
COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

BASIC FI NANC IAL STATEM E NTS, R EQA I R E D S A PPL EM E NTA RY
IN FORMATION AND INDE PENDE NT

AUDITORS'REPORT
(WITH ADDITIONAL REPORTS REQUIRED

UNDER THE OMB CIRCALAR A-133)

AS OF AND FOR THE FISCAL YEAR ENDED
JaNE 30, 201I

Hon. Pedro J. Garcia-Figaeroa
Mayor

Mn.Miriambi7arry
Finance Director



COMMONWEALTH OF PUERTO RICO
MUMCIPALITY OF HORMIGUEROS

TABLE OF CONTENTS

FINANCIAL SECTION

Independent Auditors' Report

Management's Discussion and Analysis

Basic Financial Statements:
Government-wide Financial Statements:

Statement of Net Assets
Statement of Activities

Fund Financial Statements:

Notes to Basic Financial Statements

Required Supplementary Information:
Budgetary Comparison Schedule - General Fund
Notes to Required Supplementary Information - Budgetary Comparison Schedule

- General Fund

Supplementary Information:
Financial Data Schedule
Notes to Supplementary Information - Financial Data Schedule

SINGLE AI,]DIT SECTION
Supplementary Information:

Schedule ofExpenditures of Federal Awards
Notes to Schedule ofExpenditures of Federal Awards

Independent Auditors' Report on Internal Control Over Financial Reponing and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

Independent Auditors' Report on Compliance with Requirements That
Could Have a Direct and Material Effect on Each Major Program and on
Internal Control Over Compliance in Accordance With OMB Circular A- 133

Schedule ofFindings and Questioned Costs

Schedule of Status of Prior Years Audit Findings and Questioned Costs

PAGE

Balance Sheet - Governmental Funds 17

Reconciliation of the Balance Sheet - Governmental Funds to the Statement of Net Assets l8
Statement of Revenues, Expenditures and Changes in Fund Balances (Deficit) - Governmental t9
Funds
Reconciliation of the statement of Revenues, Expenditures and Changes in Fund Balances
(Deficit) - Governmental Funds to the Statement of Activities 20

t-2

3-14

t5
l6

58
59-60

2t-5t

52

53-54

55-56
57

6t -62

63-64

65-67

68



FINANCIAL SECTION



INDEPENDENT AT'DITORS' REPORT



VALDES, GARCIA , MARIN & MARTINEZ, LLP
CERTIFIED PUBLIC ACCOUNTANTS ANO CONSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION

P.O. Box 364831
SAN JUAN, P.R, @936.443I

TELEPHoNE: {787) 725-t6m
TELEFAJ<: 1787 I 7 21 -2795

INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor
and Members of the Municipal Legislature

Municipality of Hormigueros
Hormigueros, Puerto Rico

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 (the
Municipality), as of and for the year ended June 30,2011, which collectively comprise the
Municipality's basic financial statements as listed in the table of contents. These financial
statemenls are the responsibility of the Municipality's management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in 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
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial stiatements. 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 opinions.

ln our opinion, the financial statements referred to above present fairly, in all material respects,
the respective flnancial position of the governmental activities, each ma.ior fund, and the
aggregate remaining fund information of the Municipality of Hormigueros, as of June 30,2011,
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.

ln accordance with Government Auditing Standards, we have also issued our report dated March
21,2012, on our consideration ofthe Municipality's intemal control over financial reporting and on
our tests of its compliance with certain provision of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.



Accounting principles generally accepted in the United States ol America require that the
Management's Discussion and Analysis and Budgetary Comparison Schedule - General Fund on
pages 3 through 14 and 52 through 54 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted ol inquiries ol management about the methods ol
preparing the intormation and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit ol the basic financial statements. We do not express an opinion or provide any
assurance on the inlormation because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the linancial statements thal
collectively comprise the Municipalitys financial statements as a whole. The accompanying
Schedule of Expenditures of Federal Awards on page 58 is presenled for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is not a required part ol the financial
statements.. The Schedule ot Expenditures of Federal Awards is the responsibility of
management and was derived from and relate directly to the underlying accounting and other
records used to prepare the financial statemenls. The Financial Data Schedule supplementary
inlormation on pages 55 and 57 is required by the Uniform Reporting Standards ol the
Department ol Housing and Urban Development. The Schedule of Expenditures ol Federal
Awards and the Financial Data Schedule supplementary information have been sub.iected to the
auditing procedures applied in the audit of the basic linancial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the linancial
statements themselves, and other additional procedures in accordance with auditing slandards
generally accepted in the United States of America. ln our opinion, the supplementary inlormation
is fairly stated in all material respects in relation to the financial statements as a whole.

-@-/g*--:.-)-:- *\*.-*^^* .-o
San Juan, Puerto Rico
March 21 ,2012

Stamp 2632886 was affixed
to the original
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COMMOIYWEALTH OF PTIERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 20ll

The discussion and analysis of the Municipality of Hormigueros' financial performance will provide an
overall review of the Municipality's financial activities for the fiscal year ended June 30. 201 l. The intenl
of this discussion and analysis is to look at the Municipality's financial performance as a whole; this
section should be read in conjunction with the basic financial statements to obtain a better understanding of
the hnancial position and the results of operations of the Municipality. We encourage readers to consider
the information presented here in conjunction with the Municipality's financial statements, which follow
this analysis.

FINANCIAL HIGHLIGHTS

Highlights for Government-wide Financial Statemenls

Information reported in the governmenlwide statements is based on the economic resources measurement
fucus and the accrual basis of accounting:

) The assets of the Municipality, on a government-wide basis. exceeded its liabilities at the close of
fiscal year 20ll by $35.202.747 (net assets). This represents an increase of57c with respect to
fiscal year 2010.

! Revenues increased by 87o and expenses decreased by 0.1 | 7c in comparison with the previous year.

! Change in net assets increased 2647c compared to change in net assets of fiscal year 2010.

Highlights for Fund Financial Stutements

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

) During the year 20ll the Municipality implemented GASB Statement No. 54 Fund Balance
Reporting and Governmental Fund Type Definitions ("GASB No.54"). Certain information fiom
the year 2010 has been restated.

> A net change of($597,143) in the fund balances of the Municipality's governmental funds resulted
in a reported combined ending fund balances of 55.011.038 in fiscal year 2011. Approximately
237c of the total combined fund balances is unrestricted (assigned or unassigned.l.

> For the fiscal year 20 | I . the General Fund reported an excess of revenues and other financing
sources over expenditures and other financing uses of $570,824. The unassigned fund balance
amounts to $417.501 or 47c of total General Fund Expenditures.

General Financid Highlights

> The investment in capital assets as ofJune 30, 201 I was $46,512.631 (net of depreciation).
) l-ong-term debt decreased to $ I 8.430.399 or approximately 6clc with respect to the prior year.
! On a budgetary basis. actual expenditures exceeded actual revenues by $l 14.793.



COMMOI\TWEALTH OF PI]ERTO RICO
MI,]IVCIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 201 I

OYERYIEW OF TIru FINANCIAL STATEMENIS

The Municipality's financial report comprises four components:

> Management's discussion and analysis (presented here)
> basic financial statements
! required supplementary information
> supplementaryinformation

The Municipality's basic financial statements consist of two kinds of statements, each with a different view
of the Municipality's finances. The government-wide financial statements provide both long-term and
short-term information about the Municipality's overall financial status. The fund financial statements
focus on major aspecs of the Municipality's operations, reporting those operations in more detail than the
govemment-wide statements :

D Governmenl-Wide Sl4lemen s

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

C or c m n o t-t i4 c ]imcial Satcn rn ts

-\i,aes to tlE frra!)t'tal StateDErts



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 20ll

The government-wide statements report 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 properiy taxes, other local taxes and intergovernmental revenues.
Included in the governmental activities are the govemmental funds.

F und F inancial Suaments

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

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

Requbed supplem entary inJormatio n

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

Supp le me ntary ir.jotmation

The required supplementary information is followed by a hnancial data schedule containing
financial information of the Section 8 Housing Choice Voucher Program administered by the
Municipality.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGT]EROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 201I

FINANCIAL ANALYSIS OF TID MUNICIPALITY AS A WHOLE

Net Assets

The following table presents a summary of the Statement of Net Assets as of June 30, 201 I and 2010:

TABLE 1

Net assets (assets over liabilities) may serve over time as a useful indicator of a government's financial
position. At the close of the fiscal year, the assets of the Municipality exceeded its liabilities by
$35,202,747, representing an increase of 57c with respect to fiscal year 2010. The largest portion of the

Municipality's net assets reflects its investment in capital assets (e.g., land, buildings, equipment, and
infiastructure) less accumulated depreciation and less any related outstanding debt used to acquhe those
assets. The Municipality uses these assets to

provide services to its citizens and,
consequently, these assets are not
available for future spending. The
resources needed to repay the debt related
to these capital assets must be provided
from other sources because capital assets

are not generally liquidated for the
purpose of retiring debt. Restricted net
assets represent resources that are subject
to external restrictions on how they may
be used. Unrestricted net assets are the
pa of the net assets that can be used to
finance day-to-day operations without
consfiains established by debt covenants,
enabling legislation or other legal
requirements.
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Assets
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Invested in capital assets, net of related debt
Restncted
Unrestricted

Total net ass€ts

1 1, 0,785

35,202;74',7



COMMONWEALTH OF PTIERTO RICO
MUMCIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 201I

As of June 30 20t l, the Municipality presented an unrestricted net assets dehcit. This deficit primarily
arises from long-term obligations such as compensated absences and debts to CRIM for which the
Municipality did not provide funding in previous budgets. Historically, such obligations have been

budgeted on a "pay as you go" basis without providing funding for their future liquidation. In addition,
operational loans and certain general obligation bonds do not have a related capital asset to be reponed as

invested in capital assets. net of related debt. Therefore, they are reporied as part of the un.restricted net
assets section.

Changes in net assets

The following tatrle summarizes the changes in net assets for the fiscal years ended 20t t and 2010:

TARI,E 2

Suamary of Clunges h Net As,€ts

Goveromental Activities
20tt 2010

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

General revenues:
Property taxes
Municipal license taxes
Sales and uses taxes
Grants and contributions not restricted to
specific programs
lnterest
Other

Total revenues

ExlxDs€s:
General govemment
Public works and sanitation
Public safety
Culture and recreation
Health
Housing. welfare and community developmenl
Education
lnterest on long term debt

Total expeoses

Change in net assets
Net assets-beginni[g of year

Net assets{nd of year

$ 2,686.880
1,360,438
1.607,230

4.953,461
1.491.837
1.875.803

2,819.648
1o2.57'1

212,956

t7,l10.830

6.553.540
3.3 r0.5 r8

856.420
1.211.2'19

380.079
2.2t t.9'1 I

38,,1t9
668.982

2.532.365
1.429.310
1.576.164

4,041.139
1.363.030
l.9 t5.l4l

2,595,6
I I I.103

6,5'19.699
3.521.556

'774.509

r.357.263
370,703

2.017,650
31.369

654.827

t02l5

r 5,291,208

| .819.622
33.383.125

$ 35,202,747

l5

500.526

125



COMMONWEALTH OF PTJERTO RICO
MT]MCIPALITY OF HORMIGT]EROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30. 201 I

FIGT]RE 1
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Approximately 29Ea of the Municipality's revenues came fiom property taxes, l1qc from operaiing and

capital grants, ard l67a from grants and contributions not restricted to specific programs. Revenues

increased 87c in comparison with fiscal year 2010. This net increase is mostly affected by a combination of
the following: (l ) an increase in propeny ax income of 2376 as a result of the amnesty, (2) a l37c decrease

in other income. (3) a 97c increase in both uffestricted grants and municipal taxes, (4) an 87c decrease in
interest revenue due to the decrease in interest from investments and interest from loans. (5) a 67c increase

in fees, fines and charges for services because of the increase in PREPA and the rent of former
Hormigueros Auto Parts building that was not in the previous years, and (6\ the 5Vc decrease in operating
grants.



