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INDEPENDENT AUDITORS' REPORT 

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

P.O. BOX 364B3 I 

SAN JUAN, P.R. 00936·4831 

TELEPHONE: (7B7) 725· 1600 

TELEFAX: C7B7l 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, 2005, 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 perform the audit to obtain reasonable 
assurance about whether the respective financial statements are free of material 
misstatements. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in 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 that our audit provides 
a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material 
respects, the financial position of the governmental activities, each major fund, and the 
aggregate remaining fund information of the Municipality of Hormigueros as of June 30, 
2005, and the respective changes in financial position thereof for the year then ended, in 
conformity with accounting principles generally accepted in the United States of 
America. 

In accordance with Government Auditing Standards, we have also issued our report dated 
December 13, 2005 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. 
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The Management Discussion and Analysis on pages 3 through 14 and the Budgetary 
Comparison Schedule - General Fund on page 49 are not required part of the basic 
financial statements, but are supplementary information 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 information. 
However, we did not audit the information and express no opinion on it. 

Our audit was conducted for the purpose of forming opinions on the financial statements 
that collectively comprise the Municipality of Horrnigueros, Puerto Rico basic financial 
statements. The accompanying schedule of expenditures of federal awards is 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 basic financial statements. Such 
information in that schedule has been subjected to the auditing procedures applied in the 
audit of the basic 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 13, 2005 

Stamp 2109889 was affixed 
to the original 
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COMMONWEALm OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2005 

As management of the 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, 2005. We encourage readers to consider the information presented here in 
conjunction with the Municipality's financial statements, which follow this analysis. 

FINANCIAL IDGHLIGHTS 

Highllghts for Government--wide Furancial Statements 

Information reported in the govemment·wide statements is based on the economic resources 
measurement focus and the accrual basis of accounting: 

};l> The assets of the Municipality, on a govemment·wide basis, exceeded its liabilities at the 
close of fiscal year 2005 by $24,976,530 (net assets). This represents an increase of9% with 
respect to year 2004. 

};l> Revenues (not including special items) increased by 17% and expenses decreased 2% in 
comparison with previous year. 

};l> Change in net assets increased 3011% compared to change in net assets ofyear2004 . 

Highllghts for Fund Furancial 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 decreased $263,404 amounting to $7, 738,986. 
~ Total fund balance of the general fund decreased by 6% but the unreserved fund balance of 

increased 6% in comparison to fiscal year 2004·2005. 

General Furancial Highlights 

~ The investment in capital assets as of June 30, 2005 was $29,577,241 (net of depreciation). 
}ii> Long tenn debt decreased to $13,129,416, approximately l % with respect to prior year. 
~ On a budgetary basis, actual revenues exceeded actual expenditures by $201,684. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF BORMIGUl:ROS 

MANAGEMENT DISCUSSlON AND ANALYSIS 

OVERVDWOF THE FINANCIAL STATEMENTS 

The Municipality's basic financial siatemcnts comprise three compoocOIS: 

). management discussion and analysis (presented here) 
)ii> basic finandal mtements 
l> requiJed supplementary infOrmation. 

<»MPONliN'ISOl'11/B 
RNJINGIALPO$ITIQN 

--
I 

I _._ I -I ~DisciAMan Basic RmnaiaJ - ~~ 
.rd~ I I /nlOnlNlion 

Co~ Rawl~ 
~~ 

-

.M~ 4D tbc .limJKial 
~ -

1be Municipllity 's bMit financial statements c:onsi.st of two kinds of statemems, each with a dillerult 
view of the Munitipility's fin:ances. 1be government-wide 6DllDCial statements pmiide both long. 
lmt\ and shart..ten.n infbrmation about the Munitipility's overall 6nancial status. 1be fund 6nancial 
Sbttlmnts f(Qg on major ~ of the Municipality's ~ reporting dlOSe opemlions in 
mote detail than the government-wide •tanents: 

1be govemment-wide ~ n:p>n intOnnation about the Municipality as a whole using 
accounting methods similar to those used by private"5Cdor businesses. They are prepared 
using the flow of ec:onomic resowteS memuremen.t foQis and the ac:aual basis of 
accounting. The first govemment·"Wide Sllltemeol - the uemem of net assets - presents 
infbnnalion on all of the Munidpalily 's mets and liabilities, wilh the diftaeoce between the 
two reported as net mets. Over time, increases or cleaeases in the Municipality's net assets 
are an indicator of whether its financial beahb is improving or delerioraliDg. Odter non.
financial factors wdl as tile condition of the Municipality's roads and other inftastructure 
may need to be consiclen:d to msess the overall beahb or die Mtmicipality. The sec:ond 
statement - the statelllellt of activities - presents infOrmation showing bow the net assets 
c;baJl8'd during the year. All of the Qll1'Cl\t year's menues and e.-qxnses are mkat into 
~ in the Slatement of activities reganlless of when cash is reteived or paid. 
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COMMONWEALm OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2005 

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 truces, other local truces and intergovernmental 
revenues. Included in the governmental activities are the governmental funds. 

);;> Fund Fmancial Statements 

The fund financial statements provide more detailed infonnation 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 infonnation 

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 
'MUNICIPALITYOF BORMIGUE~ 

MANAGEMENT DISCUS.SION AND ANALYSIS 

FINANCIAL ANALYSIS OFTHI MuNJCIPA.LITY MA WHOLE 

The following table presents a summary of the Statunent of Net AsselS as or June 30, 2003 and 2004: 

TABLE I 

9 llfj Sk If ""*--.... .,,,_ .. 
C.~t1W AdMllls 

nos nMfa 
."'-b 
Olmam!~&SSitS $1 l,"4!18,918 $ ll,Cl.,Sfil 

~-- at:m.a.1 lHa9,l~ 
T .......... $ ~11036.169 s ~~Mll.Z.130 

l.WimtM 
Olmam!~~ s a,930,11'4 s l,~7.567 
1.-g Mm futilties 1~129.1416 lllfi.&.'83 ............. 16.~:640 l!l..9Q..!I~ 

Nitt~ 
ln\'eSkd in~~ ndaf~debl 21,700, "'6S 21,-411,l!IS 
It~ 3,lQ.,$17 ~Oll,<463 
U¥1~i<t>ed ~3ll} n..sn~l ......... _.. $ ~~~ $ =.-.two 

Nd assdS (assets o~ liabilities) may serw o'\W time as a useful indicat<ir of a @"l~t's filWlCial 
posi~ At the cm or the fiscal ~. the asst!s of the Municipcdity ~ its liabilities by 
Sl~,976,530 ~ an ~ of 9'~ with ~ l\l ~ 200-4, The largest porti<ift of the 
Municipality's net uscts refted:s its invcstnat in capital Ullets (e.g., land. but~ equipment, and 
infta:stNcture); less ~ullted ~tian and less any rdaled ~debt used to acquire~ 
~ 

»~•!•,,.._.. 
f:•.,wtitat/Nd .tndl 

As•/ lat Jt, JIOS 

6 

Che Municlpality uses these esscb to 
xovide ~ to its citiiiens and 
~tly. these assrets aR not a\l'ailable 
'1r bure spending. Theresoorees ~ {() •Y the debt ~terd b:l daese capital assets 
nlm be provided from alhet' ~ 
leCa~ capital ~ are not ~Uy 
i~ttd IOI' the pirpaise of~ delll.. 
t~ net UStts tqXesa\t resooroes that 
UC SU~ l\) extmllll ~ODS 00 how 
hey may be used. ~ net assrcts 
~ the part of lhc noel as:scb that can be used 
4() fu\anc;e day~y opntims without 
:mstrams es-.blished by debt 00Vleftmt$, 

:mblln@ .. tm (II ~ ~ 
~~ 
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COMMONWEAL1B OF PUERTO RICO 
MUNICIPALITYOFBOltMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

fbtal yurcndtd Jane JO. 2005 

Q,,,.,a"' •tit OSSd;s 

The fOUowing table mnmarizes dle c:hanges in net miets for the &cal~ ended 200S and 2004: 

