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Re f Independe ified Public untant

Mayor and Municipal Council
Municipality of Hormigueros
Hormigueros, Puerto Rico

We have audited the accompanying general purpose financial statements of the
Municipality of Hormigueros, Puerto Rico, as of and for the year ended June 30,
2001, as listed in the table of contents. These general purpose financial statements
are the responsibility of the Municipality's management. Our responsibility is to
express an opinion on these general purpose financial statements based on our audi.

We conducted our audit in accordance with U.S. generally accepted auditing
standards, the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States and the
provisions of the Office of Management and Budget Circular A-133 “Audits of
States, Local Governments and Non Profit Organizations”. Those standards and
the OMB Circular A-133 require that we plan and perform the audit to obrain
reasonable assurance about whether the general purpose financial statements are free
of material misstatements. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the general purpose financial statements.
An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall general purpose
financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

As more fully described in Note C(13), the Municipality has not determined an
adequate estimate of the solid waste landfill closure and postclosure care costs as
required by generally accepted accounting principles. The effect of this departure
from U.S. generally accepted accounting principles on the accompanying general
purpose financial statements is not reasonably determinable.

In our opinion, except for the effects of not including an adequate estimate of the
solid waste landfill closure and postclosure costs, the general purpose financial
statements referred to above present fairly, in all material respects, the financial
position of the Municipality of Hormigueros, Puerto Rico, as of June 30, 2001, and
the results of its operations for the year then ended in conformity with U.S.
generally accepted accounting principles.
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In accordance with Government Auditing Standards, we have also issued our report
dated October 26, 2001 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 and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read
in conjunction with this report in considering the results of our audit.

Our audit was performed for the purpose of forming an opinion on the general
purpose financial statements of the Municipality of Hormigueros, Puerto Rico,
taken as a whole. The accompanying schedule of expenditures of federal awards 1s
presented for purposes of additional analysis as required by U.S. Office of
Management and Budget and Circular A-133 “Audits of States, Local Governments,
and Non-Profit Organizations”, and is not a required part of the general purpose
financial statements. Such information in that schedule has been subjected to the
auditing procedures applied in the audit of the general purpose financial statements
and, in our opinion, is fairly stated in all material respects, in relation to the general
purpose financial statements taken as a whole.

)eoa’ryu-ry ;Y?uu.m. £ —ﬂcMJW

October 26, 2001



Municipality of Hormigueros

COMBINED BAI.ANCE SHEET - ALI. GOVERNMENTAL FUND TYPES AND ACCOUNT GROUPS

June 30, 2001
Governmental Funds Account groups
General General Total
Special Debt Capital Fixed Long- (Memorandum
General Revenue Service Projects Assels Term Debts only)
ASSETS AND OTHER DEBITS
Cash and certificates of deposits (note C1) $ 3,020,105 $ 227,464 $ - $ - $ - $ - $ 3,247,569
Receivables (net where applicable
of allowance for uncollectible)
Lease Payments (note C2) 970,938 - - - - - 970,938
Federal government - 272,607 - - - - 272,607
State governmental agencies (note C9) 335,331 335,331
Due from other funds (note C4) 139,388 245,427 - - - - 384,815
Restricted assets
Cash (note C5) - 381,440 1,933,916 935,028 = = 3,250,384
Property, plant and equipment (note C6) - - - - 27,088,792 - 27,088,792
Amount available in debt service fund - 5 - - T 1,933,916 1,933,916
Amount to be provided for retirement of general
and special obligation bonds and notes - - - - - 3,618,084 3,618,084
Amount to be provided for retirement of other
long-term debt - - - - - 2,108,285 2,108,285
Total assets and other debits $ 4,465,762 $ 1,126,938 $ 1933916 $ 935028 $ 27,088,792 $ 7,660,285 $ 43,210,722

The accompanying notes are an integral part of these general purpose financial statements.



Municipality of Hormigueros

- - -

COMBINED BALANCE SHEET - ALL. GOVERNMENTAL FUND TYPES AND ACCOUNT GROUPS

June 30, 2001

Governmental Funds

Account groups

General General Total
Special Debt Capital Fixed Long- (Memorandum
General Revenue Service Projects Assets Term Debts only)
LIABILITIES
Vouchers and accounts payable $ 292,353 $ 273212 $ - $ 63,614 $ - $ 629,179
Due to state governmental agencies (note C3) 167,378 - - - - . 167,378
Accrued liabilities 107,029 - - - ) - 107,029
Deposits payable 53,131 - - - - - 53,131
Due to other funds (note C4) 245,427 139,388 - - - - 384,815
Deferred revenues (note C7) 2,268,535 68,832 - - - - 2,317,367
General and special obligations bonds and
and notes (note C8) - . - - - 5,552,000 5,552,000
Other long-term debts (note CB) - - - - - 2,108,285 2,108,285
Total liabilities 3,133,854 481,432 - 63,614 - 7,660,285 11,339,185
Contingencies (note D )
FUND EQUITY AND OTHER CREDITS
Investment in general fixed assets - - - - 27,088,792 - 27,088,792
Fund balance
Reserved for debt service - - 1,933,916 % o - 1,933,916
Unreserved
Designated for subsequent years expenditures - 645,507 - 871,414 - - 1,516,921
Undesignated 1,331,908 - - - - - 1,331,908
Total fund equity and other credits 1,331,908 645,507 1,933,916 871,414 27,088,792 - 31,871,537
Total liabilities, fund equity and other credits $ 4,465,762 $ 1,126,938 $ 1,933,916 $ 935028 27,088,792 $ 7,660,285 $ 43,210,722

The accompanying notes are an integral part of these general purpose financial statements.