COMMOI\IWEALTH OF PT]ERTO RICO
MUNICIPALITY OF HORMIGT'EROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 20ll

FIGURE 2
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The Municipality's expenses covff a range of services. The largest expenses are general govemment
representing approximately 434a, public works and sanitation wilh 227o, and housing, welfare and

community development witr l44o of total expenses. Program revenues of the Municipality covered 37<h

of total expenses.

Expenses decreased O-llVo in comparison with previous fiscal year. This includes a combination of
changes. There was an increase of 20Vo in education, an increase in housing, welfare and community of
[0%, an increase of ll%c it public safety, ard a 6Vo decrease in both Public Works and Culture and

Recreation.

As noted previously the increase in revenues, combined with a decrease in expenses, resulted in an increase

of net assets of 264% when compared with the net change in net assets reponed in fiscal year 2010. The
following table focuses on the cost of each of the Municipality's largest programs as well as each

program's net cost (total cost less fees generated by the programs and program-specific intergovemmental
aid):



COMMONWEALTH OF PT]ERTO RICO
MT]NICIPALITY OF HORMIGT]EROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 201I

TARI,E 3

Some of the cost of governmental activities was paid by those who directly benefited from the programs

($2,686.880) and other governments and organizations that subsidized cenain programs with grants and

contributions ($2,96?,668). The ($9,636,660) net cost of services was fully covered by other general

revenues including prope(y. municipal license. and sales and use taxes.

FINANCIAL ANALYSIS OF Tru MUNICIPALITY'S FUNDS

Governmental funds

The focus of the Municipality's governmental funds is to provide information on near-term inflows,
outflows and balances of resources available for spending. Such information is useful in assessing the

Municipality's financing requirements. In particular. unassigned fund balance may serve as a useful

measure of a Municipality's net resources available at the end of a fiscal year. During the year 201 | the

Municipality implemented GASB Statement No. 54 Fund Balance Reporting and Govntmental Fund Type

Definitions ("GASB No. 54"). This statement establishes accounting and reporting standards for all
govemments that report governmental funds. It also establishes criteria for classifying fund balances into

specially defined classifications and clarifies definitions for govemmental fund types. Previously classified
reserved and unreserved fund balances are now reported as nonspendable. restricted, committed, assigned

or unassigned. As a result of the implementation the Law No. 52 special fund was reclassified from the

general fund to other governmental funds.

For the hscal year ended June 30.2011, the govemmental funds reported ending fund balances of
$5,01 1,038, a net decrease of $597.143 in comparison with the prior year. This net decrease was caused by

the combination of various increases and decreases Primarily by a decrease of ($685'842) in the other
Governmental Funds. an increase in General Fund of $570.824 and a decrease of ($307,504) in the

3,000,000 Bond Issuance Fund due to the culmination of the fund. Of total fund balances, $1,149.681 (or
237c) constitutes unrestricted fund balance. which is comprised of funds assigned by the Mayor or the

Finance Director as well as unassigned funds. The remainder of the fund balance is restricted to indicate

that it is not available for new spending. The general fund is the operating fund of the Municipality. The

fund balance of the general fund represents 33% of total ending fund balance. Assigned portions of the

unrestricted fund balance are distributed as follows l) $13.517 assigned for general public works and

sanitation: 2) 51,024.997 assigned for capital projects: 3) $ 177.836 assigned for encumbrances and 4)$874
assigned for general government and other purposes.

Net Cost ol Municipalilf 's Gover'nmental Activitizs

Totrl Co6t of Services

20tt 2010 20rl 2010

General govemmmr 5 6,553,540 S 6.579,699 S (3,663,u29) S (3,831,736)

Public work and sanitation 3,310,518 3,521,556 (1.926,394) (2,@0,917)
Public safety 856,420 714,509 (812,450) (769,613)

Culture ard recreation 1.2'71,2'79 1,35'7,263 (1,252,694) (1,323,483)

Housing, welfare and commmity
developmmt 2.211.971 2,017,650 (873,813) (697,059)

Other 1,087,480 1,056,899 (1.087,4E0) (l
s I5,291,208 $ 15,307,576

t0



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 2011

The remainder of the unrestricted fund balance or $417,501 is unassigned fund balance, which represents
33qa of the total fund balance of the general fund and 490 of total general fund expenditures. For the year

ended June 30, 201 I, the fund balance of the general fund increased by $570,823. Of this change $849,5 l9
pertains to other special funds (with self- imposed restrictions) included as pan of the general fund
(resources to finance these special funds were provided in cunent and previous years).

General fund budgetory highlights

The general fund original budget for the fiscal period 201 I presented an increase of l27o with respect to the
prior year budgel due to an increase in the estimated amount of property tax revenues, intergovemmental
revenues and other revenues.

Amendments to the original budget are approved by the Municipal Irgislature. During the fiscal year 201 I
amendments to budget expenditures for a net amount of $817.071 were approved. Of this net amount

$75 1,000 represented a readjustment of curent year budget with prior year's budgetary surpluses, $47.000
were transferred from deposits and sureties payable, and $19,071 were transferred fiom the public schools

maintenance fund. Actual revenues exceeded the revised budgeted revenues by $636,554. The most

significant variances were $394,564 from property taxes. $242,687 from intergovernmental subsidies,
($96,624) from municipal license taxes, $93,403 fiom fees, fines and charges for services, and ($56,741)

ftom sales and use tax revenue. The Municipality reported a positive variance of $38,060 between revised

budgeted appropriations and actual expenditures primarily due to a positive variance of $17,386 in general

government expenditures, and $16,391 in Health Expenditures; ending with a total net negative variance of
($r 14,793).

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capilal assets

At the end of the fiscal year, the Municipality has invested $46,512,631 in a broad range of capital assets,

including buildings, parks, roads, bridges, land and equipment. This amount represents a net increase of 3Vc

oYer the prior yea!.
TABLE 4

Capild Assas
As

Governmental Activities
20tt

Non-depreciable assets:
tand
Construction in progress

Depreciable assets (net) :
I-and improYements
Buildings and buitdings improvements
Infiastlucture
Vehicles, machinery and equipment
Total

$ 8, 165.495
10,310,004

977.415
t8.7 35,621
5,"t 15,749
2,608,347

$ 46,512.631

20to

7,702,495
r0.367,690

657,720
t7 ,2'19,331
6,]L4,414

413
45.042.123

ll



COMMOI{VYEALTH OF PTJERTO RICO
MUMCIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 2011

Certain projects are still in construction in progress as of June 30,2011. The most significant of these

projects are the construction of "Lavadero Sanitary Sewer System", the remodeling of the Fine Arts School

buitding, Segundo Ruiz Belvis recreational park, Jose A. Rosas San Romualdo's Multiuse Center, "vista a

la Bahia" plaza, and the construction of a 400 meters race track with reponed costs of $4,830,887,

$ t,4 I 2,025, $883,2 I 3, $375,3 15, $348,347 and $ 1,639,492 respectively.

Figure 3

)hnt i cip oli 11' of Horui g t ero lt

(-'' o n ry o si ti o n of (-'' ilp i t a 1.4 s s et s

-4s of Jtnrc 30, )till
rlrnd

r Constmdion ln progress

ILand lrnprov €rn€nE

r Buildinss and buildras
llrpros ern€nls

r Infrastrucirrc

r Veh icles, machn€ry and
equipm<rt

12%

The Municipality's hscal year 2Oll-2O12 capital budget calls for a significant amount of new and

continuous projects including the continuance of the construction of I-avadero Sanitary Sewer system,

which is being financed though grants from USDA Rural Development, P.R. Water and Sewer Authority
and Commonwealth's stimulus plan funds. Other projects still in progress in this fiscal year 2012 wil!
include the rehabilitation of the Eureka sugar mill, the access road to San Romualdo community through

Santana trail, the improvements to the municipal landfill, and the improvements of various basketball

courts in different communities, among others.

The Municipality will continue its public policy of land acquisition for the development of necessary

projects and to promote the development of low cost housing, and commercial spaces. Also' the

improvement of municipal roads, sidewalks and gutters, and other infiastructure will be continued during

20tl-2012. All these projects will be financed though Commonwealth and Federal grants, Commonwealth
Legislature and Municipal funds. More detailed information about the Municipality's capital assets and

future projects is presented in Note H to the financial statements.
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COMMONWEALTH OF PT]ERTO RICO
MT]hIICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 201I

Long lem debt

At year-end, the Municipality has $ 15,249,000 in general and special bonds and notes outstanding, a

decrease of 67c with respect to fiscal year 2010. This decrease was due to payment of year principal

amounts of previously issued notes. No new debt was acquired for this year.

TABLE 5

The Municipality reported a decrease in other long-term debts of $ | ,217,761. This decrease was primarily
due to the amount payable to CRIM because of a propeny tax negative liquidation of CRIM in 2009 that
was due and paid this year. and the payment of the outstanding amount of the note payable to SIFC. More
detailed information about the Municipality's long-term liabilities is presented in Note J to the financial
statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality's officials considered certain factors when setting the fiscal year 2Oll-2O12 budget. One

of these factors is the economy. Among economic areas considered are the populatioo groMh estimates,

personal income, housing statistics and unemployment rates. The Municipality's unemployment rate now

stands at l47o which compares with the Commonwealth rate of 15.276.

For fiscal year 2Oll-2O12 the Municipality applied a conserYative approach in development budget

estimates. Amount available for appropriations in the General Fund totals $10.558,515, a decrease of
approximately 0.3170 with respecr to prior fiscal year estimates. Budgeted expenditures are expected to fall
according to the decrease of budgeted revenues. If these estimates are realized. the Municipality's
budgetary general fund balance is expected to decrease modestly by the close of 2012 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.

O utstanding Long-lerm Debt

General and special obligation bonds and notes
Compensated absences
Payable to CRIM prior years doubtful accounts
Christmas bonus payable
Payable to CRIM - LIMS
Estimated landfill closing costs
Note payable to SIFC
Propeny Taxes - current year
Payable to PREPA
Total

$ 15,249,000
t,290.6$

4,186
166.521

16.998
1.249.607

89.858
363.620

$ t s/30399

2010

16.160,000
t,315.771

4,387
t7'1,402
49,534

t,212,306
94,7 I I

3l 1,847
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COMMONWEALTII OF PUERTO RICO
MIJMCIPALITY OF HORITIIGT'EROS

MANAGEMENT'S DISCTJSSION AND ANALY$S

Fiscal year ended June 30, 2011

CoNTACTtr{G TM MUMCPAI,ITY,S Ftr{ANCIAL MANAGEN,ffiNT

This frnancial repo( is designed to provide our citizens, taxpayers, ard qeditors wirh a general overview of
the Municipality's finances and to demonstrate the Municipality's accountability for the money it receives.

ff you have questions about this report or need additional information, contact tbe Municipality's Director
of Finance at P-O. Box 97, Hormiguercs, Puerto Rico 00660.

Y
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COMMONWEALTH OF PT]ERTO RICO
MUNICIPALITY OF HORMIGUEROS

STATEMENT OF NET ASSETS

JUNE 30,20ll

ASSETS

Cash and cash equivalents

Receivables, net:

Municipal license taxes

Sales and use taxes

Lease (note C)
Other

Due from (note D):
Commonwealti Government
Federal Govemment

Restricted assets:

Cash and cash equivalents

Cash with fiscal agents

Investment held with fiscal agent (note B)
Deferred bond issuance costs, net ofaccumulated

amortization of $78,672

Other assets (note F)
Capital assets (note H):

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

Deferred revenues:

Mmicipal license taxes

lntergovernmenul - Federal grants

Long term liabilities (note J):

Due within one year

Due in more than one year

Total liabilities

Governmental
Activities

s 2,495,254

127 ,476
tt2,2t8
188,724

9s,197

833,73 r

354,129

1,278,353

4,178,544
73,335

96,362
123,559

18,4'15,499

28,037,132
46,512,63t

_!_:!&2111_

$ 1,401,308

329,569

I,t82

1,029,496

74,812

t,607 ,163
16,823,236

21,266,766

NET ASSETS

Invested in capital assets, net ofrelated debt

Restricted for:
Capital projects

Debt service

Other purposes

Unrestricted (deficit)

Total tret assets

The accompanying notes are an integral part ofthis statement.