TABLE2 

Pn!gl'Ulftf~ 
Fees, &esutd c::lwges tar~ 
~ ~mwdCMtn"Wtiot\s 
Capital IM'tsmd~ 

G8ltnll re\'M~ 
~~~ 
Municipal ti<a9e ~ 
~ aod cootn'liulions not ~ lo ~ 

~ 
tnl«est 
Other-

bpieues: 
Gcnaala;o~t 
Public \\ub and s:mi'1tion 
PllbOC safdy 
Cultlftmd~ 
Heed.th 
Hoosing. \\Ur.re and CIOO\ll\unity de\'dopment 
Edoottian 
ln\CRSt on~ tam lktll 

7 

SS02,"'49 
1,371,342 
a;m,610 

2.S0l,l9S 
l,319,0l9 

3,'m,169 
l43,:4SS 

l,lSl,1'10 

4,4(18,990 
3~,647 

716,070 
336.SW 
35'7,506 

1,690.,047 
21,855 

'471 941 

SW,~ 
l ,417,SSl 
l,SS4,503 

l,71S,9ll 
1.)32,~ 

3,671,462 
100,436 
234127 

lUU 883 

S.,287.,249 
2.,5'19,731 

7ll,Sal 
&38,26$ 
334,557 

l,648,SSS 
25,510 

s 087 

tM 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITYOF BORMIGUE~ 

MANAGEMENT DISCUSSION AND ANALYSIS 

RGUREI 

Aluaicip.alitF o/' H_.,__ 
Co~ Attiwties -R~ues 61 Source 

Fa$eal Yean liDtlttlJ-..Yt>~ aotJS lllWl JN)OI 

Appro.'dmately 30% of the Municipality's revenues came from operating and capi1Bl grantS, 27% 
from grantS and con1nlluliom not n:sttitted to specific program and um fiom popeny saxes. 
Revenues (not inclucin8 special items) inaeased by 17% in comparison with year 2004. The nm 
significant dmnge is a 153% incRase in odters, due to donation income. 

6,~<M 

s.~~ 

'4.00!\00i() 

:S,OOl).00!> 

l,(YOO,~ 

l ,(Y00,\3lll() 

,) 

I 
) 

~ 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

The Municipality's e."q>COSCS cover a range of services. The largest e.~ are general government 
representing ~ 38%, pAblic works and sanilalioa with 27'4 and weUare with l4%. 
Program revenues of the Municipality covered 41 % of total expenses 

E..~ ~ 20.4 in comparison with (lftMoos ~- This includes a net dillerenoe of an 
incre.ase in public works and sani1Dtion of 14% (due to additional capital assets maintenance and Olher 
noncapitaliDble COSIS); a 130...4 dea:ease in education (clue to ~depreciation expeme) and a dea:ease 
of 1S% in interest of long term debt (due to lower rates in bonds variable interest~) . 

Chrm#s in net~ in 2005 include addilional reilOOlt'es from (llOpelty tax anmmy in the amount 
of $32,826, which were ieported as special items in the financial statements. 

As noted pleViou.sly the im in re\Uues combined with an increase in eq>emes awscd the net 
change in net assets to increase approximately 3011% compiued with net change in net assets 
reported in 2004 statemeol of ac:Uvities. 

The fbllowing table focuses on the cost of each of the Municipality' s largest program as well as each 
program's net cost (total cost less fties generated by the programs and program ~ 
intergovernmelllD aid): 

TABJ.£3 

Nfll0dfl/ltlm1f ir IO 'sGzn•rn ,...., ..,,.,_ 

Gcacnll'O~ 
Nllic wcdcsutd smtiCllk!n 
NiM~ 
OdbR ml rea.m 
~ \!GdlUe - ~ty 
de~ 

()Iha-

s 

$4,~990 
3,204,647 

7lg,O'JIG 
&36,S99 

l ,690,041 
SSt,302 

$5,n'1.,N9 
1,319,731 

'711,581 
m,a65 

l,64i,~ 
;)lg,?1<4 

ll.~ 

$ 

s 

l,IU,S1"4 S 
~.~ 
711,@1 
w,2'19 

Some of the cost of govemmeotal activities ~ paid by those who directly benefited from the 
prognuns ($802,449) and~ govemments and OQ,aDizalions that subsidized c::enain program with 
grants and contnl>utions ($4, 125,012). The $6,800, 194 net cost ohervices was fully covered by other 
geneml ~ indudiDg property and munic:ipll li<:eose ~ 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF BORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

FINANCIAL ANALYSIS OF DIE MUNICIPALfD"S FUNDS 

~.fiutlls 

The focus of the Municipality's govemmental funds is to provide information Oil near-tenn inBows, 
outftows and balances of resourcies available for speodiQg. Slic:h infOrmalioo is usefW in ~ng the 
Municipality's financ:ins requirements. In partiailar, unreserved fund balance may serve as a useful 
measure of a Municipality's net resowc.es available at the end of a fiscal ~- For the fiscal ~ 
ended June 30, 2005, the govemmental funds reported combined ending fund baJaDQ$ of $7, 738,988, 
a net decrease of $263,..IOl in comparison with the prior )'al' This decrease was caused primarily by 
a net change in the General Fund of $(258,,975) and $285,838 in Commonwealth Legislature 
R.esolulioo fund.. Of tobd combined 6lnd hal11ces, $3,190,023 (-41%) oomtitutes unresen"Cd fUnd 
balance. The remainder of fund balance is reserved to indicate that is not available for new spending. 

The genaal fuJd is the operating fUnd of the Munic:ipality. Umeserved fUnd balance of the general 
fund represents -41% of total combined ending ftud balance. For the year ended June 30, 200s. the 
fund balance of the general fund clecreaSled by S258,,97S. The key factor of this dlange is a net 
deaeme of $497,181 in other special funds with self imPDSfJd restrictions included as part of the 
geneml fimd.. R49>UlteS to Jinanc:e these special funds were provided in previous years but fullcls '\\Ue 

~ incwrent year . 

The general fund original budget fur the flstal period 2004-200!5 presented an inaease of S% with 
rcsp:ct to prior year budget due to aa i.ncR'asr: in the QtimalCCl amouat of c;:oqicnsalioa in lieu of tax 
from the Puerto Ric:;o Elcc;;tric Power Authority ~A) and an inclcase in the estimated amount of 
property tax aclvana:s. 

Amendments to the original budget are approved by the Municipal Legislature. During the 6sc:al year 
budget le\1ellUe$ '\\'Cft inc:leased by $329,:SOO mostly clue to additional colledions fc>r ~ taxes 
and construction permits. An amendment to budget expenditures of $100,000 was approved, 
represienting a ~ of omeot year budget with prior seat's budgebuy smpluses. Actual 
revenues exa!eded the revised budgeted revenues by S3 l7,S27. The most significant variances were 
in municipal lia:me taxes S l 7S,l60 and S&l,6'84 in fees, fines and dlaqes tor services due to certain 
~ openings and additional funds acquUed by services provided by the municipality. The 
Municipali1y n:ported a net negativt variance of SlS,M3 ~ revised budgeted ~ 
anda<:tual e.'1)ellditures and emled with a total net positive variance ofS201,684. 
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COMMONWEALm OF PUERTO RICO 
MUNICIPALITY OF BORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fbcal )Ul'endedJaae 30, 2005 

CAPITAL ASSET ANJ) DEBT ADMINISTRATION 

At the end of the fiscal year, the Municipality bas invested $29,577,241 in a broad range of capital 
~ including buildings, puts, roads, bridges, land and equipment This amount lqJl'CStllts a net 
increase of 8% over the prior year. 

TABLE-' 

opw ..... 
Ase./ ""-JI. 

GolVDIMllltal Adhidts 
2005 ... (• ftStaml\ 

N~~ 
Land s 3,806,471 s 3,186,SW 
Coostt\adion in progress 2,155,696 1,138,904 

Dtpftdalale &'S9tb: 
Land improvements 837,733 873,735 
Buildings and buildings implO\'Cmeftts 12,350.,0SO ll,SS5,458 
lnfiastruc:tule 8,209,.469 8,S0&,091 
Vehidcs. machinery and equipment ~2172822 2,166.382 ...... $ 29,S71ill41 s 21.429.169 

This )Ur's complettd prqieds, which were reported as deaases in construc:tion in progress include 
the campk:Oon of Oanetem Nuew Community Center for $602,193 and improvements to various 
basbtball courts for $320,Ul. Certain projects are mil in cons1JUc:tion in~ as of June 30, 
lOOS. The most~ of these~ is tbe cons1JUc:tion of '1.Avadrero Sanimy Sewer System" 
with reponecl costs of$l,"405,006. 

The Municipality's fiscal year 2005-2006 capital budget calls fbr appro.umately $4,302,418 fbr 
capital projcds. Of this amount, Sl,020,000 will be invested in the comuuction of an Elderly Center 
in Verdum area, wbic:h will be financed through gmnlS from CDBG, Commonwealth Legislature 
Resolutiom and am.en Panicipalion Funds. Anodler project that is on schedule for this fiscal year is 
the rehabilitation of the "Bobby Cruz" Multiple Purposes Center, with an estimated oost of $879,964 
which will be finaDQ:d in part by a gqnt from CDBG. The remaining projects will be financed with 
other tederal grants, funds from the Commonwealth Legislature and Municipal funds. More detailed 
infbrmation about the Municipality's capital aBts and fUtme projects is ~led in Notes F and R 
to the financial statements. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OJ' BORMIGUER0-5 

MANAGEMENT DISCUSSION AND ANALYSIS 

At ~the Municipali1y had$ 8,*51,000 in general and special bonds and notes, a increme of 
1S% \\<tth respect to prior year. The Municipality is required to mainlain a legal debt margin of l 0% 
of the total asS11:miient of prope11y located within the Munic:ipality plus die blllanc:e of the propeny 
taxes in the debt service fund. 

TABLES 

0.CC l•L•M•DtM ,..,,,, -"" ,,._ 

Gentml and speaal obligation bonds and notes $ 8,U..,646 
~absences l ,OM,535 
Claims mljudgrnenls !16.,000 
Bond Mtic:ipalion note 
~to CRIM -prior ~-ears doobdUI ~ 16,538 
Payable to CRIM -prior~ pl'Ol)elty ta.~ 61,177 
Note pa~Rico ~ Dcputmreat 1,325,389 
~toFEMA 
amstmas bonus payable UU,9SS 
Pasable to OUM-LIMS 186,....S 
Estim:ded landfill dosing CIOSts 1,025,79? 
Note ~to.FEMA 3"S:8M ..... $ 13.129, .. 16 

$ 7,723,000 
l ,002,110 

10,000 
l ,~000 