Municipality of Hormigueras

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

ALL GOVERNMENTAL FUNDS TYPES
Year ended June 30, 2001

Governmental Funds
Total
Special Debe Capital (Memorandum
General Revenue Service Projects only)
Revenues
Property taxes (note C9) $ 2,223,756 $ - $ 738463 $ - $ 2962219
Municipal license taxes, liccnses and permits (note C10) 2,096,331 - - - 2,096,331
Intergovernmental (note C11) 2,037,001 3,053,403 - 1,057,231 6,147,635
Rental income of properties 153,497 - - - 153,497
Fines and forfeitures 3,560 - - - 3,560
Interest 172,010 - 107,240 315,819 315,069
Sales of land plots 64,706 - - - 64,706
Other 160,369 12,635 - - 173,005
6,911,230 3,066,038 845,704 1,093,050 11,916,022
Expenditures
General government 3,923,244 462,419 - 824 4,393,894
Public safety 362,371 22463 - - 384,835
Highway and strects 1,157,984 - - - 1,157,984
Sanitation 442,905 84,226 - - 527131
Health 344,903 - & - 344903
Welfare 228,511 497,650 - - 726,161
Culture and recreation 488,573 115,024 - . 603,597
Education 1),440 35 + - 13,475
Capmul projecu - 1,948,537 - 1,862,942 JBI11,479
Other 707 43,281 - - 13,988
Debe service
Principal - - 347,000 . 347,000
Interest - - 296,769 - 296,769
Total expenditures 6,962,638 3,173,636 643,769 1,871,173 12,651,216
Excess (deficiency) of revenues over expenditures (51,408) (107,597) 201,934 (778,123) {735,194)
Other financing sources (uses)
Lease principal payments (note C2) 76,152 2 - - 76,152
Operating transfers in 141,459 - 76,152 12712 230323
Operating transfers out 88,864 - 107,900 33,559 230323
General obligation bonds (note C8) - - - 425,000 425,000
Bond Anticipation Notes (note CB) - - - 800,978 800,978
Total other financing sources (uses} 128,747 - (31,748) 1,205,131 1,302,130
Excess (deficiency) of revenues and other financing
sources over expenditures and other financing uses 77,339 {107,597) 170,186 427,008 566,936
Fund balince at beginning of year 1,254,569 753,104 1,763,730 444 400 4,215.809
Fund balance at end of year $ 1331908 s 645,507 $ 1933916 $ B71 414 $ 4782745

The accompanying notes are an integral part of these general purpuse lnancial s



Revenues

Property taxes

Municipal license taxes, licenses and permits
Intergovernmental

Rental income of properties

Fines and forfeitures

Interest

Sales of land plots

Other

Expenditures

General government
Public safety
Highway and streets
Sanitation
Health
Welfare
Culture and recreation
Education
Other
Debt service

Principal

Interest

Total expenditures

Excess (deficiency) of revenues over expendi
Orher financing sources (uses)
Operating transfers Out

Total other financing sources (uses)

Excess {deficiency) of revenues and other financing
sources over expenditures and other financing uses

Fund Balance Allocation (Mote E)

- =
M lity of Hor
COMBINED STATEMENT OF REVENUES AND EXPENDITURES - BUDGET AND
ACTUAL (BUDGET-STATUTORY) GENERAL AND DEBT SERVICE FUNDS TYPES
Year ended June 30, 2001
General Fund Variance Debt Service Variance
Favorable Favorable
Budget Actual (Unfavorable) Budget Actual (Unfavorable)
$ 2219177 $ 2,223,756 $ 4,579 5 648,578 5 738,463 5 89,885
1,840,974 2,096,331 255,157 - -
1,964,943 2,037,001 72,058 &
147,443 153,497 6,054 - -
1,000 3,560 2,560 : g
286,035 313,469 27,434 103,812 103,812
130,000 64,706 (65,295) - - -
94,000 160,369 66,369 - a
6,683,572 7,052,689 369,117 648,578 842,275 193,697
3,963,393 3,878,879 84,513 - -
364,162 362,371 1,791 - <
1,378,790 1,157,984 220,806 .
452,589 442,905 9,684 - =
344,905 344,903 2 - # ¥
230,824 228,511 2,313 - - =
488,745 488,573 171 "
15,440 13,440 2,000 - -
707 707 1] -
- - - 448,514 317,000 131,514
- - 200,064 252,357 (52,293)
7,239,554 6,918,273 321,281 648,578 569,357 79,221
(555,982) 134,416 690,398 - 272918 272918
12,712 12,712 - - 107,900 107,900
(12,712) {12,713} - (107,900) (107,300}
(568,694) 121,704 690,198 - 165,018 165,018
568,694 . (568,694) N
3 = $ 121,704 $ 121,704 $ 3 165,018 $ |65iUIB

The accompanying notes are an integral part of these general purpose financial statements.
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF

SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Hormigueros was founded in the year 1874. The
Municipality is comprised 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 Municipality Council. The Municipality provides benefits to the community
such as: health, public works, environmental control, human resources,
education, public security, housing and community development, culture and
recreation, and other general and administrative services.

The financial statements of the Municipality have been prepared in accordance
with U.S. generally accepted accounting principles (GAAP) 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 U.S.
GAAP for governmental units. A summary of the Municipality's significant
accounting policies consistently applied in the preparation of the accompanying
general purpose financial statements follows:

1. Financial reporting entity

The financial reporting entity included in this report consists of the general
purpose 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 called 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:



Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES - Continued

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 exists 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 financial data in columns
separate from the Municipality’s balances and transactions:

The “Corporacién para el Desarrollo Integral de Hormigueros” an entity
organized in accordance with Chapter XVII of the Autonomous Municipal Law
No. 81 of Puerto Rico and the “Corporacién para el Desarrollo Industrial y
Comercial de Hormigueros, Inc.” are considered component units of the
Municipality of Hormigueros since the Municipality is financially accountable
for those Corporations. Since the financial position and operations of those
Corporations are not significant, the financial statements are not presented as
part of the general purpose financial statements of the Municipality.