15

34,310,1 l9

643,961

2,608,496
106,794

(2,466,623)

J____::,292J47_
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COMMONWf,ALTH OF PUERTO RICO
MUMCIPALITY OF EORMIGLIEROS

RECONCILIATION OF TEE BALANCE SIIEET. GOT'ERNMf,,NTAL FLNDS TO THE
STATEMENT OF NET ASSETS

Total governmcntd futrd balsnces:

Amounts Eported for govemmental aclivities in the Statement ofNet Assets

are differefi because:

Capital assets us€d in governmental activities are not financial r€sources

an4 therefore, are not reponed in the funds:

Other assets used in govemmental activities ale not curcnt hnancial

financial r€sources and therefore arc not rcported in the fimds:

D€lM chargss - bond issuanca costs

Other assets - cash deposir

Other assets are Ilot avallablg ro pay current-p€riod expenditures and

thereforc are deferred ir the ltnds:
Receivables:

L€as€ agreement

Municipal licenses and sales ta,r

Municipal properties lent
HOPWA participants

Due from Commonwealth Govemment:

P.R. Inliasnucture Financing Authority
P.R Department ofTEasury - Chistmas bonus reimbursement

Commonwealth lrgislature Resolutions

P.R- Department of EducaJion

P.R Electric Power Authority (PREPA)

Due from Federal Govemment:

P.R Departme of Health - HOPWA
Federal T.ansit Administration

P.R Office ofthe Ombudsmar for the Elderly - Tirles Itr-D
OCAM - Public Order Code

OCAM - CDBG and CDBG - ARRA

Inter€st liabilities are rct due and payabte in the cur€nt period and,

therefore. are not repofled in funds

Long teIm liabilities, itrcluding bonds payable, ar€ not due and payabl€

in the current pedod a[4 lherefore, arc rct reported in the funds:

General obligation bonds and notes

Note payable 10 CRIM-LMS
Note payable to CRlM-financing of delinquent accounrs

Compemated absences

Christmas bonus payable

Prior year property tax
Estimated landfill closing costs

P.R Electric Power Aulhority (PREPA)

Nct acaets of govemmcntll activities:

The accompanying notes arc an integrat part ofthis statement.

l8

$ 96,362
121,900

5,0tr,038

46,512,631

218,262

r,247,969

(92,754)

(r7 ,694,399)

3____3s&J!L

188,724

132,904

43,810
960

1,386

139,277

23,358

t7,449
363,620

4,048

to,72a
2,425

23,476
295,764

(l4,513,000)
( 16,998)
(4,186)

( 1,290,609)
(16r.,521)
(89,858)

(1,249,607)
(363,620)
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COMMONWEAITE OF PT'EBAO RICO
MI]NICIPALITY OF EORMIGI]EROS

RICONCILIATION OF STATEMENT OF RE!'ENUES. ETPENDITURXS AND CH.A"\GFS IN rLRID
BALA-\CES (DEFTCID. CO\'ERNMENTAL FI'NDS TO TEE STATEMENT OF ACTIVIITES

FISCAL YEAR ENDED JUNE 30, 2OtT
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4.048
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lt17.9t1J
(190,,la6)

(5t,0?2)

a3a,0J3
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipalify of Hormigueros was founded in 1874. The Municipality is govemed by the executive and the

legislative branch elected for a four-year term during the general elections in Puerto fuco. 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 sewices to the community such as: general goYernment

administration, pubtic works, health, environmental control, education, public securit-v, welfare, housing, community

development and culture and recreation activities.

The financial statements ofthe Municipality have been prepared in accordance with accounting principles generally

accepted in the United States of America 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 Govemmental Accounting and Financial Reporting Standards, which, along with

subsequent GASB pronouncements (Statements and lnterpretations), constitutes GAAP for govemmental units-

l. Financial rcporling entiry

The financial reporting entity included in this report consists of the financial statements of the Municipality of
Hormigueros (primary govemment). To fairly present the financial position and the results of operations of the

financial reporting entiiy, management must determine whether its reporting entity consists ofonly the legal entity

known as the primary govemment or one or more organizations called component units. The inclusion of a

potential component unit in the primary govemment's reporting entity depends on whether the primary

govemment is financially accountable for the potential component unit or on whether the nature and significance

ofthe relationship with the primary govemment is such thal exclusion would cause the reporting entity's financial
statements to be misleading or incomplete. There are two methods of presentation ofthe component unit in the

financial statements: (a) blending the financial data ofthe component units' balances and transactions in a manner

similar to the presentation of the Municipality's balances and (b) disfiete presentation of the component unit's

financial data in colurnns sepamte from the Municipality's balances and transactions.

The basic criteria for deciding financial accountability are any one ofthe following:

a- Fiscal dependency ofthe potential component unit on the primary government, or
b. The primary govemment appoints a voting majority ofthe potential component unit's goveming body and,

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

2) A financial benefit/ burden exists between the primary govemment and the potential component unit.

2t



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HOR]VIIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30,2011

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 ifal/ ofthe following criteria are met:

a. The economic resources received or held by the separate organization are entirely or almost entirely for the

direct benefit ofthe primary government, its component units, or its constiruents.

b. The primary government, or its component units, is entitled to, or has the ability to otherwise access, a

majority ofthe 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 abilit-v to otherwise access, are significant to the primary
govemment.

Other organizations should be evaluated as potential component units if they are closely related to, or fmancially
integrated with, the primary government. Professional judgment is applied in determining whelher the relationship

between a primary govemment 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 oJ presentation, measurement focus and basis of accounting

The financial report of the Municipality consists of the Management's 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 rric& transactions are recorded within the various fmancial

statements. Basis ofaccounting refers to r,*el? hansactions are recorded regardless ofthe measurement focus.

Management Discllssion and Atralysis

This consists of a narrative introduction and analytical overview of the Municipality's financial activities. This

analysis is similar to the analysis the private sector provides in their annual reports.

Basic finatrcial statements

Basic financial statements include both govemment-wide and fund financial statements. Both levels of statements

categorize primary activities as govemmental type, which are primarily supponed by taxes and intergovemmental

revenues.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Govertrment-wide stat€ments

The govemment-wide statemenls 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 tansactions end events that affect the total economic resouces (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 govemment programs! are excluded liom the

government-wide statements. The effect of inter-fund activities is eliminated.

The Statement ofNet 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 Municipaliry. Both the gross and net cost of the function, which is otherwise being

supported by the general goyemment 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 O?es 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) gants; and capital

grants which are capital-specific grants. tntemally-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 leyied and municipal license taxes and

sales and use ta\es (derived tax revenues) when the underlying exchange has occurred. Revenues on both

operating and capital gants are recognized when all eligibitity 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 goyernment-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 incured). In subsequent periods, when the Municipality has a legal claim to the

resources, the liability for defened revenues is removed and the revenue is recognized.

private-sector standards of accounting and financial repofiing issued prior to December l, 1989 generally are

followed in the government-wide financial statements to the extent that those standards do not conflict with or

contradict guidance ofthe Govemmental 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 BASIC FINANCIAL STATEMENTS

June 30, 2011

NoTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Fund Statements

The financial transactions of the Municipality are recorded in individual funds, each of which is 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. Govemmental Funds are those through which most govemmental 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 columl 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 ofthe assets, liabilities, revenues or expenditures or based on the Municipality's official's criteria, if
the fund is particularly important to financial statement users (for Commonwealth Legislature Resolutions,

Lavadero Sanitary Sewer System and 53,000,000 Bond Issuance Funds).

The Municipality reports the following major govemmental funds:

General Fund: This is the operating fund of the Municipality and is used to account for and report all financial

resources not accounted for and reported in another fund.

communitv Developm€nt Block Grant Prosram Fund (CDBG): CDBG fund (including CDBG - ARIL{) is

used to account for and report revenue sources for the development of viable urban communities by providing

decent housing, a suitable living environment and expanding economic opportunities, principally for persons of
low and moderate income.

Commolwealth Legislatlre Resolutioos Fund: This fund is used to account for and report revenue sources

from grans provided by the Commonwealth's Legislature for specific purposes which include, among others,

acquisition, development and improvements of capital assets.

Debt Service Fund: This fund is used to account for and report financial resources that are restricted, committed,

or assigned to expenditure for principal and interest.

Layadero Sanitarv Sewer Svstem Fund: This fund is used to account for and report revenue soutces from a

grant provided by the USDA Rural Development for specific purposes, that is, the construction ofa sanitary sewer

system for the Lavadero's community.

$3.000.000 Bond Issuance Fund: This flmd is used to account for and report the proceeds from a special

obligation bond issuance for the acquisition of land and construction ofsports facilities.
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NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continred

The govemmental funds financial statements are accounted for using the current financial resources measurement

focus and the modified accrual basis of accounting. Under this method of accounting, revenues are recognized

when they are susceptible to accrual (i.e. both measurable and available). Reyenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay liabilities of the curent
period. For this purpose, the Municipaliry considers revenues to be available if they are collected within 60 days

after the end ofthe current fiscal period.

Revenues susceptible to accrual include property taxes, recognized as revenues in the year for which they are

levied, municipal license taxes and sales and use taxes, recognized when the underlying exchange has occurred

and time requirements are met, and interest. In applying the susceptible to accrual concept to intergovemmental
revenues, revenues are recognized when all eligibility requirements (including time requirements) imposed by the

provider have been met and revenue becomes available. There are, however, essentially two t,?es of these

revenues. In the first case, on expenditure-driven grants, monies must be expended on the specific project or
purpose (eligibility requirement), before any amounts are paid to the Municipality. Revenue is, therefore,

recognized as expenditures are incurred to the extent available. In the other cases, monies are virtually unrestricted

and are generally revocable only for failure to comply with prescribed compliance requirements. In these cases

revenues are recognized as the time ofreceipt or earlier if the susceptible to accrual criteria is met. Licenses and

permits, charges for services, rent, fines and miscellaneous revenues are generally recorded as revenues when

received or are recognized earlier ifthe susceptible to accrual criteria is met.

The Municipality reports in the governmental funds statements deferred revenues which arise when potential

revenue does not meet both measurable and available criteria for recognition in the crment period. In the

govemment-wide statements revenue is recognized as soon as it is eamed 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 subsequelt 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 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: (l) 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) and (2) vested compensated absences, claims and judgrtents

and special termination benefits which are recorded as expenditures only to the extent that they are expected to be

liquidated with expendable financial resources. ln the govemment-wide statements the expense and related

accrual liability for long-term portions ofdebt must be included.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Since the governmental funds statements are presented on a different measurement focus and basis of accounring

than the govemment-wide statements, a reconciliation is necessary to explain the adjustments needed to transform
the funds financial statements into the govemment-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.

Reouired Suoolementary lnformation:

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

3. Deposits and investments

Cash and cash equivalents consist 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 ofall funds except for certain Commonwealth's gants, 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 equiyalents related to Commonwealth and Federal grants (including Commonwealth Legislature
Resolutions) are restricted since thei use is limited by applicable agreements or required by law.

The laws and regulations of the Commonwealth of Pueno Rico authorize the Municipality to invest only in
obligations of the Commonwealth, obligations of the United States of America, certificates of deposits,

commercial paper, bankers' acceptances, or in pools ofobligations ofthe municipalities of Puerto fuco, which are

managed by the Governmental Development Bank for Puerto Rico ("GDB").