<l3,63S 
61,177 

l ,502,507 
538,3~ 
186,393 
209,332 
... 95 

$ 13. 983 

The Municipality reported a ~ in the other long term debts of$ l,2«,20 I. This dec:lease was 
primarily clue to the payment of the Bond ADlicipalioa Note of $1,000,000 with Rural De\>elopment 
due to the issuance of the corresponding General Obligation Bond. Other significant decrease in long 
term debt mulls ftom the partial repayment of die~ CIOSts found in the audit performed by 
FEMA by $159,935 and the~ of the remaining debt. More detailed information about the 
Muaicipality's long term liAbitilies is presented in Note H to the fimmc:ial statements. 
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COMMONWEALm OF PUERTO RICO 
MUNICIPALITY OF BORMIGUEROS 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2005 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The Municipality's officials considered certain factors when setting the fiscal year 2005-2006 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 10.6o/o. 

For year 2005-2006 the Municipality applied a conservative approach in development budget 
estimates. Amounts available for appropriations in the General Fund for the fiscal year 2006 are 
$8,210,025 representing an increase of approximately 11% 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 2006 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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BASIC FINANCIAL STATEMENTS 



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

STATEMENT OF NET ASSETS 
JUNE 30, 2005 

Cash and cash equivalents 
Receivables. net 

ASSETS 

Municipal license taxe~ (note Cl) 

Lease (note C2) 
Other 

Due from 
Commonwe:thh Government (note 0) 

Federal Government (note D) 

Restricted assets: 
Cash and cash equivalents 
Cash with fiscal agents 

Deferred bond issuance costs 
Capital assets (note Fl: 

Land and construction in progress 
Other capital assets. net 

Total capital assets. net 

Total assets 

LIABILITIES 

Accounts payable and accrued liabilities 
Interest payable 
Due to 

Commonwealth Government 
Federal Government 

Deferred revenues 
Municipal license taxes (note CI ) 
Intergovernmental-Commonwealth Government 
Federal grants (note G) 

Long term liabilities (note H): 
Due within one year 
Due in more than one year 

Total liabi lities 

NET ASSETS 

Invested rn capital assets. net of related debt 
Restricted for: 
Capital pro1ects 
Debt service 
Other purposes 

Unrestricted (deficit) 
Tola.I net assets 

The accompany mg notes are an integral pan of this statement. 
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$ 

s 

$ 

$ 

Go"'ernmental 
Activities 

5.405.795 

3,937 
455,492 

13.645 

433,882 
422.104 

2.655.207 
1.995.076 

73.790 

5.962.167 
23,615,074 
29.577.241 

41.036.169 

1. 129.874 
209.389 

12.814 
61 ,570 

1.121,611 
282.675 
112.291 

1.265.203 
11.864.213 
16.059.640 

22.700.465 

2.205.731 
861 ,531 
95.314 

(886,51 1) 
24,976.530 



.. -

Functions 
Governmental Activities: 

General government 
Publi<: works and sanitation 
Public safety 
Culture and rolereation 
Health 

Housing. wdfare and community development 
Education 
Interest on long term debt 

Total 

-

The accompanying notes are an integral J>ilD of this statemem. 

$ 

$ 

-

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUJ<:ROS 

STATEMENT O F ACTIVITIES 
FISCAL YEAR ENDED JUNE 30, 2005 

Ellf?cnses 

4.428.990 
3.204.647 

716,070 
836,599 
357.506 

1.690.047 
21,855 

471,941 
11.727,655 

Fees, Fines and 
Charges for 

services 

$ 735,786 
33.343 

33,320 

$ 802.449 

General revenues 
Taxes 

Propt:n y 1ax1:s 
Municipal license taxes 

Prosram Revenues 
Operating 
Grants and 

Contributions 

s 570.680 s 

3,579 

797.083 

s 1,371,342 s 

Gran1s and i.:onlribu1ions not rcsl1ictc..><l 10 sp.:.: ifk prognuns 
Interest 
Other 

Speciul item (note Pl 
Property lax amnesty 

Total general revenues and special item 

Change in net assets 
Net ussets-beginnlng as restated (note L) 

Net ussets-ending 

15 

Capital 
Gr11ntsund 

Contributions Total 

s (3.122.524) 
2.701.720 (469.584) 

(712,491) 
(803.279) 
(357.506) 

51.950 (841.014) 
(21.855) 

(471,941} 

2,753.670 (6,800,194} 

2.501,295 
1,319.029 
J,728.769 

143.455 
1.151.170 

32,826 
8,876,544 

2,076,350 
22,900. 180 

s 24,976,530 



• • - - - -

CO\l\IONWEALTll OF PUERTO RICO 
\IUNICIPALITY OF llORMIG UEROS 

BALANCE SHEET 
GOVERNMENTAL FU,DS 

JUNE JO, 20US 

Special Funds Total 
fondo In General General 

01 Fund srr Dr. Cr. Fund 
ASSETS 

C;i;h and cosh equivalents $ 4,71K.OKI s 6K7.714 s 5.405.795 s 5.405.795 
R~-cci,abJc:s. nc:t 

Municip•l liccn.se wes tmKe Cl J 3.937 3.937 3.937 
Le•"' (note C2J 4SSA92 455.492 455.492 
Other 13.615 l3.(>l5 13.l>l5 

Duc:fmm 
Commonwealth Gov~mcnl (nolc: C2) 1Kll.61J 149 K29 130.+13 330.+IJ 
Fed~ral Q,1vem1m:n1 
01hcr lunds 211.0'.N 21 l.09J 155.C>\IK 55.3% 

Rcstrict(\J u~.scts 
C.-h and cash cqui valcn1s 
Cll.>h wi1h fiscal agents 

Total assc:1s 5.5K2.K63 s 837.5-13 s li.420.406 s s 155.6\IK s 6.2M.711N 

LIABILITIES 
Accounts payJble and uccrucd liabilities $ 417.890 s 417.H\lll s 417.N\IO 
Matured bond> and in1crcs1 pay•ble 
Due: to: 
Commonwcahh Government 12.Kl4 12.814 12.KIJ 
Federal Guvemmcnt 
Other Cunds 155.6\IK 155.<~JK 155.li'JK 

Dcrcrrcd !\!venue>: 
Municipal license laxes (nrnc CI) 1.121.611 1.121.611 1.121.lil 1 
Lea.sc (note C2) 455.4\12 455.492 455.492 
lntcrguvemmcmal·Ctnnmtmwe-alth Gu\'Cnln~nl (note: FJ 152.013 152.013 152.013 
Fc:JtrJI gr.ml~ 

Trnal habilith:s 2.159.K20 155.<>'.IK 2.315.51!! 155.6\IK 2.159.K20 

FUND BALANCES 
Rcscr\'cd for: 

EncumbrJnccs 233.020 233.020 233.020 
Debi service 
Capital projects 
Other specified purposes 6Kl.KJ5 681.845 6Kl.845 

Unreser"ed 3.190.023 J.190.023 J .l'J0.023 

Total fond balances 3.423.0JJ 6Kl,K45 4.IOJ.HKK 4,IOJ.888 

To1al liubili1ics Wld fon~ balances s 5.582.863 s 837.SJJ s 6.420.406 s 155.6\IK s 155.6\IH s 6.264.708 

Th~ accompanying notes arc an intcgnil part of this scatement. 
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COMMONWEAL TH OF PUERTO RICO 

MUNICIPALITY OF HORMIGUEROS 

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE 
TO NET ASSETS OF GOVERNMENTAL ACTIVITIES 

JUNE 30, 2005 

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 funds: 

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 to pay current-period 
expenditures and therefore are deferred in the funds: 

Lease receivable 
Due from Commonwealth entities - Christmas bonus 
reimbursement 

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 
Note payable to CRIM-LIMS 
Note payable to CRIM-financing of delinquent accounts 
Note payable -PR Department of Treasury 
Note payable - FEMA 
Compensated absences 
Christmas bonus payable 
Judgments and legal claims 
Estimated landfill closing costs 
Payable to CRIM-current year property tax settlement 

Net assel<> of governmental activities: 

The accompanying notel> are an integral part of this statement. 
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$ 455.492 

152.013 

8.619.646 

186.445 
16.588 

1.325.389 
345.884 

1.084.535 
182,955 

56.000 

1.025.797 
61.177 

$ 7,738,988 

29.577.241 

73.790 

607.505 

( 116.578) 

(12.904.416) 

$ 24,976,530 



• • • • • .. - - -
CO\ll\IOM\ EALTll OF PUERTO RICO 
l\IUNICIPALIT\ OF HORMIGUEROS 

STA TEl\IE'IT OF REVENUES, EXPENDITURES ANI> CHA 'llGES IN FU'lll> BALA 'ICES-
GOVERNMENTAL FUNDS 

FISCAL YEA R ENDED JlNE 30, 2005 

Communlt7 Rural 
Oevtlop111<nl Commom .. alth Ot\'tlopmtnl· Olhtr Total 
Block Grunt Ltglslature Otbl u"udero Gonrnrrw:ntaJ C.onmnwntal 

Central !1!!&rani Resolulions Se n ice Sunlw!I Sewor Funds Funds 
Revenues 
Taxes: 

Property lax<> (no1< l) s l.llM\1.513 s s s SSJ.2-17 s s s 2.-1-10.7(\() 
Municipal license 1.xo< lnoie Cl) 1.31\1.029 1.319.029 

lnier~.ivernmcnial 

Cummonwtahh po\ernment (note: K) 4,432.6KI 6-IK.602 1-19,31-1 S.2111.597 
F~dcral ~l)\Cmmenl IJ02.46K 7-19.49-1 974.-1-1-1 2.t\26.-106 

Fees. lines and charl!r:i for ~rvicc\ K02.-14\I 11112.-1-1\1 
I merest llK.l'.19 2,\14K 22.3011 143.-155 
Olher 66,29! M.291 

Total TC\'t:nucs: K.6211.162 \102.468 651.S50 573.555 7-19,4\14 1.123 ?SK 12.62K.9K7 
Expenditures 
Curreni: 

<Xneral government 4.401.170 1511.167 28.110 -1.587.447 
Public works and ~n11:s1um 1.1134.7511 95.503 203.\100 20.Sll3 2.154.66S 
Public safely (>15.715 10.-132 626.207 
Cuhurc and n:.:rcauon 450.!132 -150.1132 
l!callh 357.501> 357.SOC> 
Huusing. wclfore Gnd community developmeni 477,250 210.406 Sl.\IK6 711K.213 1.537.1155 
&lucatitm 17.10-I 17.!04 

Caphal oullays 515.01(1 4211.392 lllhA\17 1.405.007 IUK.70U 2.563.612 
O.:b1 service 

Principal 62'1.l IM 629.1111 
lntere" -1-14.6KI -144.(>81 
Bond ts~uancc cusb 12.-106 12.-10(1 

Tuia! expen<lilurcs ll.6<>9.412 902.468 362.3M3 1.073.799 1.-105.007 968.3M 13.381 .433 
Excess (tlcficic:ncy) of rt\·cnucs over expenditures (-11 .250) 289,167 (500.244) (655.513) 155.394 (752.-1-16) 

Other financing sources (uses) 
lease: principal payments (nutc C2) 76.152 76.152 
Proceeds rrom nolc payable • FEMA 345.884 345.MK4 