2. Basis of presentation

The financial transactions of the Municipality are recorded in individual funds
and account groups. 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/expenses. The various funds and account groups are
reported by generic classification within the financial statements. Amounts in
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF

SIGNIFICANT ACCOUNTING POLICIES - Continued

the "Total (Memorandum Only)" columns in the general purpose financial
statements represent a summation of the financial statement line items of the
fund types and account groups and are presented for information purposes
only. This total includes fund types and account groups that use different bases
of accounting, includes interfund transactions that have not been eliminated and
the caption "amounts to be provided", which is not an asset in the usual sense.
Consequently, amounts shown in the "Total (Memorandum Only)" columns
are not comparable to a consolidation and do not represent the total resources
available or total revenues and expenditures/expenses of the Municipality. The
following fund types and account groups are used by:

a. Governmental Funds

Governmental Funds are those through which most governmental functions of
the Municipality are financed. The acquisition, uses, and balances of the
Municipality expendable financial resources and the related liabilities are
accounted for through governmental funds. The measurement focus is upon
determination of changes in financial position rather than upon net income
determination. The following are the Municipality's Governmental Fund Types:

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.

Special Revenue Funds. Special Revenue Funds are used to account for the
proceeds of specific revenue sources (other than major capital projects) that are
legally restricted to expenditures for specified purposes.

Debt Service Funds. Debt Service Fund is used to account for the
accumulation of resources for, and the payment of, general long-term debt
principal and interest.



Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES - Continued

Capital Project Funds. Capital Project Funds are used to account for financial
resources to be used for the acquisition or construction of major capital
facilities.

b. Account Groups

Account Groups are used to establish accounting control and accountability for
the Municipality's general fixed assets and general long-term debt. The
following are the Municipality's account groups:

General Fixed Assets Account Group. This group of accounts is established
to maintain control and cost information account for all fixed assets of the
Municipality. General Fixed Assets are recorded as expenditures of the various
Municipality funds at the time of purchase and are subsequently capitalized for
memorandum purposes in the General Fixed Assets Account Group. Such
assets include land, building, building improvements, furniture and equipment.
The cost of certain roads, streets and sidewalks, bridges, curbs and gutters,
drainage systems, lighting systems and similar assets are capitalized. No
depreciation is provided on General Fixed Assets. Equipment and all land and
buildings are recorded at cost. Donated fixed assets are valued at their estimated
fair market value on donation date.

General Long-Term Debt Account Group. This group of accounts is
established to account for all long-term debt of the Municipality. Because of
their spending measurement focus, expenditures recognition for governmental
fund types is limited to exclude amounts represented by non current liabilities.
Since they do not affect net current assets, such long-term amounts are not
recognized as governmental fund type expenditures or fund liabilities. They are
instead reported as liabilities in the General Long-Term Debt Account Group.

10



Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES - Continued

3. Basis of accounting

Basis of accounting refers to the point at which revenues or expenditures are
recognized in the accounts and reported in the financial statements. It relates to
the timing of the measurements made, regardless of the measurement focus
applied.

a. Governmental Funds

These funds use the modified accrual basis of accounting. Under this basis of
accounting revenues are recognized when susceptible to accrual; that is, when
they are measurable, available and collection is probable. Available is defined as
expected to be collected within the current period or soon enough thereafter to
be used to pay liabilities of the current period. Intergovernmental revenues are
considered earned and are accrued simultaneously with the grant expenditures
unless such recognition is prohibited by the grant requirements, amounts
represent unrestricted receipts or amounts are revocable only for failure to
comply with prescribed compliance requirements. In such cases revenues are
usually recognized as the time of receipt.

Licenses and permits, charges for services, rent and miscellaneous revenues are
recorded as revenues when received because they are not measurable and
available. Expenditures are generally recognized when the related liability is
incurred. Exceptions to this rule are: (1) accumulated unpaid vacations, sick
pay, and other employee amounts which are not accrued; and (2) principal and
interest on general long-term debt in the debt service funds, which are recorded
as expenditures when due, except for principal and interest due in July 1 of the
following fiscal year, which is recorded when resources are available in the debt
service funds.

The Municipality reports deferred revenues on its combined balance sheet.
Deferred revenues arise when a potential revenue does not meet both
measurable and available criteria for recognition in the current period. Deferred
revenues also arise when resources are received before the Municipality has a
legal claim to them. In subsequent periods, when the revenue recognition
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.

11
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF

SIGNIFICANT ACCOUNTING POLICIES - Continued
4. Budgetary data
a. Budget policy

Budgets are prepared for General and Debt Service Funds following the
requirements of the Municipal Law of 1981 as amended. Although all operating
expenses and expenditures are allocated to departmental operating budgets,
certain items are not considered to be subject to direct control at the department
level. These includes: terminal leave payments, payroll taxes, pension costs,
court costs and settlements, telephone and electncxty expenses and liability,
workers compensation and property insurance premiums. Budget amendments,
which require a change in total appropriations of any department, are approved
by the Municipality Council. Certain budget transfers within the limitations
and restriction of the Municipal Law can be approved by the Executive Branch
or by the Legislature Branch. The budgets are prepared on a budgetary
(statutory) basis of accounting which is different from GAAP and reflect
encumbrance accounting as described below. In instances where budget
revenues appropriations have been revised during the year, budget amounts
presented in the financial statements and schedules represent final revenues and
authorization amounts. Encumbrance appropriates lapse one year after the end
of the fiscal year. Unencumbered appropriations are lapsed at year end. Formal
budgetary information is employed as a management control device during the
year for the General and Debt Service Funds. Formal budgetary integration is
not employed for Spec:al Revenue and Capital Project Funds because effective
budgetary control is alternatively achieved through general obligation bond
indentures and legal and contractual grant agreement provisions.

b. Encumbrances
On a GAAP basis, encumbrances outstanding at year end are reported in the
general purpose financial statements as a reservation of fund balance since they

do not constitute expenditures or liabilities while on a budgetary (statutory)
basis, encumbrances are recorded as expenditures of current year.