4. Reslficted assets

Restricted assets are liquid assets which have third-part-v limitations on their use. Cash and cash equivalents

related to Comrnonwealth and Federal grants (including Commonwealth Legislaore 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 and sales 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 the other govemmental

funds represent the undisbursed proceeds of certain bonds, loans or grants which are maintained in a cash

custodian account by the GDB or a federal government agency.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Contitrued

5. Receivtbles and duefrom governmental entilies

Receivables are stated net of estimated allowances for uncolleclible accounts, which are determined upon past
collection experience and current economic conditions. Amounts due Aom federal govemment represent amounts
owed to the Municipality for the reimbunement of expenditures incurred pursuant to federally funded programs.
Amounts reported in the debt service fund represent property and sales tax revenues of current fiscal year
collected by the CRIM (property tax) and the Puerto fuco Department of Treasury (sales tar) on the subsequent
fiscal year.

6. Inletfund rcceivables and payables

Activities among funds that are representative of lending,&orrowing arangements outstanding at the end of the
fiscal year are refened to as either "due ftonvto other funds" (i.e., the current portion of interfund loans) or
"advances tolAom other funds" (i.e., the non-current portion of interfund loans). All other outstanding balances
among funds are reported as "due fron/to other funds".

7. Invenlories

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The cost ofthose
purchases is recorded as expenditure when incurred in the appropriate fund but the year-end inventory is not
recorded in the Statement ofNet Assets, as management believes is not significant.

8. Capital assets

Capital assets reported in the governmental activities in the Statements of Net Assets include property, plant,

equipment and infrastructure, (e.g., roads, bridges, sidewalks, and similar items). The Municipality defines capital
assets (except for infrastructure assets) as assets that have an individual cost of $1,000 or more and have a useful
life ofone or more years. Infrastructure assets are capitalized based on a percentage ofthe estimated useful life.
The cost of normal maintenance and repairs that do not add to the value of the assets or materially extend assets

lives are not capitalized. Major outlays for capital assets and improvements are capitalized as projects are

constructed.

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 ofdonation.

All capital assets, other than land and construction in progress, are depreciated using the straight-line method over
the following useful lives:

DescriDtion

Land improvements
Buildings and building improvements
lnfrastructule
Vehicles, machinery and equipment

Years

?0
20-50
10-50
5-20
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June 30, 2011

NOTE A - SUMMARY OF SIGNIFTCANT ACCOUNTING POLICIES - Continued

In accordance with current accounting standards capital assets are reviewed for impairment. Impairment occurs
when there is a significant decline in asset seruice utility due to the occurrence of a prominent event or change in
circumstances affecting the asset. Current standards provide guidance for accounting and reporting lor impairment
and for insurance recoveries.

9. Long-tetm obligalions

Long-term debt and other long-term obligations, which are reported as liabilities in the govemmental acrivities
column in the Statement ofNet Assets, consist of general and special obligation bonds, liabilities for compensated
absences, claims andjudgments, and long-term liabilities to other govemmental entities.

10. Dekrrcd bond issuance costs

Bond issuance costs are reported as deferred charges and amortized as required by curent standards.

Govemmental fund tlpes recognize bond issuance costs as expenditures during the curent period. Those issuance

costs, whether or not withheld from the actual debt proceeds received, are reported as expenditures in the
appropriate fund.

ll. Compensated sbsences

The Municipality's employees accumulate vacation, sick leave and compensalory time based on continuous
service. Compensated absences are recorded as a liability if (l)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 2% days per month of vacation and l% 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 fiom employment the accumulated vacations are liquidated up to the marimum number of days.

Accumulated sick leave, which is accrued based on all vesting amounts for which payment is probable, is
liquidated to employees with l0 years or more service up to the maximum number ofdays.

The accrual of compensated absences includes estimated pa),rnents that are related to palroll. The entire
compensated absence liability is reported on the government-wide financial statements. For governmental funds
financial statements, the current portion ofunpaid compensated absences is the amount that is normally expected
to be paid using expendable available frnancial resources. The non-current portion ofthe liability is not reported.

Pursuant to Law No. t52 ofAugust 20, 1996 effective July l, 1997 the Municipality is required to pay any excess

ofyacations and sick leave accumulated over 90 days as of December 3l of each year. Payments should be made
on or before March 3 I ofthe following year.
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NOTE A - SUMMARY OF SIGMFICANT ACCOUNTING POLICIES - Continued

12. Fund balances ond Net Assels

During the year 20ll the Municipality implemented GASB Statement No. 54-Fund Balance Reporting and

Govemmental Fund T)?e Definitions ("GASB No.54"). This statement establishes accounting and reponing
standards for all goyemments that report govemmental funds. It also establishes criteria for classirying fund
balances into specifically dehned classifications and clarifies definitions for governmental fund types. These

classifications comprise a hierarchy based primarily on the extent to which the Municipality is bound to observe

constraints upon the use of the resowces reported. As a result of the implementation a special fund was

reclassified from the general fund to other governmental funds. The classifications are as follows:

Nonspendable: These are amounts that cannot be spent because are either (a) not in spendable
form or (b) legally or contractually required to be maintained intact.

Restricted: These are amounts constrained by external parties (creditors, grantors,

contributors, or laws and regulations of other governments), imposed by law
through constitutional provisions or by enabling legislation. Enabling legislation
authorizes the Municipality to assess, levy, charge or otlerwise mandate payment
or resources (from external resource providers) and includes a legally enforceable
requirement that those resources be used only for the specific pur?oses stipulated
in the legislation. Legally enforceability means that the Municipality can be

compelled by an external party such as citizens, public interest groups, or the
judiciary to use resources *eated by enabling legislation only for the purposes

specified by the legislation.

These are amounts that can be used only for the specific purposes imposed

through formal action (ordinance or resolution) by consent of both the Mayor and

the Municipat Legislature, the highest level of decision-making authority for the

Municipality. Those committed amounts cannot be used for any other purposes

unless the highest level ofdecision-making authority for the Municipality removes

or changes the specified use by taking the same type of action (ordinance or
resolution) it employed to commit those amounts. Formal action to commit fund
balances to an specific purpose should occur prior to the end ofthe fiscal year, but
the amount, if any, which will be subject to the constraint, may be determined in
the subsequent period.

These are amounts intended to be used by the Municipality for specific purposes

but do not meet the criteria to be classified as restricted or cornmitted. Intent can

be expressed by the Mayor or the Finance Director, the official to which the
Mayor has also delegated the authority to assign amounts. With the exception of
the general fund, this is the residual fund balance of the classification of all
govemmental funds with positive fund balances. Action taken to assign fund
balances may be made after year-end.

Commifted:

Assigned:
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Contitrued

Unassigned: This is the residual classification for the general fund and includes all spendable
amounts not restricted, committed or assigned - The general fund is the only fund
that reports a positive unassigned fund balance amount. For all other
govemmental funds the unassigned classifrcation is used only to report a deficit
balance resulting for the overspending for specific purposes for which amounts

had been restricted, committed or assigned.

The Municipality applies restricted resources first when expenditures are incurred for purposes for which either
restricted or unrestricted (committe4 assigned and unassigned) amounts are available. Similarly, within
unrestricted fund balances, committed amounts are reduced first followed by assigned and then unassigned

amounts when expenditures are incurred for purposes for which amounts in any of the unrestricted fund balance

classifications could be used.

In the govemment-wide statements net assets are segregated into three categories:

Invested in Consist of capital asset balances net of accumulated depreciation and outstanding
capital assets, balances of any bonds, notes and other borrowings that are attributable to the
net ofrelated acquisition, construction, or improvement of those assets. This category should
debt: not include cash that is restricted to capital asser acquisition or construction

(unspent bond proceeds) and any unamortized debt issue costs.

Restricted net Represent net assets (restricted i6sets net of related debt) that are subject to
assets: restrictions beyond the Municipality's control. These include restrictions that are

externally imposed (by creditors, grantors, contributors, or laws and regulations of
other goyemments) or restrictions imposed by the law though constitutional
provisions or enabling legislation.

Uffestricted net Represent net assets that do not meet the definition ofnet assets invested in capital
assets: assets, net ofrelated debt or restricted. Unrestricted assets are often designated to

indicate that management does not considff them to be available for general

operations. These O?es of constraints are intemal and management can remoYe or
modifl them.

13. Inletund trunsactions

The Municipality reports certain transactions as transfers, which are legally required transfers that are reported

when incurred as "Transfers-in" by the recipient fund and as "Transfers-out" by the disbursing fund.

14. Risk financing

The Puerto Rico Treasury Department (PRDT) acts as an agent, obtaining and determining the coverage for the

municipatities of Puerto Rico. The coverage for the Municipality of Hormigueros consists of professional, public
responsibility, property and theft, auto and fidelity bond coverage- lnsurance policies costs are allocated by PRDT

among all the municipalities of Puerto Rico.
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- 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Payment of the Municipality's insurance premiums is monthly deducted from advances of property ta\ and

amounts of muricipal equalization fund send to the Municipality by the Municipal Reyenue 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 ofthe past three years.

- 15. Use oj 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 reponing period. Actual results
v could differ fiom those estimates.

16. Future adoplion of accounting pronouncemenls

The GASB has issued the following statements, which the Municipaliry has not yet adopted:

June 30, 2013

June 30, 2012

The impact ofthese statements in the Municipality's basic financial statements has not yet been determined.

Statement

5'1 OPEB Measurements by Agent Employers and Agent
Multiple-Employer Plans

60 Accounting and Financial Reponing for Service
Concession Arrangements

6l The Financial Reporting Entity: Omnibus an

amendment ofGASB Statements No. 14 andNo. 34

62 Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB
and AICPA Pronouncements

63 Financial Reponing of Deferred Outflows of Resources,

Deferred lnflows ofResources. and Net Position

64 Derivative Instruments: Application of Hedge
Accounting Termination Provisions an amendment
ofGASB Statement No. 53

To be adopted in
fiscal year epded,

June 30,2012

June 30, 2013

June 30,2013

June 30,2013
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NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE B _ DEPOSITS AI'D INVESTMENT

'1. Deposits

Custodial credit risf is the risk that in the event ofa bank failure, the government's deposits may not be retumed
to it. The Municipality maintains cash deposits in commercial and governmental banks located in Puerto Rico.
Under Commonwealth of Puerto zuco statutes, public funds deposited in commercial banks must be fully
collateralized for the amount deposited in excess of federal depository insurance. All securities pledged as

collateral by the Municipality are held by the Secretary of Treasury ofPuerto Rico in the Municipality's name.

At year-end, the Municipality's bank balance of deposits in commercial banks amounting to 53,835,085 was

covered by federal depository insurance or by collateral held by the Secretary of Treasury of Puerto Rico in the

Municipality's name. Deposits in govemmental banls (all of which are uninsured and uncollateralized), are

exposed to custodial credit risk. At year-end the Mrmicipality's bank balance in govemmental banks amounts to

$4,1'76,455.

2. Investment

The investment held with fiscal agent consists of a non-participating investment contract (non-rated guaranteed

investment contract, "GIC"). Thh represents the investment ofthe undisbursed proceeds ofthe 53,000,000 special

obligation bond under custody of GDB, the Municipality's fiscal agent, pursuant to the bond purchase agreement.

The GIC, with an outstanding balance of573,335 as ofJune 30,201I earns interest at a variable rate (.10% rate,

accrued interest of53.26 as ofJune 30,201t) and matues on July 15,2011. GIC outstanding balance is valued at

cost.

NOTE C -RECETVABLES. LEASE

The Municipality is a lessor of a property, which consists of a building facility, classified as direct financing lease.