Payment uf lun~ ltrm deb1 1u FEMA (538 .• 334) (53M.334) 
Discount on no1e payable 10 FEMA 32.514 32.514 
Payment uf refunded bonds ( 1.345.000) ( 1.345.000) 
General obligalion bonds 1.000.000 530.000 1.530.000 
Pmcceds from refunding bonds 1.355.000 1.355.000 
Paymcm nf bond anlk ipouun nmcs ( 1.000.000) (1.000.000) 
TrJn~fcrs in 174.682 335.1166 510.548 
TrJnsrcrs oul (335.K66) !3.329) ( 11.416) ( 15\1.937) (510.54MJ 

Tu1al 01hcr flnancmt! )',Ourccs (u~s) (244,\1611) (3.329) 32-1.450 3K0.063 456.216 
Spcci11I ilem(nole P) 

Pmpeny 1axcs-Jn\llt:._ty 

~~,~. 
27.243 5.5!13 32.1126 

Ne! chunge In fund bul11rn:c (note Q) (258.975) 2K5.K311 (170.211) (655.513) 535.-157 t2«3.-ltl-I) 
Fund bulunct ul beginning of )'CDr 4,363.863 1.787.704 922.396 655.513 272.Yl6 M.OIJ2.392 

Fund buluncc nt end of yeur 4.IQ.1.81\M s s 2.073.542 s 752.185 s s 8011.373 s 7.73M.9KX 

TI>< a"·..-oinp.i.nyin[! no1cs 11tc an inctgrJI p.1.11 of this s1a1«!ment 
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COMMONWEAL"rH OF PUERT O RICO 

M UNICIPALITY OF HORM ICUEROS 

Rf.CONCILIATION OF ST A TEMENT OF REVENUES, EXPENDITURES ANO CHANCES IN 

FUND BALANCES OF GOVERNM ENTAL F1JNDS TO THE STATEM ENT OF ACTIVITIES 

FISCAL YEAR ENDED JUNE 30, 2005 

"lt1 change in fund balaftCHotolJll go••m-ntal funds: 

l\mouni- rcponcd for gowmmen1ol J<:llVlllC> on lhc Sllltemen1 of 
uc11vt11cs an: diffcn:nl b«ausc· 

GovcmmcnM fund> n:pon.' copolal "-'-"'"' ou1lays •> ex1"'ncli1un:s. 
However, on 1hc S«a1emcnt or Actm11e" 1hc CUlll or 1ho"" asse1s 
"' ullocal<'<I over 1hcor C'lllmJlcd u.«:ful love, and n:poncd ,... 
dcprceouuon c•p.:n>e 

ExP<n<litun:> for capiml "''sc" 
U:ss. curreni year dcprceoJllOn 

Government.ti funcl> only "'pon 1hc proceeds '°'""~'<I m the dispo!<al 
of d~\Cts In 1hc: S1..itc:mcn1 of Acttv1t1c,. "gJin or I~!- is rc.poned for 

each disposal. Thu>. lh• ch•nsc on net "-'>•I> Jiffch from the change 
on fund baluooe by Ille CO>I OI thc dispo\<'ll ., .. 1 

Reven""" on th< StJtcmcnt of l\cuvotic' thJt do no1 provKlc: current 
fin..inc1aJ r.:\Oun.·c, JtC nol n:poncd "' rc,·~nuc' tn 1hc lund'.'.lo . 

CRIM-cuncnt yc.r propcny twi '<!tkmcnt 
Due from CommonweJflh cnuuc,·ChmllllJ> bonu. 
DonalCCI CJpotJI :L'>.\Ct> 

Revcnuo rcponcd in fund. which ore noc r('pG<1Cd..,. "''"'"UC> on the 
St11cmcnt of Activitio. 

Chri<tma> bonus· prior Y"'"" 
Capital lca.<e principal poymcni 

~'from note• payoble and gcn.:r.al oblis;ition bonds are an other financing 
,;oorccs 1n the governmcntil funds. but oncn:•<c long·""111 lrabtli1ics in the 
Sta1emen1 or Net Asscb. 

fapenditun:s rcponcd 1n funcb which .1te not rcponcd .._, ••p.:n.<CS m the 
Statement of Acuvnocs. 

Matured bonds pnncopol paymcni. cnet ch•ngcl 

Repayment or long tcnn debt " Jn expenditure 1n the sovemmental 
fun<Js. but n:ducc> long-term tiubotitoe• on the Stutemcn1 of Net 
Assc:IS' 

Generul Obtigauon Bonds und Not•" 
Other Loni: Term Lmbihucs 

Governmental funds rcpon the eCfcct or bond issuance cosb .._, expendnun: 
when debt " fim o>sllCd. w'herca.' the.«: .JJD011n1> .JIC deferred Jnd 

Jmono?A:d 1n the Siutcmcnt of Activnics. Thi• wnount is the net effect of 
these doffcn:11Ccs: 

Bond os.,uwicc cost.• 
Amonoz.iuon of deferred clwtj;o 

'iomc CXP<'ft:'CS rcponcd 1n the Suitcmcnt of Acllvtt""' do not n:quorc 
the use of current financial rnourc<" W1d thcn:fon: an: not reported 
"' cxpcnditun:' 1n the So'"'mmcnt:1l lund. 

Chn>ttnus Bonu.s 
Judgement and clJ1m> 
E.,umated l..uodlitl Clo:ung Cost> 
Compcnsutcd Ab$cnc,,,. 
Accrued mtcn:st (net chani;e> 

Chan~'" ntt asstu of gonnllMflllll actMtia: 

s 
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2.563.611 
( 1.392.2~6) 

60.535 
91A78 

1.m6.l17 

193.196) 
(31.61181 

1.757,CMNI 
1.951.779 

12.406 
(4.8421 

(182.955) 
(46.IUll 
fl7~lll2) 

(82.4251 
(12.111-1) 

s (263,404) 

1.171.355 

f29.6<Mll 

1.158.330 

(124.811-11 

(3.2.'10.8841 

411.IXMI 

3.7118.779 

7.S6-l 

(3611.9861 

$ 2.076,JSO 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

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 have been prepared in accordance with accounting 
principles generally accepted in the United States 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. Financial 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 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. There are two methods of presentation of the component unit in the 
financial statements: (a) blending the financial data of the component units' balances and transactions 
in a manner similar to the presentation of the Municipality's balances and (b) discrete presentation of 
the component unit's financial data in columns separate from the Municipality's balances and 
transactions. 

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. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

In addition. 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. 

Other organizations should be evaluated as potential component units if they are closely related to, or 
financially integrated with. the primary government. Professional judgment is applied in determining 
whether the relationship 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 presentatio11, measurement focus and basis of accountillg 

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 the 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. 

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. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE A ·SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES· Continued 

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 focus on the net cost of each function of the Municipality. Both 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 (in 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 recognized. 

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. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

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 
in demonstrating 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, Rural Development -
Lavadero Sanitary Sewer 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 Fund). 

The Municipality reports the following major governmental funds: 

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 revenues 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. . 

Rural Development - Lavadero Sanitary Sewer Fund: This fund accounts for revenue 
sources from a grant provided by the USDA Rural Development for specific purposes that is, 
the construction of a sanitary sewer system for the Lavadero's community . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

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 are included on the 
balance sheet in the funds statements. Long-term assets and long-term liabilities 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 modified accrual 
basis 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 generally 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 (derived 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 arise 
when potential revenue does not 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 arise 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 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 . 

Expenditures are generally recognized when the related liability is incurred. Certain 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 expenditures 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 with 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 ST A TEMENTS 

June 30, 2005 

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 to 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 
the basic financial statements. 

Required Supplementary Information: 

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

3. Cash, cash equivalents (u11restricted and restricted) a11d restricted cash with fiscal agents 

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. 
Restricted cash with fiscal agent of other governmental funds represent the undisbursed proceeds of 
certain 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 the subsequent fiscal year. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

5. Interfund receivables a11d payables 

Activity between funds that are representative of lending/borrowing arrangements outstanding 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'' (i.e., the non-current portion of interfund loans) . 
All other outstanding balances between funds are reported as "due from/to other funds". 

6. 1"ventories 

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The 
cost of those purchases is recorded as expenditure when incurred in the appropriate fund but the year
end inventory 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 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

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. Deferred 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 2V2 days per month of vacation and I V2 
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 10 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 liability is not reported. 

