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IIIDEPENDENT AT'DTTORS' REPORT

To the Hono,rable Mayor
aud Members ofthe Municipal Legislsture

Muuicipality of Hormigueros
Hormigueros, Puerto Rico

We have audited the accomparyitrg fnancial statements of the goyemmental activities, €ach Doajor fim4 aod the

aggregate remeiaigg f.md information of the Municipality of Hormigueros (the Mrmicipality), as of and for the year

ended Jure 30, 2012, which collectively coryrise the Muuicipality's basic fuancial statements as listed in the table

of cootents. These fimucial statsmetrts ar€ the rcsponsibility of the Mu cipality's maoagemetrt Our responsrbility

is to express opiDiols on these fioancial statemEnts based oo oul audit-

We conducted our audit in accordance with auditing standards gererally accepted in the Utritd States of America

aod the standards applicable to fir:ancial audits cootained it Go1'ernment Auditing Sta ards, issued by the

Comptroller Geoeral of the United States. Those standalds require that we plaIl and perform the audit to obtain

reasooable assuruuce ahut whether the fi]18ncial siatem€nts arc Are of material missht€menl An audit includes

examining, otr a t€st basis, evirlence supporting the amounts and disclosures itr th€ fEauoial statom€Dts. A.n audlt
also includes assessing the accouotiq prirciples used aad the significant estimates mtdo by managemeot, as weu as

evaluating tie overatl finaacial statetnotrt presentation. We beliove that oul audit providee a reasonable basis for our

opinions.

In our opinioq the financial stat€ments referred to previously preseut hirly, in all material rcspe.cts, the respective

fi.nancial position of the govemmertal activities, each major fund, aud the aggregate remaining fund information of
rhe Muniiipality, as of June 30, 2012, and the respective chaages ia fin,n.ial positioo thercof for the year then

ended in conformity vrith accounting prhciples generally accepted in the United Stet€s of America

In accordauce with Goyerirneit Audithg Stondards, we have also issued our report <lated Maroh 25, 2013, oo our

consideration of the Muuicipality's int€roal coltrol ovEr financial reporting aad on our tests of its coEpliauce with
certain provisiotrs oflaws, regulations, contracts, and grad agreeEenb atrd otle! malters. The pupose oftbat rcport
is to describ€ the scope of our testing of intemal cortrol ov€f, fina[cial reporticg and compliance atrd the results of
tbat t€sting and lol to provide an opinion on intemal contlol over fnarcial rcpofting or on coryliaEce. Tbat report

is ao idegral part of an audit performed in accordance u,il& Govemment Asditing Standnds and should be

coosidered in assessing th€ results of-our audit.



Accouuting principles geuerally accepted in the United States of America require that the Maugemetrt's Discussion

and Arab;i u"a'g"a!"t".y ioryarison Schedule - General Fund or pages 3 through 14 and 5l throug! 53 be

presentedto srpplement the basic financial statements, Such informatioo" although not I patt of the basic financial

stateuents, is required by the Governmenlal Accounting Standards Board, who considers it to be aE ess€ntial palt of
financial reportiag for piacing the basic financial statemetrts h all apEopriate operational, economic, or historical

context. We have appliid certain limited procedures to the required srpplenentary bformatiot ia accordance with
auditing standards generally accepted in the Uniied States of America, which consisted of inquiries of manag€meut

about the methods of preparing the infonnation and oooparing the informatiou for consistency with managemenfs

respotrses to our inquiries, the basic fimncial stateEeuts, aod other loowledge we obtained duing our sudit of thJ

baic financial statements. We do not exprcss an opiniotr or provide any assurance ou the information because thc

limited procedures do not provide us with sufficient evidetrce to express aa opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statemetts tbat collectiv€ly c.oEprist

the Municipatity's fitrarcial staleBeds. The accoryanying Schedule of Expeniliures of Federal Awards on page

58, as required by U.S. OfEce ofManagement and Budget Ciroular A-133, Audits ofstates, Local Govemments, atd
Non-ProJit Organizations, is presented for purposes of additional aoalysis ald is rct a requircal part of the Iinancial

statements. tht Scleaut of frpenditues of Federal Awards is the respon$ibility of management and was derived

ftoD and relates directty to the rmderlyiog accounting and other recorils used to prepare the financial statemeDts The

Financial Data Schedule on pages 54 tbrough 56 is rcquir€d by thc Uniform Reporting Standards ofthe DepartEstrt

of llousing and Urbaa Developlrent, The Schedule of Expenditr.ues of Federal Awards and the Fiaaocial Data