The lease term is for twenty years under a noncancelable lease agreement. The following lists the components ofthe
net investment in direct financing lease as ofJune 30:

Amount
Total minimum lease payments to be received

Less: Unearned income
Net investment in direcl financing lease

s 215,764
(27,040)

$ 188,724

At June 30, 20l l, minimum lease payments for each ofthe four succeeding fiscal years are as follows:

Year Amoullt
'16,152

76,152
5'7.tt4

2012
20t3
20t4

s 209,41E



COMMOITWEALTH OF PTJERTO RICO
MUMCIPALITY OF HOR]VIIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE D. DUE FROM CTO) GOVER}IMENTAL ENTITIES

Amounts due from governmental entities as ofJune 30, 201I follows:

Maior fund - General fund:
P.R. Electric Power Authority (PREPA)
P.R. Aqueducr ad Sewer Authority (PRASA)
P.R. Department of Treasury - Christmas bonus

reimbursement
P.R. Departrnent of Educatior
P.R- Department of Treasury - sales and us€ taxes-

Municipal Development fund
Others

Maior tund - CDBG fuad:
Office of Commissioner of Municipal Affai.s
CDBG ard CDBG-ARRA

Mrior fund - Commorwealth Legislature
Resolutions frrnd:

Commonwealth Legislative Resolurions
Miior fuIrd - Debt service fund:
Mrmicipal Revenue Collection Center (CRIM) -

Eoperty ta,xes

P.R Departsneot of Treasury - sales and use taxes-
Municipal Redemption Fund

Other qovertrmetrtd fupds:
P.R. lnfrastructurc Financing Authority (PRIFA)
P.R. Public Order Code
Solid Waste Aurhority-Landfill improvements
P.R Public Works Improvements 20 I I
Schools Maintenalce
Home Caregivers
P.R. Office of the Ombudsman for the Elderly -

Title III-D, E and NSIP
P.R. Public Housiry Authority
P.R Department oflabor - Law No. 52
P.R Department of Health - HOPWA
Others

Commonwealth
Government

$ 363,620
r9,938

139,2',1'.|

12,000

18,394
4,,73t

Federal
Govetnrnedt

316,581

23,358

rc,a29

39,9'76

r,38s
23,476
85,819
20,000
l1,489
23,391

-
30,048

9,45

t 1,913

4.M9
t2,t6t

--$-------$U4- 
-!----4,!22--

See note I for detail ofamounts due Aom Govemmental Entities recorded as deferred revenue.



COMMONWEALTH OF PUERTO RICO
MUMCIPALITY OF HORJVIIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 20ll

NOTE E. INTERFUI\D TRANSACTIONS

l. Dae ftorr/to other fands

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

Receivable Fund Payable Fund Amoutrt
General Fund I4cis-Uq

CDBG
Maior fund:

Debt Service
Other governmetrtal fu[ds:

$510,000 Bond Issuance
Public Housing
$840,000 Bond lssuance

$425,000 Bond Issuance

$235,000 Bond Issuance
HVP
FTA
HOPWA
Home Caregivers
Schools Maintmance
Public Order Code
L"w 52
Title III
Ordinance 34 Valle Hermoso
P.R. Public Works - Improvements 201 I
Others

Total:

$ 91,411

8,812

13,676
16,334

1,705
512

t2,827
6,648

53
4,561

23,391
15,630
23,476
32,461
4,678

19,751
15,395
5,668

$ 296,9E9

2. Transfen in (out)

Transfers among individual firnds were made for operational purposes. Transfers includes interest earned on
restricted cash with fiscal agent in the debt service firnd, operating and capital improvement loans in other
governmental funds which are fansferred to the general fimd, and principal and interest payments of general long-

term debt transferred from the general fund to the debt service fund.

NOTE F. OTHER ASSETS

Other assets include a cash deposit of $123,559 held in custody of a Commonwealth's court of law for the

acquisition of a parcet of tand under litigation.
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NOTES TO BASIC FINANCIAL STATEMENTS

June 30' 2011

NOTE G- FTJND BALATICE

l. Fand balance classiftcations

The govemmental flmd balance classifications and amounts at June 30, 201I are shown in the following table:

Como ty Co.rooanh bv.d.D Orrd
G.ndl D.vdopr.Dt kgnbdv. lr.bl Sr.irrry GddodLl
Ftrd BLchcn R6oluliod S.skr Sa.r Svnd Fonr& To.l

b&sL

Asisn *

!s!!!b!4

r6.28i 463,296

, t 1346
,99

- 6L276

2.5,442 l.20l.167

1, 5,166

62,216

r,965,166

1,706, t33

16,281 463,2!X r,965.166 25.M2 l,l9r,t70

I 10,293 r 10,298

t,2)1,224

417_501 {289.802) (149,651) (45.591) (61,541)

t r,63d7x s t27l5r9) s 453,195 S rJ65.r66 t 024209) S 1345579 _j___:4!q

66,885

619

ri.55r

871

r,o74.998

66,385

619

t3,55t

8?3

1,024,998

Futrd b{hrce -
utrrssigoed

2. Fund balance defrcits

Certain special flmds included in the f,.rnd statements disclosed fund balance deficits as follows:

futrds
Maior Futrds:

CDBG

Lavadero Sanftary Sewer System

Other Goverppetrtrl Funds:
School Mainterarce
Public Order Code
HOPWA
Others

$ 249S02

s 149,651

$ 15,490
15,582
5,509
9,010

s 4559r
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NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE G- FUND BALANCE - Continued

The deficits result from the accrual of expenditures without accruing intergovernmental revenues for
reimbusement ofexpenditues. As required by current standards, the Municipality recorded intergovemmental
revenues for reimbursement (expenditure-driven) grants on funds statements when all applicable eligibility
requirements have been met and the resources are available.

NOTEH-CAPITALASSETS

Capital assets and depreciation activity as ofand for the year ended June 30,201I is as follows:

Govemmental activities:

Capital assets, not being depreciared:
Land$7.702.$55463.000
Construction in progess 10,367,690 2-435,E36

Total capital assets not being deprecialed: 18,070,185 2,898,836

Capital assets, being depreciared:
Land improvements
Buildings and building improvements
Infiastructure
Vehicles, machinery and equipmmt

Total capital assets being depreciated

Less accumulated depreciation for:
Land improvements
Buildings and building improvements
Inftastructure
vehicles, machinery and equipmmt

Total accumulated depreciadon

Total capital assets being depreciated, net

Govemmental activities capital assets, net

Balance
Juiy 1,2010 Itrcrexses

r,046,506 360200
25,125:88 2,107,060
r r.604.061 r 82.941
8.253,180 2t5224

46,029,035 2,865425

388,786 40,504
7,8,15,956 650,771
5,489,587 581,666
5.332.768 519,603

19,057,097 t,792.544

26,971.938 1.072,E81

S ,1s,042,r8 $ 3971,7t7

Brlance
Decreases June 30,2011

$ - $ E,165,495
2.193,522 10.310,004

2.493.522 t8.475.499

r,406.706
27,232,348
11,787,002
8.180.709

48.806.765

- 429.290
- 8,496.727
- 6,07t254

80,008 5,772,363

80,008 20,769,634

7,687 28.037,132

s 250120t, s 46512,6r

n.iss

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

87,69s

,)1,) 
'AO

724,332
146,861
518,112

t2,351
138,266
20,332

$ 1,792,541

GoYemmental activities:

Ceneral govemment
Public works and sanitation
Public safety
Culture and recreation
Health
Welfare and community development
Education

Total depreciation expense, govemmental activities
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HOR]VIIGUEROS

NOTES TO BASTC FINANCIAL STATEMENTS

June 30, 2011

NOTE I . DEFERRED REVEIruES - GOVERNMENTAL FUNDS

Deferred revenues - Intergovemmental Commonwealth Govemment represent revenues not available as required by
current standards and for Federal Grants represent resources received before allowable expenditures are incurred or
resources not available as required by current standards. A detail ofthese balances follows:

Commotrwetlth
Government

Federal
Grants

Maior fund - General fund:
P.R. Electric Power Aurhority (PREPA) $
P.R. Department of Treasury - Christmas bonus

reimbursgment
P.R. Department of Education
P.R. Municipal Sales Tax

Maior fund - CDBG fund:
Oftice of Commissioner of Municipal Affairs -

CDBG and CDBG-ARRA
Maior fund - Commoorealti f,esislature

Resolutions fund:
Commonwealth Legislative Resolutions

Other sovernmcntal funds:
P.R. tnfrastructure Financing Authority

(PzuFA)
P.R. Department ofEducation - CRE
P.R. Public Order Code
P.R. Department of Housing (PRPHA) - PIH
P.R. Departnent of Health - HOPWA
P.R. Child Care SENDEC
P.R. Deparhnent ofFamily ARRA - HPRP
P.R. Depaftment of Family - Title III-D and E
Federal Transit Administrdtioo
P.R. Department of Education - Food Program

295,764

1,069
5,426

32,106
30,245
1L)<

10,728
10,013

-g___-______sT,at J_________3E7_llL

363,620 $

139277
6,000
5,815

23,358

1,386
I1,489

":-'u
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COMMONWEALTH OF PUERTO RICO
MUNTCIPALITY OF HORMIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE J_ LONG-TERM DEBT

l. Summary of long- tem debt aclivi$

The following summarizes activity in long-term debt for the fiscal year ended June 30, 201 l:

Balaoce at Balance et Due within
July l, 2010 Increases Decreases June 30, 20ll one year

General, Special
Obligations Bonds
and Notes $ 16.160.000 $ - $ 911,000 $ 15.249,000 $ 978-000

Note payable to CRIM-
LIMS 49.5i4 - 32,536 16,998 16.998

Note payable to CRIM-
financing of
delinquent accounts 4-387 - 201 4,186 199

Note payable to SIFC 94.711 - 94.711 -
Compensated absmces 1.315,771 t57.109 182-2'71 1,290,609 191.493

Chnstrnas Bonus 117.402 166,521 177 -402 166,521 166.521

Estimated Landfill
Closing Costs 1.212.306 37.301 - 1,249,607

Payable to CRIM-
properry tax adv:rnces 311,847 89,858 3t1.847 89,858

Payable to PREPA 322,202 28'7-584 363.620 253.952

l--.!248J!9- -j-ll2l2t l-----!22!!2 -I--4419J22- --[---1'60],1!3

2. General and special obligstion bonds and notes

The Municipality's outstanding general and special obligation bonds and notes at June 30,2011 amount to

515,249,000. AII of these bonds are serviced by the Governmental Development Bank of Puerto fuco (GDB)
maturing at various dates. As required by law, the Commonwealth Govemment is obligated to collect property

ta\es for payment of principal and interest on bonds and notes. ln addition, .2Vo of the.5%o municipal sales and

use lax collected by the P.R. Department of Treasury is deposited in a "Municipal Redemption Fund" to finance

loans to Municipalities subject to restrictions imposed by law- Debt service funds have been established for the
bonds and notes at GDB with the proceeds of those property and sales and use taxes, whereby sufficient funds

must be set aside in order to coyer the projected debt service requirements, before any new bonds are issued.