12
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Municipality of Hormigueros

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF

SIGNIFICANT ACCOUNTING POLICIES - Continued

5. Receivables

Receivables are stated net of estimated allowances for uncollectible accounts,
which are determined upon past collection experience and current economic
conditions. Receivable from Federal Government represents amounts owed to
the Municipality for reimbursement of expenditures incurred pursuant to

federally funded programs
6. Inventories

The Municipality purchases gasoline, oil and other expendable supplies held for
consumption. The cost of those purchases is recorded as expenditure in the
appropriate fund but the year-end inventory is not recorded in the combined
balance sheet.

7. Insurance coverage

The Puerto Rico Department of Treasury acts as an agent, obtaining and
determining the coverage for the cities and municipalities of Puerto Rico. The
coverage for the Municipality of Hormigueros consists of professional, public
responsibility, property and theft, auto and fidelity bond coverage. Payment of
the Municipality’s insurance premiums is withheld quarterly from property tax
advances and subsidies sent to the Municipality by the Municipal Revenue
Collection Center (CRIM).

8. Compensated absences

The Municipality's employee accumulate vacation and sick leave based on
continuous service. The vacation and sick leave for employees are accumulated
on the basis of 2% days per month of vacation and 1% days per month of sick
pay 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 pay is liquidated to employees
with 10 years or more service up to the maximum number of days. The amount
of vacations leave is accrued if earned based on services already performed by
employees and if it is probable that will be paid in a future period.

13



Municipality of Hormigueros

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES - Continued

The amount of sick leave is accrued based on all vesting amounts for which
payment is probable and on accumulated benefits as of the balance sheet date.
The accrual of compensated absences includes estimated payments that are
related to payroll. The accrued expenditures for accumulated vacations and sick
pay have been recorded in the General Long-Term Debt Account Group since
it is anticipated that none of the liability already accrued will be liquidated with
expendable available resources. Vacations and sick leave, when paid are
recorded as expenditures in the General Fund.

9. Interfund transactions

Operating transfers are reported when incurred as operating transfers in by the
recipient fund and as operating transfers out by the disbursing fund.

10. Use of estimates

The preparation of the general purpose financial statement in accordance with
U.S. GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the general purpose financial statements and the
reported amounts of revenues and expenditures during the reporting period.
Actual results could differ from those estimates.

11. Fund balance
a. Reservation of fund balance
Represent portions of the fund balance that are legally segregated for a specific

future use or are not appropiable for expenditure. The Municipality has the
following reservations of fund balance:

14
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Municipality of Hormigueros

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE A - NATURE OF ORGANIZATION AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES - Continued

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

Debt Service: ~ Represents net assets available to finance future debt

service payments.

b. Unreserved fund balance designations

Represent tentative plans or commitments of governmental resources.

12. Future adoption of accounting pronouncements

The GASB has issued the following statements, which the Municipality have

not yet adopted:
To be Adopted in
Statement Fiscal year ended,
34  Basic Financial Statements - and
Management Discussion and Analysis
- for State and Local Governments June 30, 2003
37  Basic Financial Statements - and
Management Discussion and Analysis
- for State and Local Governments:
Omnibus - an amendment of GASB
Statements No. 20 and 34. June 30, 2003
38  Certain Financial Statement Note
Disclosures June 30, 2003

The impact of these statements on the Municipality’s general purpose financial

statement has not yet been determined.

15



Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE B - RECONCILIATION OF DIFFERENCES BETWEEN BUDGET
STATUTORY BASIS TO GAAP

The Municipality's Combined Statement of Revenues, Expenditures and
Changes in Fund Balances - All Governmental Fund Types has been prepared
in accordance with GAAP and the Combined Statement of Revenues and
Expenditures - Budget and Actual (Budget-Statutory) - General and Debt
Service Funds has been prepared on the budgetary basis, which is different from
GAAP. The following reconciles the excess (deficiency) of revenues and other
financing sources over expenditures and other financing use in both statements:

Excess (deficiency) of revenues and other financing sources
over expenditures and other financing uses (Budgetary -
statutory basis) $ 121,704

Less: Accrual recognized as expenditures under GAAP
basis but not in budgetary basis (44,365)

Excess (deficiency) of revenues and other financing sources
over expenditures and other financing uses (GAAP basis) $ 77339

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS
1. Cash and certificates of deposits

The Municipality follows the practice of pooling cash of all funds except for
certain state grants, restricted funds generally held by outside custodians and
federal grants. Available pooled cash balance beyond immediate needs is
invested in certificates of deposits. The method of allocating interest earned on
pooled cash investments among governmental fund types provides that, unless
otherwise restricted, all interest is credited to the General Fund. Deposits were
with the contracted depository bank in interest bearing accounts which were
secured at the balance sheet date by FDIC coverage and by pledged Puerto Rico
and U.S. Governmental Securities held by P.R. Treasury Department in its Trust
Division in the name of the depository bank.
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -
Continued

2. Lease Payments Receivable

The Municipality is a lessor of a property, which consist of an office facility
classified as direct financing lease. The lease term is 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 $ 970,938
Less: Unearned income 564,024
Net investment in direct financing lease $ 406,914

At June 30, 2001, minimum lease payments for each of the five succeeding fiscal
years are as follows:

Year Amount
2002 $ 76,152
2003 76,152
2004 76,152
2005 76,152
2006-2015 666,330
$ 970,938

3. Due from (to) state governmental agencies

The Municipality's debts with governmental agencies as of June 30, 2001

follows:
Due to
Puerto Rico Aqueduct and Sewer Authority $ 106,681
Puerto Rico Electric Power Authority 55,833
General Services Administration 4,864
$ 167,378
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -

Continued
4. Due from (to) other funds

The amount presented as due from (to) other funds represent cash pertaining to
other funds pooled in the general fund bank account, and interfund transfers
and/or borrowings berween funds.