Schedule have been subjected to the auditing procedures applied in th€ audit of the finarcial stal,Ements aod cartain

additional procedures, including coqaring and reconciling such information directly to the underlyi.trg acco:rnting

aod other records used to prepare the financial statem€trts or to the linancial statemertts theoselves, and other

additiooal procedures in accordaace with auditiq standards generally accepted itr th€ United St&tes of America. I-o

our opinioq the supplementary information is fairly stated in all mat€rial respects in rolatiotr to the financial

statements as a whol€,

-@/U* .--).*J.*'^t..-e

San Juan, Puerto fuco
March 25, 2013

StaEp 49281 was amxed
To lhe original
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30,2012

The discussion and analysis of the Municipality of Hormigueros financial performance tvill provide an overall

review ofthe Municipality's financial activities for the fiscal year ended June 30, 2012. The intent ofthis discussion

and analysis is to look at the Municipality's financial performance as a whole; this section should be read in

conjulction with the basic financial statements to obtain a better understanding of the financial 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, $'hich follow this analysis.

FINANcIAL HIGHLICHTS

Highlights lor Govenme,tt-w ide Finatcial Statements

Information repoted in the govemment-rvide statements is based on the economic resources measurement focus and

the accrual basis ofaccounting;

> The assets ofthe Municipality, on a govemment-wide basis, exceeded its liabilities at the close offiscal year

2012 by $35,152,963 (net assets). This represents a decrease of.l47o with respect to fiscal year 201 l.
> Revenues decreased by 2olo and expenses increased by [07o in comparison with the previous year.

> Change in net assets decreased l03yo compared to change in net assets of fiscal year 201 I .

Highlights fot Fund Finoncial Statemenls

Fund financial statements presents information ofthe most significant funds ofthe Municipality based on the current

financial resources measurement focus and the modified accrual basis ofaccounting:

> A net decrease of $1,237,1 l0 in the fund balances of the Municipality's govemmental funds resulted in a
reported combined ending tund balances of 53,773,924 in fiscal year 2012. Approximately l5% ofthe total

combined fund balances is unrestdcted (assigned or unassigned).
) For the fiscal year 2012, the General Fund reponed an excess ofexpenditures and other financing uses over

revenues and other financing sources of$346,217. The unassigned fund balance amounts to $476,763 or 4%

of total General Fund Expenditures.

Generul Financi al High I ig h ts

> The investment in capital assets as ofJune 30, 2012 was M6.586,952 (net ofdepreciation).
> Long-term debt decreased to $l7,686,784 or approximately 4yo lvith respect to the prior year.

) On a budgetary basis, actual revenues exceeded actual expenditures by $270,453.
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COMMONWEALTH OF PIJERTO RICO
MUMCIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSE

Fiscd yerr Gtrdcd JuDc 30' 2012

OVERVIf,,W OF TEE FINANCIAL STATEMENTS

The Municipality's financial report compris€s four compolents:

Management's discussion and analysis (presented here)

b6sic financial statements
required supplemenlary information
supplementary information

The Municipality's basic firancial statements consist oftwo kinds of stalements, each wit]l a different view ofthe
Municipality's finances. The govemment-wide finsncial statements provide both long-term and short-term

information about the Municipality's overall financial status. The fund financial statements focus oo major aspects

ofthe Municipality's operations, reporting those operdions in more detail than the govemment-wide siatements:

> Govcrnmenl-Vdestalemenb

The govemment-wide statements report information about the Municipality as a whole using accounting

mettiods similar to thos€ used by private-s€ctor businesses- They are prepar€d using the flow of
economic resources measuremert focus and the accrual basis of accounting. The first govemment-wide

statement - the statement of net assets - presents infomation on all of the Mrmicipality'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 indicdor ofwhether its firmncial health is improving or deteriorating.

Other non-financial facto.s such as the condition of the Mmicipality's capital assets may need to b€

considered to assess the overall health of the Municipality. The second statement - the statement of
activitios - presents information showing how the net assets changed dudng the year. All ofthe cunEnt

year's revenues and expenses are taken into account in the statement ofactivities rcgardless ofwhen cash

is received or paid.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 2012

The goverflment-wide statements repon as governmental activities the Municipality's basic services such

as public *,orks and sanitation, public safety, culture and rccreation, housing. u'elfare, and community

development; education and general administration. These activities are primarily financed through
property taxes, other local taxes and intergoverrunental revenues. Included in the govemmental activities

are the govemmental funds.