Principal and interest payments of 5690,000 Revenue bonds are made through an "Interest Bearing Accounf'
(lBA) maintained by GDB, which is frnanced with proceeds from lessee's rental pa)T nents.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE J - LONG-TERM DEBT - Continued

Principal and interest pa),rnents of certnin long-term debt issued for operational purposes (special obligation note

of 5748,000 and special obligation bonds of $3,000,000 and $203,000) are made though withholdings from the

advances of property tax and amounts of municipal equalization fund sent to the Municipality by the Municipal
Revenue Collection Center (CRIM). Principal and interest pa).rnents of special obligation notes of 5305,000,

$139,000, $1,027,000 and $385,000 are made through the "Municipal Redemption Fund". A detail ofthe general

and special obligation bonds and notes as ofJune 30,201I follows:

Outstanding
Amount

1994 public improvement bonds of $125,000 due in annual installments of
53,000 to 510,000 tkough January 1,2019; bearing interest at 50 $ 61,000

1992 public improvement bonds of $168,000 due in annual installments of
$2,000 to $17,000 through January 1,2017; bearing interest at 57o

199? general obligation bonds of $175,000 due in annual installrnents of
$5,000 to $15,000 tkough July 1, 2021; bearing interest at rates ranging
from 4.865% to 6.56% (5.94% at June 30, 201 1)

1996 general obligation bonds of $390,000 due in annual installments of
$5,000 to $40,000 through July l, 2020; bearing interest at mtes ranging
from 4.'70Yo to 6.63yo (6.23 yo at JUne 30,201l)

1999 general obligation bonds of 5410,000 due in amual installments of
$5,000 to $35,000 through luly 1,2024; bearing interest at rates ranging
from 2.70yo to 7.81% (4.40% at June 30, 201l)

2001 general obligation bonds of 5425,000 due in annual installments of
$5,000 to M0,000 through July l, 2025; bearing interest at mtes ranging
from 2.'7 0%o to 6 .l3o/o (4 .40Vo at June 30 , 201 l)

1999 general obligation bonds of $736,000 due in annual installrnents of
S19,000 to 552,000 through January 1,2024; bearing interest at 4.'7 5yo

1998 general obligation bonds of 5983,000 due in annual installments of
$23,000 to 565,000 through January 1,2024; bearing interest at 4.5olo

2OO2 general obligation bonds of $1,000,000 due in annual installments of
521,000 to S65,000 through January l, 2030; bearing interest at 4.50olo

78,000

105.000

250,000

310,000

345,000

s20,000

657,000

850,000
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NOTES TO BASIC FINAI\CIAL STATEMENTS

June 30, 2011

NOTE J - LONG-TERM DEBT - Continued

2000 generat obligation bonds of $1,040,000 due in armual installmens of
$27,000 to $76,000 through January I , 2025 ; bearing interest at 5 .l2o/o

1997 general obligation bonds of $1,538,000 due in annual installments of
S41,000 to $109,000 through January I,2022;bearng ntercst at 4.7 syo

1992 revenue bonds of $690,000 due h annual installnents of S5,000 to

$25,000 through July l, 2013; bearing interest at 9%

2004 general obligation bonds of $530,000 due in annual installments of
s15,000 to $40,000 through Jnly l,2024; bearing interest at rates ranging
from 3.28%o to 5.UV/o (4.620/o at lune 30,2011)

20M general obligation bonds of $1,355,000 due in annual installrnents of
$35,000 to S85,000 through July l, 2029; bearing interest at rates ranging
from 3.50% to 5.00y, (4.62y. at ltorrc 30,2011)

2005 special obligation notes of S748,000 due in armual installments of
$92,000 to $124,000 through July l, 2012; bearing interest at rates ranging
from 1.53% to 6.60Vo (l.54Vo at lme 30,2011)

2006 general obligation bonds of $920,000 due in annual installments of
$20,000 to $70,000 through July l, 2030; bearing interest at rates ranging
from 4.1'1Yo to 5.3lyo (4.62yo at lume 30,2011)

2007 general obligation bonds of $840,000 due in annual installments of
$10,000 to $75,000 through July 1, 2031; bearing interest at rates ranging
from 1.53o/oto 7.50o/o ( 1.54% at June 30, 201l)

2007 general obligation notes of 5525,000 due in annual instal]rnents of
$60,000 to S90,000 through July 1,2014; bearing interest at rates ranging
from 1.539lo to 7.50% (1.54% at June 30, 201l)

2008 general obligation notes of M00,000 due in annual installments of
$45,000 to $70,000 through Jttly l, 2014; bearing interest at rates ratrging
from I .53o/o to 7 .25o/o (l.54yo at June 30,20ll)

Outstanding
Amollnt

784,000

962,000

120,000

420,000

I,130,000

242,N0

820,000

785,000

330,000

250,000
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO BASIC FINA-I{CIAL STATEMENTS

June 30, 2011

NOTE J- LONG-TERM DEBT - Continued

Outstanding
Amount

2008 general obligation bonds of $569,000 due in annual installments of
$40,000 to $77,000 through July l, 2017; bearing interest at rates ranging
from 1.53% to 7.50% (1.54% at June 30,201l) 440,000

2008 special obligation notes of $305,000 due in annual instalknents of
M5,000 to S60,000 through July l, 2014; bearing interest at rutes ranging
from 1.53% to 7.50o/o (1.54o/o at hne 30,2011) 215,000

2008 special obligation notes of$139,000 due in annual installments ofS2,000
to $11,000 through July 1,2032; bearing interest at rates ranging from
1.53o/o to 7.50% (1.54% at June 30, 201 l) 135,000

2008 special obligation notes of 51,027,000 due in annual installments of
$16,000 to 587,000 through July l, 2032; bearing interest at rates ranging
from 1.54o/o to 7.25% (1.54% ar June 30,2011) 994,000

2007 special obligation bond of 53,000,000 due in arurual installments of
$60,000 to $205,000 through July 1, 2032; bearing interest at 5.8370 2,805,000

2007 special obligation bond of 5203,000 due in annual installnents of
S14,000 to $27,000 through July l, 2017; bearing interest at rates ranging
from 1.53% to 7.50% (1.54% at June 30, 201l) 156,000

2008 special obligation notes of$385,000 due in annual installrnents of55,000
to 530,000 through July l, 2033; bearing interest at rates ranging from
1.53% to 7 .50% (154% at June 30, 201 l) 375,000

2010 general obligation bonds of $510,000 due in annual installnents of
$35,000 to $65,000 through July 1,2019;bearing interest at 6.509/0 475,000

2Ol0 general obligation bonds of $285,000 due in annual installments of
55,000 to 525,000 though July 1,2034; bearing interest at 6.50%0 280,000

2010 general obligation notes of $160,000 due in annual instalknents of
515,000 to S30,000 through July l, 2016; bearing interest at mtes ranging
from 6.00/0 to'1.50o/o (6.00% at June 30, 201 l) 145,000

20lO municipal obligation notes of $235,000 due in annual installments of
$25,000 to $40,000 through July 1,2016; bearing interest at rates ranging
from 6.00/o to 6.50vo (6.00% at Jme 30, 201 I ) 210,000

!____152!e,999_
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COMMONWEALTH OF PUERTO RICO
MUMCIPALITY OF HORMIGT'EROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 20ll

NOTE J - LONG-TERM DEBT - Continued

The annual requirements to amortize general and special obligation bonds and notes as ofJune 30, 2010 follows:

Juoe 30, Principal

$ 983,000
1,043,000

948,000
970,000
807,000

3,9,t6,000
3,198,000
2,516,000

838,000

$ 15249,000

Itrt€rest

Outstanding
Amount

Note payable to CRIM (LIMS) - On November 28, 2001 the
Municipality entered into a financing agreement with the CRIM
in the amount of $26 I ,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%0

and is due on November 28,2011. The amount will be repaid
with unrestricted funds through withholdings Aom tle advances
of property tax and amounts of the municipal equalization firnd
sent to the Municipality by the Municipal Revenue Collection
Center. Debt service requirements in future years are as follows: s 16998

2012
2013
2014
2015
2016

2016-2021
2022-2026
2027-2031
2032-2036

Totals

3. Aher long-term liabililies

June 30,
2012
Totals

$ 763,431
774,332
?14,112
656,402
610,606

3,O44,197
1,387,241

586238
34,581

__q_____qf4&0

Principal
16,998

_q_______1!e2!_

Interest

$ 50s
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June 30, 20ll

NoTE J - LONG-TERM DEBT - Continued

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 S158,431 to finance
delinquent property tax accounts sold to private investors, under
the provisions of Law No. 146 of October lt, 2001. The
agreement is in the form of a non-revolving line of credit bearing
interest of 6.502 for the first five years and variable for the next
twenty-five years at 125 points over the London Interbank
Offered Rate (LIBOR) and is due on December 1,2032. As
described in Law No. 146, interest pa)ments for the first five
years were financed through .48% of the net increase of subsidy
provided by the Commonwealth of Puerto Rico's general fund.
Also, during the first five years any collection from those
delinquent accounts was credited to the loan principal. After the
five-year period the loan outstanding balance would be
restructured for a rwenty-five year period. The amount would
then be repaid with unrestricted fimds through withholdings
from the advances of property tax and amounts of the municipal
equalization fund sent to the Municipality by the Municipal
Revenue Collection Center. Debt service requirements in future
years are as follows:

June 30, Principal Interest

2012
2013
2014
2015
20t6

2017 -?021
2022-2026
2027-2031
2032-2035

Totals

257
245
232
220
208
852
543
233

9

199 $
199
199

199
r99
998
997
997
199

4,186

1290,6W

16652r

_$ _lJ!6 _l_______2lee

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. The amount is paid
with unrestricted fimds.

Christmas Bonus - represents the accrued portion corresponding to
fiscal year 201I of the Christmas bonus to be paid in December
201I with rmrestricted funds.
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NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2011

NOTE J - LONG-TERM DEBT - Continued

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 K)

Payable to CRIM, property tax advances - represent the amount
reported by CRIM as a result of the settlement of excess of
advances over actual collections of property taxes applicable to
fiscal year 201 l. The amount will be repaid with unrestricted
funds through withholdings from the advances of property lax
and amounts of the municipal equalization fund sent to the
Municipality by the Municipal Revenue Collection Center. (See

related note L)

Payable to PR-EPA - As required by Act No. 83 of May 2, l94l
the Puerto Rico Electric Power Authority ("PREPA") should
annually pay to the Municipalities of Puerto Rico a contibution
in lieu of tax ("CELI") based on certain requirements as

specified by the mentioned Act. The amount ol CELI obligation
is used by the Municipalities to finance the anaual electric utility
expense payment to PREPA. For fiscal year 2009-2010 the
Municipality's annual energy charges amounted to $1,126,830
but the CELI obligation amounted lo s797,82'7. The excess

amount of $329,003 was recorded as a payable and a receivable
for the same amount and would be amortized oyer a three-year
period. As ofJune 30, 201I the outstanding amount ofS363,620
includes a balance of $144,285 from fiscal year 2009 and is

recognized by the Municipality as a receivable and a liability to
PREPA. Debt service requirements in future years are as

follows:

June 30 Principal

1249,601

89,8s8

363,620

2012
2013

Totals

,s1q5?
109.668

$ 363,620
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COMMONWEALTH OF PUERTO RJCO
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NOTES TO BASIC FINANCIAL STATEMENTS

June 30,2011

NOTE K . LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS

The Municipal operates a landfill since 1977. Commonwealth and Federal laws and regulations require the

Mrmicipality 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 opelating expenses related to

curent activities ofthe landfill, an expense provision and related liability should be recognized based on the future
closure and post closure care costs that will be incured 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 Iaws 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 $1,249,607 as of June 30, 20 t l, which is based on 54%o usage ofthe landfill. It is estimated that an

additional 5913,892 will be recognized as closure and post-closure care expenditures between the date ofthe 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,

2oll. 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.

NOTEL-PROPERTYTAXES

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 retum, which must be filed with the CRIM by May t5 of
each year and is based on the current value at the date ofthe assessment. Real properry is assessed by the CRIM.
The tax is generally assessed on January I on all taxable property located within the Municipality and is based on

tlte 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 properry may be paid on two equal installrnents, July l" and January 1". Total ta,\ rates in
force as of June 30, 20 I I are 7 .03o/o for personal property and 9.03yo for real property. The distribution of these

rates follows:

Description
Basic property tax rute, which is appropriated for general

purposes and accounted for in the Municipality's general

tund
Percent that belongs to the Commonwealth's debt service

fund
Percent that belongs to the Municipality's debt service fund

Total tax rate
Discount ganted by law to the taxpayers but reimbursed to

the Municipality by the P.R. Treasury Department
Total percent to be paid by taxpaye$

Personal
Prop€rty

4.OOYI

1.03v.

2.00Yo

Real
Property

6.00%

t.o3vo

2.OOo/"

7.03o/.

(.2o%)
6.83o/o

9.O3Yo

(.20o/")

8.8:l%
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June 30, 20ll

NOTE L - PROPERTY TAXES - Continu€d

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 ofthe 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 ta\es up to an assessment value of $50,000 to retailers with amual net sales of
less than $150,000.

The CRIM advances funds to the Municipality based on an estimate of special govemmental 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 firnd from the Commonwealth govemment. 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. A net payable of$89,858 resulting
from the settlement for fiscal year 2010-l I is recorded as other long-term debt in the govemment-wide financial
statements since it will not be paid with current available financial resources.

On July 2, 2010 the Commonwealth's Legislature approved Act No. 71 which established an incentive plan
(amnesty) for the palrnent of property tax debts. The Act, applicable to ta\ years 2008-2009 and before, provided
participants a 10070 interest and penalties waived. Funds would be collected by the CRIM and remitted to the

Municipalities. Dudng the year 2010-2011 amnesty collections of $749,196 and $47,528 were recorded in the
general fund and debt service fund, respectively.

