be material weakness( es)? 

3. Type of auditor's report issued on compliance 

for major programs: 

4. Any audit findings disclosed that are required 
to be reported in accordance with section 
510(a) ofOMB Circular A-133? 

S. Identification of major programs: 

6. Dollar threshold used to dist in,guish between 

type A and type B programs: 

7. Auditee qualified as low-risk. auditee? 

0Yes 

0Yes 

C8J Unqualified_ o_pinion 

D Adverse op1mon 

0 Yes 

CFDA Number(s) 
14.228 

14.855 

10.760 

~ $300,000 

0 Yes 
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~ Qualified opinion 

D Disclaimer of opinion 

C8J No 

181No 

No 

C8J 

E3 
Qualified opinion 

Disclaimer of opinion 

D 

Name of Federal Program 
or Cluster 

Community Development Block Grant -

State's Program 

Section 8 Rental Voucher Progrnm 

Water and Wa~te Disposal for Rural 

Communitic.~ 



Finding 

COMMONWEAL TH OF PUERTO RICO 
MUNLCIP ALITY OP HORMIGUEROS 

SECTION II - Financial StaLemenlS Findings 

No maners were reported. 
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Finding 

COMMONWEALTH OF PUERTO RICO 
MUNIClPALITY OF HORMIGUEROS 

SECTION Il - Federal Award Findings and Questioned Cosrs 

No mauers were reported_ 
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