11. Fund balances and Net Assets 

In 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 expenditure. The Municipality has the following 
reservations of fund balance: 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Encumbrances: 

Debt Service: 

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

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 grants to be used to finance activities other than 
construction or capital improvement commitments 

Net assets 

In the government-wide statements 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 constitutional 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 of 
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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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2004 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

12. /nterfimd 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-out" 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 liabilities 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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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- Continued 
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43 

44 

45 

46 

Statement 

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 NCGA Statement No. I 

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

Net Assets Restricted by Enabling Legislation, an 
amendment of GASB Statement No. 34 

To be Adopted in 
Fiscal year ended, 

June 30, 2006 

June 30, 2008 

June 30, 2006 

June 30, 2009 

June 30, 2007 

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

NOTE B - CUSTODIAL CREDIT RISK - DEPOSITS 

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may not 
be returned to it. The Municipality maintains cash deposits in commercial and governmental 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 insurance. All securities 
pledged as col lateral by the Municipality are held by the Secretary of Treasury of Puerto Rico in the 
Municipality's name. At year-end the Municipality' s bank balance in commercial banks amounts to 
$7,157,165. 

Deposits in governmental banks are uninsured and uncollateralized. At year-end the Municipality's 
bank balance in governmental banks amounts to $3, 155,01 1 . 
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NOTE C - RECEIVABLES 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

1. Municipal lice11se 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 shown in a tax return that should be submitted on or before April 15 . 
During the fiscal year ended June 30, 2005 the tax rates were as follows: 

Financial business - 1.50% of gross revenues 
Other organizations - .50% of gross revenues 

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. 2005 on filed tax returns follows: 

Receivable as of June 30, 2005 
Less: allowance for uncollectible 

Amount 
$286,544 
(282,607) 

$ 3,937 

Municipal license taxes collected prior to June 30 but pertaining to the next fiscal year in the amount 
of $1, 121,611 are recorded as deferred revenues . 

2. Lease 

The Municipality is a lessor of a property. which consist of a building faci lity, 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 
Less: Unearned income 

Net investment in direct financing lease 

$672,676 
(217, 184) 

$455,492 

At June 30, 2005, minimum lease payments for each of the five succeeding fiscal years are as 
follows: 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

NOTE C - RECEIVABLES - Continued 

2006 
2007 
2008 
2009 
2010 

June 30, 2005 

Year 

2011-2014 

Amount 
$ 76.152 

76,152 
76,152 
76, 152 
76,152 

291,916 

$ 672,676 

The net investment in direct financing lease in the amount of $455,492 is recorded as deferred 
revenue in the governmental fund statements since is not available as required by current standards . 

NOTED - DUE FROM GOVERNMENTAL ENTITIES 

1. Amounts due from governmental entities as of June 30, 2005 follows: 

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

current year liquidation (general fund) 
Municipal Revenue Collection Center (CRIM) -

property taxes (debt service fund) 
Puerto Rico Department of Family- Home 

Auxiliary Asistance 
Commonwealth Legislature Resolutions 
US Department of Transportation-FT A 
Office of Commissioner of Municipal Affairs -

CDBG 
Puerto Rico Department of Fam ii y - Child Care 
Rural Development (RD) 
Puerto Rico Department of Treasury -

Christmas bonus reimbursement 
Puerto Rico Department of Treasury - others 
Public Schools Improvement Office 
Puerto Rico Department of Labor - Law No. 82 
Puerto Rico Department of Labor - Law No. 52 
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$ 14,100 
2,500 

60.535 

35,010 

$ 

777 
67,652 

91,478 
7,000 
5,001 

20,699 
129, 130 

433,882 

$ 

$ 

Federal 
Government 

456 

93.894 
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325,689 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTED· DUE FROM GOVERNMENTAL ENTITIES- Continued 

The amount due from Puerto Rico Department of Treasury ($9 1,478) and Municipal Revenue 
Collection Center-current year liquidation ($60,535) are recorded as deferred revenues in the 
governmental funds statements (general fund) since they are not available as required by current 
standards. 

NOTE E • INTERFUND TRANSACTIONS 

1. Due from/to otlzer 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. Operati11g transfers 

Payable Fund 
Major fund-CDBG 
Major Fund-R/C's 

Other governmental funds 

Amount 
$ 34,5 10 

$ 

1,532 
19,353 

55,395 

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; principal 
and interest payments of general long term debt transferred from the general fund to the debt service 
fund ; and a transfer from FEMA special fund to the general fund for a principal payment of a long 
term debt due to FEMA . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTE F-CAPITAL ASSETS 

Capital assets and depreciation activity as of and for the year ended June 30, 2005 is as follows: 

Balance 
July I. 2004. as Balance 

restated Increases Decreases June 30. 2005 
Governmental acuvnies: 

Capital assets. not being depreciated: 
Land $ 3.186.599 $ 619.872 $ $3.806.471 
Construction m progress 1.138.904 1.943.206 926.414 2.155.696 

Total capital assets not being 
depreciated: 4.325.503 2563,078 926.414 5,962.167 

Capital assets. being depreciated: 
Land improvements 1.046.506 1.046.506 
Building.• and building improvements 16.168.682 1.298.403 20.250 17,446.835 
lnfra.•tructure 10.712.605 241.763 25,954 10,928,414 
Vehicles. machinery and equipment 5.398.754 393.098 105.384 5,686.468 

Total capital a.•sets being depreciated 33.326.547 1,933.264 151.588 35,108,223 

Less accumulated depreciation for: 
Land improvements 172.771 36.003 208,774 
Building.• and building improvements 4.613.224 485.595 2.035 5.096.784 
Infrastructure 2.204.514 540.385 25,954 2.718.945 
Vehicles. machinery and equipment 3.232.372 330.273 93.999 3,468.646 

Total accumulated depreciation 10.222.881 1.392.256 121.988 11.493,149 

Total capital assets being depreciated. 
net 23.103,666 541.008 29.600 23,615.074 

Govemm.:ntal activities capital assets. 
net $ 27.429.169 $ 3.104.086 $ 956.014 $ 29.577.241 

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 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30. 2005 

NOTE G - DEFERRED REVENUES 

1. Commonwealth government- other governmental funds 

On December 2000. the Municipality and other municipalities of Puerto Rico filed a complaint 
against the Puerto Rico Electric Power Authority (PREPA), a component unit of the Commonwealth 
of Puerto Rico. requesting the payment by PREP A of contributions in lieu of taxes and electric energy 
sales set aside on prior fiscal years. On March 18, 2003, the Board of Directors of PREP A approved a 
resolution by which PREPA agreed to settle the claims with all municipalities. As both parties agreed 
the settlement would be paid in cash and in electrical infrastructure projects to be performed by 
PREPA. Accordingly. the Municipality received $377.184 in cash during fiscal year 2003-2004. 

During the fiscal year 2004-2005 the original settlement was amended to advance funds to the 
Municipalities for the electrical infrastructure projects, to be performed by the Municipality, subject 
to certain restrictions and conditions imposed by PREPA. Non compliance with these conditions may 
require reimbursement of funds to PREPA. On April 2005. the Municipality received $282.675 in 
cash, which is recorded as deferred revenue in the financial statements. 

2. Federal govemment 

Deferred revenues for federal grants represent resources are received before allowable expenditures 
are incurred. A detail of these balances follows: 

Fund/Grant 
Major Fund-CDBG 
Other Governmental Funds- Office of Governor's 

Authorized Representative (GAR) - FEMA 
Other Governmental Funds -Child and Adult Care Food 

Program 
Total: 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE H - LONG-TERM DEBT 