NOTE M - MUNICIPAL LICENSE TAXES

Municipal License taxes are assessed annually by the Municipality to all organizations or entities doing business in
the Municipality's location except for entities totally or partially exempt pursuant to certain Commonwealth's
statutes. This ta\ is based generally on volume of bushess 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, 20 [ I the tax rates were as follows:

. Financial business - 1.5070 ofgross revenues
r Other organizations - .509/0 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 of5% is allowed when full payment is made on or before April 15.

Municipal license taxes collected prior to June 30 but pertaining to the next fiscal year in the amount of S1,029,497
is recorded as deferred revenues.
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June 30, 2011

NOTE N - SALES AND USE TAXES

On July 4, 2006 the Commonwealth Legislature approved Act No. I l7 ("Act I17") which amends the Puerto Rico
lntemal Revenue Code of l994 to provide, among other things, for a sales and use tax of 5.59'0 to be imposed by the

Commonwealth Govemment. Act I 17 also authorizes each municipal government to impose a municipal sales and

use tax of 1.5%. This municipal sales and use tax has in general the same tax base and limitations (except for
unprocessed foods) as those provided by the Commonwealth's sales and use tax.

Section 6189 ofthe Puerto Rico Internal Revenue Code of 1994, as amended, authorizes the Municipalities in Puerto

zuco to impose a sales and use tax to consumers. This ta,\ must be imposed in conformity with the base, exemptions

and limitations contahed in Subtitle BB of the Code. The municipal sales and use tax is specifically imposed over
all sales transactions of taxable items and combined transactions (as defined by the municipal intemal regulation)
taking place within municipal limits. The municipal sales and use tax is also specifically imposed over the purchase

price for the use, storage or consumption of ta,rable transactions (as deirned by the municipal intemal regulation)
taking place within municipal limits. The Municipal Legislatue approved the imposition of the municipal sales and

use tax on November 1, 2006 with Ordinance No. 22 Series 2006-2007, effective on November 15, 2006.

On July 29,2007 the Commonwealth Legislature approved Act No. 80 ("Act 80") which amends Act No. ll7 of
July 4, 2006 to impose all the Municipalities of Puerto fuco a uniform municipal sales and use ta.x of 1.5%o.

Effective August 1,2007,l% of the 1.5% is collected by the Municipalities and the remaining .5% of the 1.5% is

collected by the Puerto zuco Department of Treasury (PRDT). Act 80 also provides for restrictions on the use ofthe
sales tax, which is required to be invested in solid waste and recycling programs, capital improyements and health

and public safety costs.

The amount collected by the PRDT (the remaining .5% ofthe 1.5%) is deposited in accounts or special funds in the

Governmental Development Bank of Puerto zuco ("GDB"), subject to restrictions imposed and distributed as

follows:

. .2o/o of the .5% will be deposited in a "Municipal Development Fund" to flnance costs as restricted by the

Act,
| .2vo of the .5% will be deposited in a "Municipal Redemption Fund" to frnance loans to Municipalities
subject to restrictions imposed by the Act and,
. .lo/o of the .5% will be deposited in a "Municipal Improyement Frmd" to finance capital improvement
projects; these fimds will be distributed based on legislation from the Commonwealth's Legislature

The Mmicipal Legislature approved an amendment to Municipal Ordinance No. 22 Series 2006-2007 to conform to
dispositions ofAct 80.
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NOTE N - SALES AND USE TAXES - Continued

Individuals, organizations and entities collecting the municipal sales and use tfi must file a tar retum to the
Municipality. The tax is due the 10ft day of each month based on the tax collected in the preceding month. A total
$ 106,403 sales and use tax receivable represents the tax collected on June by individuals, organizations and entities
but reported and paid to the Municipality on or before July 20, net of uncollectible accormts; $18,394 and $39,976
represents amounts of "Municipal Development Fund" and "Municipal Redemption Fund", respectively, collected
on June by individuals, organizations and entities but paid by the PRDT subsequent to June 30. No amount related to
Municipal Redemption Fund is recorded as deferred revenue since it is not available as required by current
standards.

NOTE O - INTERGOVERNMENTAL REVENUES

Intergovemmental revenues in the General Fund are comprised ofthe following:

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

Authority (PREPA)
Reimbursement from P.R. Department of Treasury - Christmas

Bonus reimbursement
Other intergovernmental revenues

NOTEP-RETIREMENTPLAN

s 2,480,659

1,563,781

t45,225
) l,oz I

$ 4217292

7. Plan desc plion

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
lnstrumentalities (ERS). ERS covers all regular full-time public employees working for the central government,
the municipalities of Puerto Rico and certain public corporations not having their ovn retirement systems. The
system provides retirement pensions, death and disability benefits.

Retirement benefits depend upon age at retircment and number of years of credited service. Disability retirement
benefits are available to members ofoccupational 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 l, 1952. Retirement benefits are determined by the application of stipulated benefit ratios to
the member's average compgnsation. 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 timited to a minimum of
$200 per month and a maximum of 757o 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.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30,20l l

NOTE P - RITIREMENT PLAN - Continued

Law No. 305 of Septembq 24, 1999 amended Act No. 447 of l95l and was enacted with the purpose of
establishing a new pension program (System 2000). The new pension program became effectiye on January l,
2000. Employees pafiicipating in the curent system as of December 31, 1999 may elect either to stay in the
defined benefit plan or transfer to the new program. Persons joining the government on or after January l, 2000
will only be allowed to become members ofthe new program.

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 defrned 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 8.2757o of the employee's salary up to a maximum of l0%)
will be invested in an account which will either: (l) eam a fixed rate based on the two-year Constant Maturity
Treasury Note or, (2) eam a rate equal to 'l5o/o of the retum of the System's investment porrfolio (net of
management fees), or (3) earn a combination of both altematives. If the savings accounts balance is S10,000 or
less at time of retirement, the balance will be distributed by the System to the pMicipant as a lump sum.
Participants receive periodic account statements similar to those of defined contribution plans showing their
accrued balances. Disability pensions have not been granted under the new program. The employer contributions
(9.275% ofthe employee's salary) will be used to fund the current plan. Urder System 2000 the retirement age is
reduced from 65 years to 60 for those employees whojoined the current plan on or after April l, 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% ofgross 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 yean, which is equal to the
required contribution, follows:

Fiscal year eoded: Law No. 4,17 Svstem 2000

_q______u2p2_r
s 181,676

t7'7.'720

201 I

2010

2009

_s____E2.qr
_L_1!29i1_
$ r'70,972
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COMMOI\TWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO BASIC FINANCIAL STATEMENTS

June 30,2011

NOTE Q _ POSTEMPLOYMENT BENEFITS

In addition to the pension benefits described in Note P, the Municipality is required to coyer annually lhe 3o4

increase in the retirement plan of its retired employees, as required by Commonwealth's laws. Also, the
Municipality is required to finance costs related to the application of certain "Special Laws" issued by the
Commonwealth Government. Those Special Laws granted increases in pensions and other benefits to retired
employees ofthe Municipality such as medicines, bonuses, Christmas bonuses and death benefits. For the fiscal year
2010-l l, costs related to these post-employment benefits amounted to $90,306. These benefits are recorded as

expenditures in the general fund.

NOTE R - COMMITMENTS

l. Operutittg 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 lerms. Renlal expenses amounted to $50,5,14.
Management believes that the summary of the future minimum rental commitments under non-cancelable
operating leases with terms exceeding one year is not significant.

2. Consiuclion

The Municipality has commitments at June 30, 201 I of $898,315 for construction, improvements or renovation of
certain municipal facilities.

3, Encumbmnces

As of June 30, 201 I the Municipality has outstanding encumbrances in the general fund of $177,836 which are

assigned for general government pu4)oses ($ 1 10,298), public works ($53,987) and welfare purposes ($ t 3,551).

NOTE S - CONTINGENCIES

l. Federul and Commonweallh granls

Projects financed by Federal and Comrnonwealth Grants are subject to audits by grantors and other governmental
agencies in order to determine that the expenditures comply with the conditions of such grants. [t is the
Municipality's opinion that no additional material unrecorded liabilities will arise fiom audits previously
performed or to perform.

2. Litigstions

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. Howeyer, it is the opinion ofthe Municipality and the legal counsels that, based
on their experience, such actions and the potential liabilities will not impair the Municipality's hnancial posirion.
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COMMONWEAL'TH OF PIJERTO RICO
MIJMCIPALITY OF HORIIdIGI'EROS

NOTES TO BASIC NNAIICIAL STATEMENTS

June 3O 2011

NOTE T-IIIET ASSETS \ FI'ND BALANCES RESTATEMENIS

The following table disclosed the net change in net assets and fund balances at beginning of year as
reported in the financial statements. The beeinning balances have been r€stated as follows:

Futrd Bdances
CoDmotrw€{lth

IagilLture Othcr
Gercnl Rcsolutioos Goveromental
Fllnd Fnnd Ftrnds

Dcscription

Fuu@
reported

Reclassitrcation of Iaw 52 Special Fund to Other
Governmental Funds as a result of applicati@ of
GASB Statement Number 54

Correction of error, Commonwealth's legislative
rEsolution rccorded itr the general fimd

$ 1,ffi5,554 $ 7t5,701 g 2,06/.,769

(33,3,r8)

35,m0

FundBalaocesatbegimingofyear,asrcstated$1,063,902$750,701 $ 2,031,421

(t,6s2)

v 5t
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COMMONWEAITII OF PI'ERTO R]CO

MI]NICIPAIITY OF HORMIGI]EROs

BIJ'Ircf,TARY COMPARISON SCIIEDULE - GEITERAL ['UI'D
T,ISCAL YEA.R f,NDED JI]NE 30, 2OI I

Revctrues:
Ta\es:

Pmperty taxes

Mwicipal lic€nse taxes

Sales and use taxes

Intergovfim€ntal
Fers, fines ard charges for services

Interest

Other

Tot l ltvetrnes

ErFtrditurEs:
CuIreot

General govemmeft

Public rorkr ard sanitation

Public safety

Culture and recreation

Healfi
welfare ald commmity development

Education

To&l e{editufts

Drccss (dcficircy) oI rtveolre3 rrver erpatrditures

Other fnrocirg sources ($€s):
Transfe6 in

Tmnsfeas out

Iot l othcr fitr rcing sonrf,s (us€s)

Erccss (defickIcy) of rtvenu.s rid ohcr fi!.ncing
E)ono6 rrvcr etFtrdrtura3 and ooer fiIrocitrg [s€3

Rc.djElrnent ftom prior y€.r turd b.l'nce (not€ B)

Origitr.l

$ z8u,\4s
1,5m,000
1,564,000

3,U4.49{)
'r2s,5N

80,000

73,000

10,591,135

s,%8224
2,34t,077

72t,332
767.349

377.7t9
sgs,302

21,800

10,1q2,803

398.332

(398,3t',t
(398,332)

$ 2,804,145

1,500,000

1,564,000

3,U4.490
725,st]0
80,000

120,000

10,638,135

62M,4U
2,35528t

702.173

765.420

384,819

517,t91
18,100

I1,009,874

(371.7391

t9,o71
(398,332)

(379261)

(751,000)

751,000

Buds€d rmoutrts

Aohal Amouots
(Budgetary

Basb)
(See Note A)

$ 3,198,709

1.41)3,376

1,507.259

3,931,893

968,187

93.129

119,136

lt227,689

6,189,098

2.352,516
70t,&2
76s,324

368,428

516,759

18,087

10,971,814

255,815

19,071

(114,-t93t

Yrdrtrce wilh
Fitrrl Budget

Posirive (Negrtive)

$ 394,564

( ,624t
(s6.74r'
93.403

242,687

13,129

(864)

589,554

t736
2,765

571

496

16,391

438

t3

627 St4

8.593

8J93

636,207

(751,000)

_!._________1M293r$ - $ - $ (114,?93)

The aclompa.ying notes to rcquired supplemeoEl information are an mlegral part ofdtis schedule.
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COMMONWEALTH OF PUERTO RICO
MTiNICIPALITY OF HORMIGUEROS

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION.
BT]DGETARY COMPARJSON SCHEDULE - GENERAL FUND

June 30, 201I

NOTE A - BT,IDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

The Municipal budget is prepared for the General Fund following the requirements of the Autonomous Municipal
Law of 1981, as amended. It is developed utilizing elements of performance-based program budgeting and zero-

based budgeting and includes estimates ofrevenues 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 translers 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 ofaccounting 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 assigned fund balance

since they do not constitute expenditures or liabilities while on a budgetary basis encumbrances are recorded as

expenditures of the 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 firnds because projects are funded on a multi-year nature, generally requidng several years to

complete or effectiye budgetary control is altematively achieved through general obligation bond indentures and

legal and contractual gmnt agreement provisions.