F und Fina ncia I State me n ts

The fund financial statements provide more detailed information about the Municipality's most

significant funds. Funds are accounting devices that the Municipalig' uses to keep track of specific

sources of funding and spending for particular purposes. Some funds are required by Federal and

Common$'ealth regulations, as well as by bond covenants.

The Municipality's basic services are included in govemmental funds, rvhich are used to account for
essentially the same functions rcported as governmental activities in the govemment-lvide slatements.

However, unlike the govemment-wide statements, the governmental funds are prepared using the flow of
current financial resources measurement focus and the modified accrual basis of accounting. Under this

approach the financial statements focus on near-term inflows and outflows ofextemal resources, as well
as on balances of expendable resources available at year-end. Consequently, the governmental fund

slatements 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 govemment-wide

statements, additional information is provided on a subsequent page that explains the relationship (or

di{ferences) between the govemment-rvide and fund statements.

The govemmental fund statements focus on major funds. The Municipality's major funds are the general

fund ($'hich accounts for the main operating activities ofthe Municipality) and funds that comply with a

minimum criterion (percentage of the assets, liabilities. revenues or expenditures). Funds that do not

comply u,ith this criterion are grouped and presented in a single column as other govemmental funds.

N otes lo f, n ancio I s late me nts

The basic financial statements also include notes to explain information in the financial statements and

provide more detailed data.

Requircd suppl e me ntary infor m o tio n

The statements and notes are follorved by the required supplementary information that contains the

budgetary comparison schedule for the General Fund.

S upp le m e,rt a ry i nfo r m a tio n

The required supplementary information is followed by a financial data schedule containing financial

information ofthe Section 8 Housing Choice Voucher Program administered by the Municipality.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year cnded June 30,2012

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assels

The following table presents a summary ofthe Statement ofNet Assets as ofJune 30,2012 
"nd 

20lll

TABI,E I

Net assets (assets over liabilities) may serve over time as a useful indicator ofa govemment's financial position. At
the close ofthe fiscal year, the assets of the Municipality exceeded its liabilities by $35,152,961, representing a

decrease of.l47o with respect to fiscal year 2011. The largest portion ofthe Municipality's net assets reflects its

investment in capital assets (e.g., land, buildings, equipment, a.d infrastructure) less accumulated depreciation and

The Municipality uses these assets to provide
services to its citizens and, consequently, these

assets arc 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 gsnerally
liquidated for the purpose of retiring debt.

Restricted net assets represent resources that are

subject to extemal restrictions on how they may
be used. Unrestricled net assets are the part of
the net assets that can be used to finance day-to-
day operations without constrains established by
debt covenants, enabling legislation or other
legal rcquirements.

Sumnary Staterie ofNea Assets

Cunmt and other assets

Capital assets

Totel aslets

Liabilities
Cunent and other liabilities
Long-Ierm liabilities

Total lirbilities

Net assets
Invested in capital assets, net of related debt
Restricted
Unrestncted

34,3t0,1t9
3.359.251

20,919,446



COMMOIYWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSTON AND ANALYSE

Fiscal ycar cndcd June 30, 2012

As of June 30 2012, the Municipality presented an unrest.icted net assets deficit. This deficit primarily arises from

long-term obligations such as compensated abs€nces 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 futurc liquidation. In addition, operational loans and certain general obligation bonds do

not have a related capital asset to be reported as invested in capital assets, net of related debt. Therefore, they are

reported as part ofthe unrestricted net assets section.

Changes in nd assets

The following table summarizes the changes in net assets for the fiscal years ended 2012 ad.td20ll:

TABLE 2

$ 2,985,?l l
1,587,095
1.129.697

3,423,749
1,307,454
1,923,655

4,104,t59
70383

23L702

16,764,il5

7,765,6t2
3,383,331

915,056
1,338,326

375,91
2,360,1m

4392s
63t,959

16,814,390

(49,785)
35202,74'l

$ 35.152.963

20ll

s 2,686880
1,360,438
r,@7 230

4,188207
1,491,837
1,875,803

3,584902
10L577
2tL956

17,110,830

6,553,540
3,310,518

856420
t,2'? 1279

380,079
2,211,9'n

381r9
668,982

t529t,m8

1.819,622
33,383,125

s 35202.747

2m2

Pmgram rcvanu.s:
Feeg fines and charges for services
Operating graots and contributions
Ceital gl"rrts and contributions

Geoeral revenues:
Property taxes
Municipal ticense taxes
Sales and us€s raxes
Grants and c-ont ibutions not rEstricted to
specific programs
Interest
Other