5. Restricted assets - cash

Restricted cash balance in the general, special revenue and capital projects funds
represent the undisbursed proceeds of certain bonds, loans or grants which are
maintained in a cash custodian account by the Governmental Development
Bank of Puerto Rico or a federal government instrumentality. Cash balance
recognized in the debt service fund represent the undisbursed balance of
property tax collections and rental income, which are restricted for the
repayment of the Municipality’s general and special obligation bonds and notes.
This sinking fund is maintained by the Governmental Development Bank of
Puerto Rico, agency which acts as the insurer and payor of the Municipality’s
bonds and notes issued in accordance with the law. Interest earned by this
sinking fund during the fiscal year 2000-2001 amounted to $ 107,240.

6. Property, plant and equipment

A summary of the General Fixed Assets Account Group transactions follows:

Construction

Equipment Real Estate in progress Total
Balance at July 1, 2000 $ 5,310,553  $13,782,971 $ - $ 19,093,524
Additions 264,103 2,698,223 - 2,962,326
Retirements - - - -
Other adjustments (68,323) 111,714 4,989,551 5,032,942

Balance at June 30,2001  § 5,506,333  $16,592,908 $ 4,989,551 $ 27,088,792
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -

Continued

7. Deferred Revenues

The amounts presented as deferred revenues in the general fund include the
following:

Municipal license taxes (note C10) $ 962,266
Unearned lease payment revenues (note C2) 970,938
Property taxes (note C9) 335,331

$ 22685
8. Long-term debt
a. General obligation bonds

The Municipality's outstanding general and special obligation bonds at June 30,
2001 amounted to $5,552,000. All these bonds are serviced by the Governmental
Development Bank of Puerto Rico (a governmental agency) maturing at various
dates. The Commonwealth Government is obligated to levy and collect the
taxes for payment of principal and interest on the bonds. A sinking fund has
been established for the bonds at the Governmental Development Bank
whereby sufficient funds must be set aside to redeem the bonds in minimum
annual principal and interest amounts. Principal and interest payments of long
term debt issued to finance operations of the general fund are made through
withholdings to intergovernmental revenues by the Municipal Revenue
Collection Center (CRIM).

A detail of the general and special obligation bonds and notes as of June 30,
2001 follows:

Original
Amount Description Maturity Rate  Outstanding
$ 251,000 Public Improvement Bond January 1, 2008 5% $ 103,000
238,000 Public Improvement Bond January 1, 2003 5% 30,000
415,000  Public Improvement Bond  July 1, 2003 8.20% 45,000
168,000 Public Improvement Bond January 1, 2017 5% 144,000
690,000  Rental Bond July 1, 2013 8.50% 500,000
85,000 Public Improvement Notes ~ July 1,2008 8% 45,000
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Municipality of Hormigueros

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001
NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -
Continued
Original
Amount Description Maturity Rate Outstanding
125,000 Public Improvement Bond January 1, 2019 5% 109,000
390,000 General Obligation Bond July 1, 2020 8% 360,000
175,000 General Obligation Bond July 1, 2021 8% 150,000
108,000 General Obligation Bond January 1, 2004 4.875% 51,000
320,700 General Obligation Notes January 1,2005  4.750% 198,000
410,000 General Obligation Bond July 1, 2024 4.5% 400,000
705,000 General Obligation Notes July 1, 2006 7% 540,000
983,000 General Obligation Bond January 1, 2024 4.5% 960,000
1,538,000 General Obligation Bond January 1,2022  4.750% 1,497,000
425,000 General Obligation Bond July 1, 2025 8% 420,000

$ 5,552,000

The annual requirements to amortize all long-term obligations outstanding
other than other long-term obligations as of June 30, 2001 follows:

General, Special Obligation

Bonds and Notes
June 30 Principal Interest

2002 $ 375,000 $ 317,076
2003 348,000 304,854
2004 345,000 283,763
2005 352,000 262,722
2006 312,000 240,9965
Thereafter 3,820,000 2,077,429
Totals $ 5,552,000 $ 3,486,809
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -
Continued

b. Other long-term debts
Other long-term debts are comprised of the following:

Property taxes payable to Municipal Revenue Collection

Center (CRIM) (note C9) $ 70,691
Compensated absences (note A6) 953,254
Bond anticipation notes 1,084,340

$ 2,108,285

As of June 30, 2001 the Municipality has issued Bond Anticipation Notes
(BAN’s) in the amount of $ 1,084,340. The Municipality intends refinancing of
the BAN’s on a long-term basis. It has demonstrated its intention and its ability
to consummate by a financing agreement with the Governmental Development
Bank of Puerto Rico (GDB) which does not expire within one year from the
date of the combined balance sheet. The refinancing will be done by issuing
general obligation bonds of $1,776,000 through GDB. Accordingly, the amount
of $1,084,340 will not require the use of available financial resources and has
been classified as other long-term debt.

c. Changes in general long-term debts

Balance at Balance at
July 1, 2000 Additions Retirements June 30, 2001
General, Special
Obligations Bonds
and Notes $ 5,474,000 $ 425,000 $ 347,000 $ 5,552,000
Other long-term debts 1,275,766 987,078 154,559 2,108,285

$ 6,749,766 $ 1,412,078 $ 501,559 $ 7,660,285

21



Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -
Continued

9. Property taxes

The Municipal Revenue Collection Center (CRIM) (a state governmental
agency) is responsible for the assessment, collection and distribution of real and
personal property taxes in accordance with the Municipal Property Tax Law
(Law 83 of August, 1995). The tax levied on property is determined by the
Municipal Government based on limits established by the Commonwealth
Legislature. The tax on personal property is self-assessed by the taxpayer. The
assessment is made on a return, which must be filed, with the CRIM by May 15
of each year. Real property is assessed by the CRIM. The tax is general
assessed on January 1 on all taxable property located within the Municipality.