NOTE B. BUDGET REA-DJUSTMENT

The Budgetary Comparison Schedule - General Fund presents a fund balance readjustment of 5751,000. This

represents a readjustnent of curent year budget with prior year's budgetary surpluses, approved by the Municipal
Legislature.

NOTE C. BTJDGET 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 principtes 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:
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COMMOIIWEALTH OF PUERTO RICO
MI]MCIPALITY OF HOR]VIIGUEROS

NOTES TO REQT]IRED ST]PPLf,MENTARY INFORMATION -
BTJDGETARY COMPARISON SCH"I'DULE - Gf,NERAL FT]ND

June 30,2011

NOTE C - 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 expendiores for financial reporting

Non-budgeted transfers-in

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)

(114,793')

843,834

(219,315)

225,000

534,473

(431,003)

217,267

(4r 1,330)

s,942

(79,2s1)

570,824
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COMMOI\TWEALTH OF PI]ERTO RICO
MUNICIPALITY OF HORMIGIJEROS

NOTE TO SI]PPLEMENTARY INFORMATION. FINANCIAL DATA SCHEDULE

Jutre 30, 2011

NOTE A - BASIS OF PRESENTATION

The accompanying financial data schedule (FDS) is a trial balance of the Section 8 Housing Choice Voucher
Program administered by the Municipality. The FDS was created in order to standardize the financial information
reported by Public Housing Authorities (Pt{A) to the Real Estate Assessment Center (REAC), as required by the

Uniform Financial Reporting Standards (JFRS). REAC is the US Deparment of Housing and Urban Development
(HUD) national management center created to assess the condition of HUD owned and assisted properties. The
UFRS are rules to implement requircments of 24 CF& Part 5, Subpart H, for the electronic frling of financial
information to HUD.

In accordance with the guidelines for reporting and attestation requirements of UFRS, the accompanying FDS is
included as inforrnation supplementary to the financial statements. It was prepmed using the accrual basis of
accounting as required by REAC regulations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HOR-UIIGUEROS

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

June 30,2011

NOTE A _ BASIS OF PRESENTATION

The accompanying Schedule of Expenditues of Federal Awards includes the federal grant actiYity of the

Municipality under programs of the federal govemment for the year ended June 30, 201 I . The information in this

schedule is presented in accordance with the requirements of OMB Circular 4-133, Audits of Stqtes, Locql

Goyernments qnd Nonprortt Organitatioru. Therefore, some amounts presented in this schedule may differ liom the

amounts presented in, or used in the preparation of, the basic financial statements. Because the schedule presents

only a selected portion ofthe operations ofthe Municipality, it is not intended to and does not present tlte financial

position and changes in net assets ofthe Municipality.

NOTE B _ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the Schedule are reported on the modified accrual basis of accounting. Such expenditures

are recognized when the related liability is incurred following the cost principles contained in OMB Circular A-87,

Cost Principles for State, Locql and Indian Tribal Governments, wherein certain R?es of expenditures are not

allowable or are limited as to reimbursement.

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number. The first two

digits identiry the federal department or agency that administers the program and the last three numbers are assigned

by numerical sequence.

State or local govemment redistributions of federal awards to the Municipality, known as "pasFthrough awards",

should be teated by the Municipality as though they were received directly from the federal goYemment- C)MB

Circular 4-133 requires the schedule to include the name of the pass-through entity and the identiling number

assigned by the pass-though entity for the federal awards received as a subrecipient. Numbers identified as N/A are

not applicable and numbers identified as N/AV are not available.

NOTE C _ RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF
EXPENDITURES OF FEDERAL AWARDS TO THE EXPENDITURES PRESENTED IN TIIE BASIC

FINANCIAL STATEMENTS

Description

Community
Development Block

Grant Program
Fund

Other
Covernmental

Funds
10.558 $
14.238
14,871

14.228
ARRA - 14_255

14.241
ARRA - 14.262

14.850
20.501
93.043
93.052
93.053

$ 20,180
30.122

578.805

1,345,120
49,640

43,082
123.938
143.964
65-726
6.872

35,9t9
28.529
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HOR]VIIGUEROS

NOTES TO SCHEDULE OF EXPENDITI]RES OF FEDERAL AWAR,DS

June 30, 20ll

NOTE C _ RECONCILIATION OF E)GENDITI]RES PRXSENTED IN TI{E SCHEDULE OF
EXPENDITUR.ES OF FEDERAL AWARDS TO TIIE DPENDITT]RES PRESENTED IN THE BASIC
FINANCIAL STATEMENTS - Cont.

Community
Development Block Other

Grart Program Governmentsl
DescriptioIl Funds

93.575
ARRA - 93.713
ARRA - 93.710

Total federal awards
expenditures
Toral notr-federal awards
expenditues
Total expenditures, fu nd
stiateme[ts

1,394,14

130,552
25,753
25,819

r,259,561

1,230,430

!---------112{'760 -q---4q2221-
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VALDES, GARCIA , MARIN & MARTINEZ, LLP
CERTIF!EO PUBLIC ACCOUNTANTS AND CONSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION

P.O. Box 36483 t
SAN JUAN, P.R. @936-4431

TEI-EPHoNE: (787) 725-lm
'|ELEF N<: 1787 \ 721 -2'195

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL

STATEiiENTS PERFORMED IN ACCORDANCE wlTH GOYER'VII'E'VT AUDITING STA'VDARDS

To the Honorable Mayor
and Members of the Municipal Legislature

Municipality of Hornigueros
Ho]migueros, Puerto Rico

We have audited the financial statements of the govemmental activities, each major fund, and the
aggregate remaining fund information of the Municipality of Hormigueros (the Municipality), as of and for
the year ended June 30, 2011, which collectively comprise the Municipality's basic financial statements
and have issued our report thereon dated March 21,2012. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Govemment Auditing Standards, issued by the Comptroller General of the
United States.

lntemal Control Over Financial Reporting

ln planning and performing our audit, we considered the Municipality's intemal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Municipality's intemal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Municipality's internal control over financial reporting.

A deficiency in internal confrol exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the entity's financial statements will not be prevented, or detected and conected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deflciencies in internal control over flnancial reporting that we consider to be material
weaknesses, as defined above.
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Compliance and Other llratters

v As part of obtaining reasonable assurance about whether the Municipality's financial statements are ftee
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance u/ith which could have a direct and material
effect on the determination of financial statement 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 or other matters that are

v required to be reported undet Govemment Auditing Standards.

This report is intended solely for the information and use of the Municipality's management, the
Honorable Mayor, Members of the Municipal Legislature, the Commonwealth of Puerto Rico, and federal
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone
other than these specified parties.v =e-rA*+"--"\*e
San Juan, Puerto Rico
Match 21 ,2012

Stamp 2632887 was affixed
to the original

62



VALDES, GARCIA , MARIN & MARTINEZ, LLP
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION

P.O. Box 364831
sAN JUAN, P.R. 00936-443 I

TELEPHoNE: 178'1) 725-1ffi
"f ELEF t\x: l7 87 ) 7 2 I -27 95

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON

INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE wlTH OMB CIRCULAR A.133

To the Honorable Mayor
and Membe6 of the Municipal Legislature

Municipality of Hormigueros
Hormigueros, Puerto Rico

Compliance

We have audited the Munlcipality of Hormigueros' (the Municipality) compliance with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement lhat could have a
direct and material etfect on each of the Municipality's major federal programs for the year ended June
30, 2011. The Municipality's major federal programs are identified in the summary of auditors' 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's management. Our responsibility is to express an opinion on the
Municipality's 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's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination of the Municipality's compliance with those
requirements.

ln our opinion, the Municipality, complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on each of its major federal programs for the
year ended June 30, 201 1 .

lnternal Control over Compliance

Management of the Municipality is responsible for establishing and maintaining effective internal control
over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal
programs. ln planning and performing our audit, we considered the Municipality's internal control over
compliance with the requirements that could have a direct and material effect on a major federal program

to determine the 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, but not for the
purpose of expressing an opinion on the effectiveness of intemal control over compliance. Accordingly,
we do not express an opinion on the effectiveness of the Municipality's internal control over compliance.

63



A deficiency in intemal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and conect, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in intemal control over compliance is a
deficiency, or combination of deficiencies, in intemal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of intemal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in intemal control over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material weaknesses,
as def,ned above.

This repo( is intended solely for the information and use of the Municipality's management, the
Honorable Mayor, Members of the Municipal Legislature, the Commonwealth of Puerto Rico, federal
awarding agencies, and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

San Juan, Puerto Rico
March 21 , 201 1

Stamp 2632888 was affixed
to the original
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COMMMON'WEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

SCHEDULE OF FIIYDINGS AND QUESTIONED COSTS

FISCAL YEAR ENDED JUNE 30, 2OII

Section I - Summary of Audit Results

A. Summary of audit results:

Part I - Financial Statements

I . T)?e of audit report:

2. Significant defi ciencies

3. Significant deficiencies reported as

material wea-lmesses

X"o

X None reported

XNo

l-l v.. Xto

I Nor" ."po.t.d

XNo

7. Auditee qualified as low-risk auditee? l-l y.t

I Unqualified opinion l-l qualified opinion

! Adverse opinion ! Disclaimer of opinion

l-l ves

l-l yes

4. Material noncompliance disclosed l-l yes

Part II - Federal Awards

1. Significant deficiencies

2. Significant deficiencies reported as

material weaknesses

3 . Type of auditors' report on compliance

major programs

4. Audit flrdings requted to be reported

under Section 510(a) of Circular 4-133

5. Major programs

6. Dollar threshold used to distinguish

Type A and Type B prognms:

l-l v".

X Unqualified opinion I-l Quatified opinion

[l Advene opinion ll Disclaimer of opinion

[-l ves

CFDA Numbe(s)
Name of Federal Program

or Cluster

14.228 Community Development Block
Grants/State's Program

14.255 ARRA - Community Development
Block G.ants/State's Program

14.850 Public and tndian Housing
14.871 Section 8 Housing Choice Vouchers

$300,000 tr
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v

Finding

COMMMONWEALTE OF PUERTO RICO
MI]MCIPALITY OF IIORMIGUEROS

SCIMDI,ILE OF FIIIDINGS AI\D QI'ESTIONED COSTS

F.ISCAL YEAR ENDED JUI\E 30,2OI1

Scction II - Financial Statemen8 Findings

No mattffs reported
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COMMMONWEALTE OF PUERTO RICO
MIJMCIPAIJTY OT HORMIGUEROS

SCHEDT'LE OF FINDINGS AND QI]E,STIONED COSTS

FISCAL YEAR ENDED JIJI{E 30, 2011

Section Itr - Fedeml Awerds Findings and Qnestioned Coets

Finding No matten reported

v

v

v

!
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COMMMONWEALII OF PI'ERTO RICO
MT'MCIPALITY OF EORMIGI]EROS

SCHEDI]LE OF STATUS OF PRIOR YEARS AI'DIT
F:INDINGS AND QT'ESTIONED COSTS

FISCAL YEAR ENDED JI'IIE 30,2011

No mafters reported
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