1. Summary of long- tenn debt activity 

The following summarizes activity in long-term debt for the fiscal year ended June 30. 2005: 

Balance at 
July I. 2004. Balance at Due within 

as restated Increases Decreases June 30. 2005 one l'.car 

General. Special 
Obligations Bonds 
and Notes $ 7.723.000 $ 2.878.646 $ 1.757.000 $ 8,844.646 $ 425.000 

Bond anticipation note 1.000.000 1,000.000 
Note payable to CRIM-

LIMS 209.332 22.887 186,445 24.269 
Note payable to CRIM-

financmg of 
delinquent accounts 43.635 27,047 16.588 

Note Payable-Puerto 
Rico Treasury 
Department 1.502.507 177.118 1.325.389 304.584 

Note Payable-FEMA 345,884 345,884 85.579 
Compensated absences 1.002.110 212.854 130,429 1.084.535 125,639 
Christmas Bonus 186.393 182.955 186.393 182,955 182.955 
Payable to FEMA 538.334 538.334 
Judgments and legal 

claims 10.000 46.000 56,000 56.000 
Estimated Landfill 

Closing Costs 988.495 37.302 1,025.797 
Payable to CRIM- final 

settlement 2003-2004 61.177 61.177 61.177 
$ 13,264.983 $ 3.703,641 $ 3.839.208 $ 13.129,416 $ 1,265.203 

2. General a11d special obligation bonds and notes 

The Municipality's outstanding general and special obligation bonds and notes at June 30, 2005 
amount to $8.85 1,000. All these bonds are serviced by the Governmental Development Bank of 
Puerto Rico (GDB) maturing at various dates. As required by Jaw, 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 "Interest Bearing Account" (IBA) maintained by GDB. 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 
Collection Center (CRIM). A detail of the general and special obligation bonds and notes as of June 
30, 2005 follows: 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE H - LONG-TERM DEBT - Continued 

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 7.61% (7.31% at June 30, 2005) 

1994 public improvement bonds of $125,000 due in annual installments of 
$3,000 to $10,000 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, 202 1; bearing interest at rates ranging 
from 4.865% to 6.56% (5.42% at June 30, 2005) 

1983 public improvement bonds of 25 1,000 due in annual installments of 
$5.000 to $17 ,000 through January I, 2008; bearing interest at 5% 

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 
from 4.70% to 6.63% (5.93% at June 30, 2005) 

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 7.81% (2.89% at June 30. 2005) 

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% (2.89% at June 30, 2005) 

1999 general obligation notes of $705,000 due in annual installments of 
$80,000 to $125,000 through July I, 2006; bearing interest at rates ranging 
from 5% to 7 .8 1 % (2.89% at June 30, 2005) 
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Outstanding 
Amount 

$ 30,000 

93,000 

124,000 

135,000 

48,000 

330,000 

375,000 

405,000 

240,000 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTE H - LONG-TERM DEBT - Continued 

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% 

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% 

2002 general obligation bonds of $1.000,000 due in annual installments of 
$21,000 to $65,000 through January I, 2030; bearing interest at 4.50% 

2000 general obligation bonds of $1 ,040.000 due in annual installments of 
$27,000 to $76,000 through January 1, 2025; bearing interest at 5.12% 

1997 general obligation bonds of $1.538,000 due in annual installments of 
$41,000 to $109,000 through January I, 2022; bearing interest at 4.75% 

1992 revenue bonds of $690,000 due in annual installments of $5,000 to 
$25.000 through July I. 2013; bearing interest at 9% 

2004 general obligation bonds of $530,000 due in annual installments of 
$15,000 to 40.000 through July I, 2024; bearing interest at rates ranging 
from 3.28% to 5.00% (4.37% at June 30, 2005) 

2004 general obligation bonds of $1 ,355,000 due in annual installments of 
$35,000 to 85,000 through July I, 2029; bearing interest at rates ranging 
from 3.50% to 5.00% (4.37% at June 30, 2005) 

Less: deferred charges arising from debt refunding: 

Outstanding 
Amount 

$ 

674,000 

855,000 

1,000,000 

985,000 

1,312,000 

360,000 

530,000 

1,355,000 
8,851,000 

(6,354) 

8.844,646 

In order to achieve debt service savings, during fiscal year 2004-2005 the Municipality issued general 
obligation bonds of $1,355,000 to currently refund a 2002 special obligation bonds issuance with an 
interest rate of 7.5%. The new bonds bear interest at rates ranging from 3.50% to 5.00% (4.37% at 
June 30. 2005). The reacquisition price of the old debt exceeds the net carrying amount of the old debt 
by $6.354. This amount is presented as a reduction of the new liability and will be amortized over the 
remaining life of the old debt. As a result of the refunding the Municipality reduced its total debt 
service requirements by $ 1,016,935, which resulted in an economic gain of approximately $715,333. 
The annual requirements to amortize general and special obligation bonds and notes as of June 30, 
2005 follows: 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTE H - LONG-TERM DEBT - Continued 

June 30 

2006 
2007 
2008 
2009 
2010 

2011-2015 
2016-2020 
2021-2025 
2026-2030 

Totals 
Less: deferred charges arising from debt 

$ 

Principal 

425,000 
446,000 
346,000 
343,000 
342,000 

1,924,000 
2,226,000 
2,087,000 

712,000 

8,851 ,000 

refunding: (6,354) 

$ 8,844,646 

3. Other lo11g-term liabilities 

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 $17,503, including interest of 5.95% 
and is due on November 28, 2011. Amount is financed with 
unrestricted funds through withholdings from the advances of 
property tax and amounts of municipal equalization fund send to 
the Municipality by the Municipal Revenue Collection Center. 
Debt service requirements in future years are as follows: 
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$ 

$ 

Interest 

415,360 
391,255 
373,420 
355,292 
337,858 

1,399,097 
895,378 
347,623 
62,103 

4,577,386 

Outstanding 
Amount 

$186,445 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE H - LONG-TERM DEBT - Continued 

June 30 PrinciEal Interest 

2006 $ 24,269 $ 10,617 
2007 25,734 9,145 
2008 27,288 7,583 
2009 28.936 6,000 
2010 30,684 5,062 

2011-2012 49,534 4,590 
Totals $ 186,445 $ 42,997 

Note payable to CRIM (Financing of delinquent accounts)- On 
March 19, 2002 the Municipality entered into a financing 
agreement with the CRIM in the amount of $158,431 to finance 
delinquent property tax accounts sold to private investors. under 
the provision of Law No. 146 of October 11. 200 I. The 
agreement is in the form of a nonrevolving line of credit bearing 
interest of 6.5% for the first 5 years and variable for the next 25 
years at 125 points over London Interbank Offered Rate 
(LIBOR) 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: 

June 30 PrinciEal Interest 

2006 $ $ 1,078 
2007 1,078 
2008 1.078 
2009 285 1,070 
2010 304 1,05 1 

2011-2015 1.856 4,919 
2016-2020 2,566 4,209 
2021-2025 3,550 3,225 
2026-2030 4.909 1,866 
2031-2033 3,118 271 

Totals $ 16,588 $ 19,845 
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Outstanding 
Amount 

$ 16,588 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE H - LONG-TERM DEBT - Continued 

Note Payabl~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. 2005 is net 
of an unamortized discount of $128,778 and will be repaid with 
unrestricted funds through withholdings from the advances of 
property tax and amounts of municipal equa lization fund send to 
the Municipality by the Municipal Revenue Collection Center 
(CRIM). Debt service requirements in future years are as 
follows: 

June 30 

2006 $ 
2007 
2008 
2009 

Totals $ 

Princi~al 

304,584 
407,159 
428.524 
185, 122 

1,325,389 

Interest 

$ 62,082 
42,841 
2 1,476 

2,379 
$ 128,778 

Note Payabl~FEMA As of June 30, 2004 the Municipality 
recorded in the government-wide statements a $538,334 liability 
for final disallowed costs as determined by an audit performed 
by the Governor's Authorized Representative (GAR) of FEMA 
funds related to Hurricane Georges. On June 9. 2005 the 
Munic ipality refinanced this debt on a long term basis through a 
$345.884 non-interest bearing note (imputed interest rate is 
5.00%), from Governor's Authorized Representative (GAR) of 
FEMA. The note is payable in annual installments of $47,300 
(including interest) through January, 2008. The note balance as 
of June 30, 2005 is net of an unamortized discount of $32,5 14 
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). Debt service requirements 
in future years are as follows: 
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Outstanding 
Amount 

$1.325,389 

$345,884 
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MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTE H - LONG-TERM DEBT - Continued 

June 30 

2006 
2007 
2008 
2009 
Totals 

$ 

$ 

Principal 

85,579 
82.477 
86,696 
91,132 

345,884 

$ 

$ 

Interest 

9,020 
12,123 
7,903 
3,468 

32,514 