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 1" and
January 1%, Property taxes are recorded as revenues by the Municipality in the
year of receipt.

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. The CRIM collects such taxes and delivers to
the Municipality’s government any excess of taxes collected over the tax advance
and amounts assigned (withheld) for the repayment of the bond obligations.
As part of the requirement of the new Autonomous Municipal Law (Law
number 80 of August 30, 1991), the CRIM determined a final liquidation of
funds distributed to municipalities for the fiscal year ended June 30, 2001. This
distribution includes advances of property tax and income derived from other
subsidies from the state government. For the fiscal year 1999-2000 the
Municipality has a net payable to the CRIM of $70,691. For the fiscal year
2000-2001 the CRIM performed a preliminary liquidation and determined that
the Municipality has a net receivable of $ 335,331. The amount of $70,691 is
recorded in the general long-term debt account group since it will not be paid
with current available resources. The amount of $335,331 has been recorded as
a deferred revenue since it is measurable but not available as required by U.S.
GAAP.
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -

Continued
10. Municipal license taxes, licenses and permits

Municipal License taxes are assessed annually by the Municipality to all
organizations or entity's subject to the tax doing business in the Municipality's
location based generally on volume of business or gross sales. The Municipal
license tax return should be submitted on April 15. If the tax is paid within the
filing date a discount is allowed. If it is not paid on the filing date it can be paid
in two equal installments (July 1 and January 1 following April 15 filing due
date), but the discount is not allowed.

Amounts collected in advance pertaining to next fiscal period are reported as
deferred revenue in the General Fund. This year collections amounted to
$962,266.

11. Intergovernmental revenues

Intergovernmental revenues in the General Fund are comprised of subsidies
received from the Commonwealth of Puerto Rico and amounts received from
state agencies as compensation in lieu of tax and in the Special Revenue Fund of
federal and state governmental grants.

12. Retirement plan
a. Plan description

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 Instrumentalities
(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.
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -
Continued

Retirement benefits depend upon age at retirement and number of years of
credited service. Disability retirement benefits are available to members of
occupational and nonoccupational 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 1, 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 the 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. 447 of 1951 and was
enacted with the purpose of establishing a new pension program. The new
pension program became effective on January 1, 2000. Employees participating
in the current system as of December 31, 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 1, 2000 will only be allowed to become
members of the new program.

The new program is a defined contribution plan, which consist of a savings
account for each system participant. There will be a pool of pension assets,
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 of 8.275% of the
employee’s salary up to a maximum of 10%) will be invested in an account
which will either: (1) earn a fixed rate based on the two-year Constant Maturity
Treasury Note or, (2) earn a rate equal to 75% of the 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 to the participant as a
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -
Continued

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 employee’s contributions
(9.275% of the employee’s salary) will be used to kind the current plan.

Under the new program the retirement age is reduced from 65 years to 60 for
those employees who joined the current plan on or after April 1, 1990.

b. Funding policy

The Act 447, as amended, is the authority under which obligations to contribute
to the Plan by the Plan members, employer’s 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: Amount
2001 $224,505
2000 $219,247
1999 $214,437

13. Municipal Solid Waste Landfill Closure and Postclosure Care Costs

The Municipal operates a landfill since 1983. State and federal laws and
regulations require the Municipality to perform certain procedures on its
landfill when closed 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
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE C - DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS -
Continued

and postclosure care costs that will be incurred near or after the date the landfill
no longer accepts waste. The recognition of these landfill closure and
postclosure care costs is based on the amount of the landfill used during the
year. The estimated liability for landfill closure and postclosure care costs has
not been determined and accounted as required by generally accepted
accounting principles as of June 30, 2001.

NOTE D - CONTINGENCIES
1. Federal and State 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 grants. 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. One of the legal
counsels has advised that in one case, related to a political discrimination claim
in the U.S. Federal Court of Puerto Rico by former employees, the Jury has
pronounced a verdict in favor of the claimants estimating the compensatory
damages for approximately $8,300,000. The Municipality is in process to
submit to the U.S. Federal Court in Puerto Rico a request to invalidate the
verdict, a request for reduction of compensatory damages, a request to a new
trial and, if necessary, will appeal to the Federal Circuit of Boston. It is the
opinion of the Municipality and the legal counsel that the case will be
reevaluated based on lack of evidence on discrimination and excessive damage
compensation will be reduced. The ultimate outcome on this matter is
indeterminable.
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Municipality of Hormigueros
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

June 30, 2001

NOTE D - CONTINGENCIES - Continued

There are other cases whereby the Municipality is a defendant or codefendant
that will be covered by insurance. Other cases are at discovery stage on which
the legal counsels have not determined an outcome and other cases are not
covered by insurance. However, it is the opinion of the Municipality and the
legal counsels that, based on their experience, such actions and the potenual
liabilities will not impair the Municipality financial position.

NOTE E - FUND BALANCE ALLOCATION

The amount reported as fund balance allocation of $568,694 in the Combined
Statement of Revenues, Expenditures and Changes in Fund Balance Budget and
Actual (Budget Statutory) in the general fund represent an amendment of
current year budget with fiscal years 1998-99 and 1999-00 surpluses.

NOTE F - SUBSEQUENT EVENTS

1. On August, 2001 the Municipality received from the Governmental
Development Bank of Puerto Rico (GDB) $1,478,466 representing excess
funds in the Municipality’s debt service sinking fund maintained by GDB, in
accordance with the provisions of Law No. 28 and Law No. 44 of 2001.
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Municipality of Hormigueros

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year ended June 30, 2001

Federal Grantor/Pass-Through
Grantor/Program Title

Federal
CFDA
Number
{note B)

Pass-Through

Grantor's

Number
(note C)

Expenditures
(note A)

L3, Depanmentof HULD.
Major program:
Passed through the Office of Commissioner of
Municipal Affairs (OCAM):
C ity Develof Block Grant -
State’s Program

Major program:
Direct Program:
Section 8 Rental Voucher Program

LLS, Depanmenc of Agriculture
Nonmajor programs:
Direct Programs:
Water and Waste Disposal Sy for Rural C

Community Faciliies Loans and Grants

Nonmajor program:
Passed through the P.R. Department of Education:
Child and Adult Care Food Program

1LS, Department of Health and Human Services

Noamajor program:

Passed through the Puerto Rico Governor Office, (Oficina de

Servicios Al Nifio y Desarrollo Cultural - SENDEC):
Child Care and Development Black Grant

115, Department of Justice
Nonmajor programs:
Direct programs:
Public Safery P hip and C ity Policing
Grant- COPS

115, Department of Transportation
Nonmajor program:
Direct program:
Federal Transit Capital Improvement Grants

LS. Department of Commerce
Major program:
Direct program:
Grants for Public Works and Economic Development

Eederal Emergency Management Agency
Nonmajor program:
Passed through the Puerto Rico Gavernor Office:
(Governor's Authorized Representative-GAR)
Public Assistance Grants

Total federal awards expenditures

The accompanying notes are an integral part of this schedule.

14.228

14.855

10.760

10.766

10.588

93.575

16.710

20.500

11.300

83.544

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

N/A

N/A

N/A

N/AV

N/AV

N/A

N/A

N/A

$ 954,364

358,167
1,312,531

1,132,255
730,687

16,301

105,920

17,869

103,298

433,814

84,226

$ 3,936,901




Municipality of Hormigueros
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year ended June 30, 2001

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 in 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.
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Municipality of Hormigueros
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year ended June 30, 2001

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

Special Capital
Description Revenue Fund Project Fund
14.228 $ 954,364 $ =
14.857 358,167 -
10.760 - 1,132,255
10.766 - 730,687
10.588 16,301 -
93.575 105,920 s
16.710 17,869 -
20.500 103,298 -
11.300 433,814
83.544 84,226 -
Total federal awards expenditures: 2,073,959 1,862,942
Total state funds awards expenditures
and other nonfederal expenditures: 1,099,677 8,231
Total expenditures, general purpose
financial statements $ 3,173,636 $ 1,871,173
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

Mayor and Municipal Council
Municipality of Hormigueros
Hormigueros, Puerto Rico

We have audited the general purpose financial statements of the Municipality of
Hormigueros as of and for the year ended June 30, 2001, and have issued our report
thereon dated October 26, 2001 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 postclosure care costs as required by U.S.
generally accepted accounting principles. We conducted our audit in accordance
with U.S. generally accepted auditing standards 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 Municipality of
Hormigueros’s financial statements are free of material misstatement, we performed
test 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 stateraent 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 Auditng
Standards. However, we noted certain immaterial instances of noncompliance that
we have reported to the management of the Municipality of Hormigueros in a
separate letter dated October 26, 2001.

Internal Control Over Financal Reporting

In planning and performing our audit, we considered Municipality of
Hormigueros’s internal control over financial reporting in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial
reporting.
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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 the internal control components does not reduce to a relatively low
level the risk 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 matters involving the internal control over financial reporting and its
operation that we consider to be material weaknesses. We noted other matters
involving the internal control over financial reporting that we have reported to
management of the Municipality of Hormigueros in a separate letter dated
October 26, 2001.

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

Mayagiiez, Puerto Rico
October 26, 2001
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A -133

Mayor and Municipal Council
Municipality of Hormigueros
Hormigueros, Puerto Rico

Compliance

We have audited the compliance of Municipality of Hormigueros 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, 2001. Municipality of
Hormigueros’s 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 Municipality
of Hormigueros’s management. QOur responsibility is to express an opinion on
Municipality of Hormigueros’s compliance based on our audit.

We conducted our audit of compliance in accordance with U.S. generally accepted
auditing standards; 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 requirements 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 Municipality of
Hormigueros’s compliance with those requirements and performing such other
procedures, as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion. Our audit does not provide a
legal determination on Municipality of Hormigueros’s compliance with those
requirements.

34



-wr

2l (%

In our opinion, the Municipality of Hormigueros complied, in all material respects,
with the requirements ended June 30, 2001.

We noted certain immaterial instances of noncompliance that we have reported to
management of Municipality of Hormigueros is a separate letter dated October 26,
2001.

Internal Control Over Compliance

The management of the Municipality of Hormigueros is responsible for establishing
and maintaining effective internal control over compliance with requirements of
laws, regulations, contracts and grants applicable to federal programs. In planning
and performing our audit, we considered the Municipality of Hormigueros’s
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.

We noted certain matters involving the internal control over compliance and its
operation that we consider to be reportable conditions. Reportable conditions
involve matters coming to our attention relating to significant deficiencies in the
design or operation of the internal control over compliance that, in our judgement
could adversely affect the Municipality of Hormigueros® ability to administer a
major federal program in accordance with applicable requirements of laws,
regulations, contracts and grants. The reportable conditions are described in the
accompanying Schedule of Findings and Questioned Costs as items 2001 III-1 and
2001 III-2.

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 relatively 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. Our consideration of the internal
control over compliance would not necessarily disclose all matters in the internal
control that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses.
However, we noted no matters involving the internal control over compliance and
its operation that we consider to be a material weakness.
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This report is intended for the information of the audit committee, management and
federal awarding agencies and pass-through entities. However, this report is a
matter of public record and its distribution is not limited.