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 2004-2005 of the Christmas bonus to be paid in 
December 2005 

Claims and judgments - represent the final settlement of legal 
cases paid subsequent to June 30, 2005. The awarded amount 
will be paid with unrestricted funds. 

Estimated closure and post-closure care costs of Municipal 
Landfill - The Municipality owns and operates a MSW landfill 
in Barrio Jaguitas, Hormigueros since about 1977. The 
Municipality has recognized an estimated liability for future 
closure and post-closure care costs. (See Note I) 

Payable to CRIM - represents the balance owed to CRIM at June 
30. 2005 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 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). 
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Outstanding 
Amount 

$1 ,084.535 

$182,955 

$56,000 

$1,025,797 

$61,177 
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MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

NOTE I - LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS 

The Municipal operates a landfill since 1977. 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 date the landfill no longer accepts waste. 

The Municipality has performed a study of the activities that need to be implemented at the 
Municipality's landfill to comply with applicable laws and regulations. As a result of this study, the 
Municipality has recognized an estimated liability for future closure and post-closure care costs. The 
recognition of this liability is based on the amount of the landfill used during the year. The estimated 
liability for landfill closure and post-closure care costs has a balance of $1,025,797 as of June 30, 
2005, which is based on 47% usage of the landfill. It is estimated that an additional $1,137,602 will 
be recognized as closure and post-closure care expenditures between the date of the balance sheet and 
the date the landfill is expected to be filled to capacity (December 2035). The estimated total current 
costs of the landfill closure and post-closure care ($2, 163,499) is based on the amount that would be 
paid if all the equipment, facilities and services required to close, monitor and maintain the landfill 
were acquired as of June 30. 2005. However, the actual cost of closure and post-closure care may be 
higher due to inflation. changes in technology, or changes in landfill laws and regulations. As of June 
30, 2005 the Puerto Rico Solid Waste Authority approved $375,000 as a contribution to closure and 
post-closure care costs. 

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 filed 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 1•1 and January I •1

• 

The tax rates in force as of June 30, 2005 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 6.08% 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 5.25%, 
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 for in the debt service fund. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE J - PROPERTY TAXES- Continued 

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 avai lable resources. A receivable of $60,535 resulting from the final settlement for 
fiscal year 2004-2005 is recorded as deferred revenue in since is not available as required by current 
standards. 

NOTE K - INTERGOVERNMENTAL REVENUES 

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

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 
Solid Waste Administration 
Other intergovernmental revenues 
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$ 

$ 

Amount 
2,750,479 

805,785 
521,926 

147,287 
144,707 
62,497 

4,432,681 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE L - FUND BALANCE AND NET ASSETS RESTATEMENTS 

1. Net assets 

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

Net assets at beginning of year as previously reported: 

Restatements: 
Correction of errors · capital assets 
Correction of errors - compensated absences liability 
Correction of errors - note payable to FEMA 
Estimated Landfil l closing costs debt not recorded 

Net assets at beginning of year as restated: 

NOTE M - RETIREMENT PLAN 

1. Plan description 

$ 

$ 

Amount 
23.891.302 

73.488 
(24.464) 
(51.65 I) 

(988.495) 

22.900,180 

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, publ ic 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 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 (System 2000). The new pension program became 
effective on January I, 2000. Employees participating in the current system as of December 3 1, 1999 
may e lect 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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MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2005 

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 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: 
(I) 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 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 
planonorafterApril 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: Law No.447 System 2000 

2005 $ 198,889 $ 72,441 

2004 $ 195,644 $ 58,000 

2003 $ 182,597 $ 37,729 

NOTE N - COMMITMENTS 

1. Operating leases 

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 $ 6.762. Management believes that the summary of the future minimum 
rental commitments under noncancelable operating leases with terms exceeding one year is not 
significant. 
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MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

NOTE N - COMMITMENTS - Continued 

2. Construction 

The Municipality has commitments at June 30, 2005 of approximately $ 3,048,985 for construction, 
improvements or renovation of certain municipal facilities. 

NOTE 0 - CONTINGENCIES 

1. Federal and State grallts 

Pro3ects 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. 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, 2005 and not to be covered by insurance, the Municipality accrued 
$10.000 in the government-wide statements. However, it is the opinion of the Municipality and the 
legal counsels that, based on their experience, such actions 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 I of June I, 2004) granted to taxpayers (for the period March I , 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 $ 32,826 on property tax collections as of June 30, 2005 of which $27,243 were 
recorded in the general fund and $ 5,583 recorded in the debt service fund. The transaction falls under 
the definition of special item set forth by GASB 34, as it is a transaction of unusual or infrequent 
nature within the control of the Municipality's management. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO FINANCIAL ST A TEMENTS 

June 30, 2005 

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 ($258.975), 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 as part of the general fund: 

Amount 
$ 238.207 

(497.182) 

$ (258.975) 

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 I. 2005 1he Municipality issued $748.000 special obligation bonds through the 
Governmental Development Bank of Puerto Rico (GOB) to finance the purchase of equipment. Bonds 
are payable in annual installments of $92,000 to $124,000 through July I, 2029. 

On August I, 2005 1he Municipality issued $920,000 general obligation bonds through the 
Governmental Development Bank of Puerto Rico (GOB) to finance construction, rehabilitation and 
improvements to the Julio Rivera Lopez Park. Bonds are payable in annual installments of $20,000 to 
$70,000 through July I. 2024 . 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF HORMICUEROS 

BUDGETARY COMPARISON SCHEDULE· GENERAL FUND 
FISCAL VEAR ENDED JUNE 30, 2005 

Budi:eted amounl~ 
Original Final 

Revenues 
Property taxes s 2.659.612 s 2.769.431 
Municipal license taxes 1.088.080 1.147.461 
Intergovernmental 2.857.688 2.859.688 
Fee,. lines and charb'CS for .erv1ces 664.CKK> 752.859 
ln1eres1 85.CMM> 120.916 
Other 80.CKK> 113.525 

Tola! revenues 7.434.380 7.763.880 

Expenditures 
Genernl govemm.:nt 3,624.710 4.114.973 

Public work.' and samtaoon 1.632.061 1.747.638 
Public safety 634.903 617.830 
Culture and recrcauon 481.742 449.872 
Heallh 357.528 357.528 
Welfare •nd c.-ommun11y devdopm<.'111 559.661 548.621 

Educauon 17.91Ml 17.704 
Total expenditures 7.308.505 7.854.166 

Exec.'-' (deficiency) of revenue' over expendi1ure' 125,875 (90.286) 

Other financing SOUl'l.'.e$ (uses) 
Transfers out (125.875) (9.714) 

Total other financing source~ (us.!s) (125,875) (9.714) 

1-.. ces., (delic1cncy) of revenues and other financing sources 
over expcndnure' and other financing uses (HKl,CKlOl 

Readjustment from prior year fund balance HKl.<KUl 
s $ 

The accompanying note• 10 requm.'<I supplcmemul information are an in1cgml pan of this schedule . 

-19 

Actual Amounts 
(Budgetary Variance with 

Busis) Final Budget 
(See Note Al Positive (N!Jlalive) 

s 2.781.528 $ 12m6 
1.322.721 175.260 
2.912.69'.! 53.(Ml4 

814.543 61.684 

133.233 12317 
116.691 3.166 

8.081.407 317.527 

4.172.199 (57.226) 

1.729.363 18.275 
611.989 5.841 
444.225 5.647 
356.179 1.349 
538,950 9.671 

17.104 600 
7.870.(Ml9 ( 15.843) 

211.398 301.684 

(9.714) 
(9.714) 

201.684 301.684 
( ICHl.(MK>) 

$ 201.684 $ 201.684 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND 

June 30, 2005 

NOTE A - BUDGET PROCESS AND BUDGET ARY 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. Certain 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, 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 funds 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 accepted in the United States, the following budget to GAAP 
reconciliation is presented: 

so 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPARISON SCHEDULE- GENERAL FUND 

June 30, 2005 

NOTE B - BUDGET TO GAAP RECONCILIATION - Continued 

Excess of revenues and other financing sources over expenditures and other 
financing uses (budgetary basis): 

Budget to GAAP differences: 

Entity differences: 

Non budgeted funds recorded as revenues for financial reporting purposes: 

Non budgeted funds recorded as expenditures for financial reporting: 

Non budgeted transfers out: 

Basis of accounting differences: 

Revenues recorded for financial reporting purposes but not in budgetary basis: 

Revenues recorded in budgetary basis but not for financial reporting purposes: 

Expenditures recorded in budgetary basis but not for financial reporting purposes: 

Expenditures recorded for financial reporting purposes but not in budgetary basis: 

Timing differences: 

Current year encumbrances recorded as expenditures for budgetary reporting 
purposes: 

Prior year encumbrances recorded as expenditures for financial reporting 
purposes: 

Net change in fund balance (GAAP basis): 
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$ 201,684 

710,910 

( 1,207 ,802) 

(289) 

42.246 

(127,272) 

85,038 

(63,230) 

233,020 

( 133,281) 

$ (258.975) 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

• SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 
FISCAL VEAR ENDED JUNE 30, 2005 

Fedenl Pass-Through 
CFDA Entity Identifying Federal 

Federal Grantor/Pass Through Number Number Expenditures 

• Grantor/Program Title (note B) (note C) (note A) 

U,S. Deoartment or Agriculture 
Non-Mayor Programs: 

Direc1 Program: 
Rural Housing Preserva1ton Grant 10.433 NIA $ 1.012 

Passed through the P.R. Depanment of Education: 
Child and Adull Care Food Program 10.558 N/AV 7.743 

Mayor Program: 
Direct Progrom5. 
Waler and Wa<le Di~posal System for Rural Communities 10.760 NIA 1.405.007 

1,413,762 

U.S. De!!!!rtment or Housing and Urban Develo11ment 
Mayor Programs· 

P:Losed through tht? Offict? of Commissioner of Municipal Affain:: 
Community Devel0pment Block Grant - Slates's Program 14.228 FD-30 $ 902,468 

AF -30 
AB-30 
CD-30 

D1rec1 Program 
Section S Housing Choice Vouchers Program 14.871 NIA 495,953 

1,398.421 

U.S. Department ofTransoori..tion 
Non-Mayor Program: 
Direc1 Program: 

Federal Transit Fonnula Grant~ 20.507 NIA 28.110 

U.S. De11artment of Health and Human Servii;!::l! 
Non-Mayor Programs: 

Pa.<sed through the P.R. Depanment of Family- Families and Children 

• AdminisU':llion: 
Community Food Program 93.571 N/AV 6.251 
Child Care and Development Block Grant 93.575 N/AV 188.337 

194.588 

Total Expenditures of Federal Aw11rds $ 3,0341881 

• 
The accompanying notes we an integral part of this schedule . 

• 52 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 

June 30, 2005 

NOTE A - BASIS OF PRESENTATION 

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 Governments and 
Nonprofit Organizations". Therefore, some amounts presented in this schedule may differ from the 
amounts presented in, or used in the preparation of, the basic financial statements . 

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 ENTITY IDENTIFYING 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 the federal awards 
received as a subrecipient. Numbers identified as NIA 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 AW ARDS TO THE EXPENDITURES PRESENTED IN THE 
BASIC FINANCIAL STATEMENTS 

Description 

10.558 
10.760 
10.433 
14.228 
14.871 
20.507 
93.571 
93.575 

Total federal awards expenditures 
Total nonfoderal awards expenditures 

Total expenditures. fund statements $ 

Community 
Development 
Block Grant 

Fund 

$ 

902.468 

902.468 

902.468 
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Rural 
Development -

Lavadero 
Sanitary Sewer 
System Fund 

$ 
1,405.007 

1.405.007 

$ 1.405,007 

Other 
Governmental 

Funds 

$ 7,743 

1,012 

495.953 
28.110 
6,251 

188.337 
727.406 
240.958 

$ 968.364 



• 

• 

I 

• 

• 

PARTNERS: 

ERNESTO VALOtS 

VALDES, GARCIA & MARIN 
CERTIFIED PUBLIC ACCOUNTANTS ANO CONSULTANTS 

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION 

P.O. BOX 3 64831 

ARTURO GARCIA SANCHEZ SAN JUAN, P.R. 00936·4831 

RAMON MARIN TELEPHONE. (787} 725· l 600 

Luz N . MARTINEZ TELEFAX: (787) 721 ·2795 

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 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, 2005, and have issued our report thereon dated December 13, 
2005, in which we have expressed an unqualified opinion. 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 Auditing Standards . 

In planning and performing our audit, we considered the Municipality of Hormigueros' 
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. 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 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. 

San Juan, Puerto Rico 
December 13, 2005 

Stamp 2109890 was affixed 
to the original 
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PARTNERS: 

E RNESTO VAL.OtS 

ARTURO GARCIA SANCHEZ 

RAMON MARIN 

LUZ N . MARTINEZ 

VALDES, GARCIA & MARIN 
CERTIFIED PUBL.IC ACCOUNTANTS AND CONSULTANTS 

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION 

P.O. Box 364831 

SAN JUAN, P.R. 00936·4831 

TEL.EPHONE: (787) 725-1600 

TEL.EFAX. (787) 721 ·2795 

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 Legislature 
Municipality of Hormigueros 
Hormigueros, Puerto Rico 

Compliance 

We have audited the compliance of the 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, 2005. 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 in accordance with auditing standards generally 
accepted 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 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 the Municipality of Hormigueros' 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 the Municipality of Hormigueros' compliance with 
those requirements. 
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In our opinion, the Municipality of Hormigueros complied, in 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, 2005. 

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 13, 
2005. 

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' 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 intended for the information of the Audit Committee, Management, 
Municipal Legislature and federal awarding agencies an pass-through entities. However, 
this report is a matter of public record and its distribution is not limited. 

San Juan, Puerto Rico 
December 13, 2005 

Stamp 2109891 was affixed 
to the original 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

Section I - Summary of Auditor's Results 

Year ended June 30, 2005 

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"? 

~ Unqualified opinion 

D Adverse opinion 

Oves 

0Yes 

4. Noncompliance material to financial statemen1s 
noted? D Yes 

Part II - Federal Awards 
Internal control over major programs: 

I. Material weakness(es) identified'! 0Yes 

2. Reportable condition(s) identified chat are not 
considered to be material weakness( es)'! D Yes 

3. Type of auditor's report issued on compliance 

for major programs: 

4. Any audit findings disclosed that are required 
to be reponed in accordance with section 
5 IO(a) of OMB Circular A-133? 

5. Identification of major programs: 

6. Dollar threshold used to distinguish between 

type A and type B programs: 

7. Auditee qualified as low-nsk auditee? 

IZJ Unqualified opinion 

D Adverse opinion 

0Yes 

CFDA Number(s) 
14.228 

14.87 1 

10.760 

~ $300,000 

0Yes 
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D Qualified opinion 

D Disclaimer of opinion 

~No 

~No 

No 

~ 

~No 

~No 

D Qualified opinion 

D Disclaimer of opinion 

~No 

D 

Name of Federal Program 
or Cluster 

Community Development Block Grant -

State's Program 

Section S Housing Choic<! Vouchers 

Program 

Water and Waste Disposal for Rural 

Communities 

~No 
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Finding 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 

Section II - Financial Statements Findings 

No matters were reported. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF HORMIGUEROS 06 j{J', f J ~-/ 

Section III - Federal A ward Findings and Question~ C-osts 
·c J..., 
DE \.,U 

No matters were reported. 
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