176895y

October 26, 2001
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Municipality of Hormigueros

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year ended June 30, 2001
I.  Summary of audit results:
Part I - Financial Statements
1. Type of audit report: (] Unqualified opinion  [X] Qualified opinion
[J Adverse opinion ] Disclaimer of opinion

2. Reportable conditions reported: [J Yes & No
3. Reportable conditions reported as

a material weakness: [ Yes No
4. Material noncompliance disclosed: ~ [] Yes No

Part II - Federal Awards

1. Reportable conditions reported: & Yes O No

2. Reportable conditions reported as
material weakness: [ Yes No

3. Type of report on compliance on ] Unqualified opinion ] Qualified opinion
major programs: [_] Adverse opinion (] Disclaimer of opinion

4. Audit findings required to be
reported under Section 510(a) of

Circular A - 133: & Yes ] No
5. Major programs: Name of Federal Program or
CFDA Number(s) Cluster
14.228 Community Development Block
Grant - Stace’s Program
14.855 Section 8 Rental Voucher Program
11.300 Grants for Public Works and
Economic Development
6. Dollar threshold used to $300,000 (] $3,000,000
distinguish Type A and Type B (] $30,000,000
programs:
7. Low-risk auditee: X Yes O No
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Municipality of Hormigueros
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year ended June 30, 2001
1L Findings and questioned costs for federal awards - Continued:
Population Size Items Tested Items not in compliance
Reference Regulations/ Dollar Dollar Dollar Questioned
Number Program Requirements Number Amount Number Amount Number Amount Findings/Non Compliance Costs

2001 II1-1 U.S. Department Reporting
of HUD:
Section 8 Rental
Voucher
Program
CFDA 14.855
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Condition and criteria: Our verification of the
internal control procedures over the section 8
program disclosed the following deficiencies with
respect to the general ledger of the program:

1. There are differences berween the general
ledger and the year end settlement
statement.

2. There are some accounts that were not
included in the general ledger, including
certain accounts related to the Family Self
Sufficiency Program.

Cause and effect Lack of adequate accounting
procedures can cause the annual report to be
misleading mainly in the determination of the
under or overpayment due from/to HUD.

Recommendation: Responsible personnel must
insure that accounting records and reports must
be prepared in accordance with applicable laws,
regulations and federal requirements. Intensive
training must be provided in order to assure
compliance with this goal.



Municipality of Hormigueros
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year ended June 30, 2001

III. Findings and questioned costs for federal awards - continued:

Population Size Items Tested Items not in compliance

Reference Regulations/ Dollar Dollar Dollar
Number Program Requirements Number Amount Number Amount Number Amount

Findings/Non Compliance

Questioned

Costs

2001 I11-2 U.S. Department of Special Tests 70 $ - 6 $ 3 2 $ -
HUD : Section 8 and
Rental Voucher Provisions
Program CFDA
14.871

Tortal questioned costs
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Condition and criteria: The PHA must inspect
the unit leased to a family at least annually to
determine if the unit meets housing quality
standards. To document the procedure, the PHA
must prepare a unit inspection report. During
our audit we found that the Municipality has not
established appropriate procedures to assure thar
units are inspected annually and inspections are

properly documented as required by laws and
regulations.

Cause and effect PHA has not established
adequate procedures to assure that HQS
inspections are being done and documented as

required by regulation.
Recommendation: A procedure should be

implemented in order to assure compliance with
HQS inspections requirements and adequate
filing must be maintained in order to maintain the
evidence which supports this compliance
requirement,

$ z



Municipality of Hormigueros
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

Year ended June 30, 2001

I. Findings related to the financial statements reported in accordance with GAGAS:

Fiscal year

Ended
June 30, No. Condition Status
2000 II-1 Our tests to the property, plant and equipment area Finding was cleared by Municipality.
—_—

disclosed a difference of $48,975 between the machinery
and equipment carryover balance and balance disclosed in
the subsidiary ledger.
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Alalde " CORRECTIVE ACTION FOR FINDINGS

Year ended June 30, 2001

Findings and questioned cost for federal awards:

Area: U.S. Departament of HUD: Section 8 Rental Voucher
Program CFDA 14.855

Reference Number: 2001 III-1

Conditions and Criteria: Our verification of the internal control
procedures over the section 8 programs
disclosed the following deficiencies with
respect of the general ledger of the program:

1. There are differences between the
general ledger and the year end
settlement statement.

2. There are some account that were
not included in the general ledger,
including certain accounts related to
the Family Self Sufficiency Program.

Corrective Action: We faced the situation of an accountant
that resigned from the position, therefore
we found ourselves without someone with
the knowledge to complete the information
required. = We have taken the necessary
steps to comply with requirements and will
hire external personnel to appropriately
train our employees. The differences
between the year end settlement statement
and the General Ledger are being corrected
and the accounts that were not included
are being worked on and will be worked
on until full compliance.

Apartado 97 * Hormigueros, Puerto Rico 00660 * Tel. 849-2515
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Corrective Action for Findings
Year ended June 30, 2001
Page 2

Area: US. Departament of HUD: Section 8 Rental Voucher

Program CFDA 14.871
Reference Number:

Conditions and Criteria:

Corrective action:

MA/clr

2001 III-2

The PHA must inspect the unit
leased to a family at least annually
to determine if the unit metes
housing quality standards. To
document the procedure, the PHA
must prepare a unit inspection
report. During our audit we found
that the Municipality has not
established appropriate procedures to
assure that the wunits are inspected
annually and inspections are properly
documented as required by laws and
regulations.

We  will  establish  appropriate
procedures to assure that units are
inspected annually and inspections
are properly documented as required
by laws and regulations.

Marinelda Acosta
Finance Director
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