Tohl rcvanues

Expctrsas:
Geoeral govemment
Public works and sanitation
Public safety
Culture md recreation
Health
Housing r.rclfare and community devetopment
Educalion
InteEst on loflg tefm debt

Total expcDses

Chenge itr D.t .ss.ts
Net rss.ts-beginning of yerr

Net aslats-cDd ofyerr



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30,20I2

FIGURE I
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Funcllclt

Approximately 24yo of the Municipality's revenues came from grants and contributions not restricted to specific

programs,20% from property taxes, and 18% from fees, fines and charges for services. Revenues decrcased 2yo in

iompa.iron with fiscal year 20t l. This net decrease is mostly affected by a combination of the following: (l) a

decrease in capital gants of 30olo caused mostly by the effect of extensive capital grants received in the previous

year, (2) a 3 t* deciease in property taxes due to $796,724 in revenues from tax amnesty recognized in 201 I versus
'$f 

e,ZOl in ZO\Z; (3) and a 12% decrease in revenues from municipal license taxes caused mostly by the decreasing

effect ofthe economy in the area. These decreases we.e panially offset by (t) increase of lToZ in operating grants,

(2) increase of 467o in unrestricted grants, and (3) an increase of I l7o in charges for services mostly caused by an

increase in the PREPA contribution.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OT HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ctrded June 30' 2012

FIGURE 2
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The Municipality's expenses cover a mnge of services. The largest expenses are general govemment representing

approximately 46%, public works and sanitation with 20%, and housing, welfare and community development with

14yo oftotal expenses. Progmm revenues ofthe Municipality covered 34yo oftotal expenses.

Expenses increased l0oz in comparison with previous fiscal year. This includes a combinatiol ofchanges. There

wai an increase of l8% in general govemment, l47o in education, and increases of 7% in both public safety and

housing, welfare and community development.

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

assets of i03% when compared with the net change in net assets reported in fiscal year 201t. The followi4 table

focuses on the cost ofeach ofthe 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 OT PUERTO RICO
MUNICIPALITY OT HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal ycar etrded Junc 30, 2012

TABLE 3

Some of the cost of goyemmental activities was paid by those rvho directly benefited from the programs

(S2,985,71t) and othfl govemments and organizations that subsidized certain programs with grants and

contributions (92,716,792), The $l l,l l l,886 net cost of services !v'as almost covered by other general revenues

including property, municipal license, and sales and use taxes. The uncovered amount was only for 549,785. It
represents only .29o% ofall expenses

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS

Govenmenlal lunds

The focus of the Municipality's govemmental 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. ln particular, unassigned fund balance may serve as a useful measure ofa Municipality's net resources

available at the end ofa fiscal year.

For the fiscal year ended June 30, 2012, the govemmental funds reported ending fund balances of $3,773,924, a rct
decrease of $1,237,110 in comparison with the prior year. This net decrease was caused by the combination of
various increases and decreases. Primarily by decreases of 5651,692, 5346,217, 275,608 and 194,699 in Other

Govemmental Funds, the General Fund, the Commonwealth Legislature Resolutiors fund, and the Communily

Development Block Grant Program Fund, respectively. These decreases rvere partially offset by an increase of
$231,104 in the Debt Service Fund. Oftotal fund balances, $574,232 (or l5olo) constitutes unrestricted fund balance,

which is comprised of funds assigned by the Mayor or the Finance Dircctor as rvell as unassigned funds. The

remainder ofth€ fund balance is restricted to indicate that it is not available for nerv spending. The general fund is

the operating fund of the Municipality. The fund balance of the general fund represents 34o/o of tola,l ending fund

balance. Assigned portions of the unresricted fund balance are distributed as follows l) $63,477 assigned for
general publii works and sanirarion;2) $926 assigned for public safety;3) s5,716 assigned for culture and

recreation;4) $633,475 assigned for capital projects; 5) $351 assigned for health; 6) $2,157 assigned for housing,

welfare and community development and 7) $100,644 assigned for general govemment and other purposes

Net Cost of Municipqliry's Governmental Activities

Geneml govemment $ 7,765,611 $ 6,553,540 S (4,568,017) $ (3,663,829)

Public Borks and sanitation 3,383,331 3,310,518 (2,152,4941 (1,926,394\
915,056 856,420 (895,749) (832,450)

t.338,326 1271,219 (1,318.741) (1,252,694\

2,3&,190 2,2n971 (1,125,010) (873,813)

1,051,875 1,087,480

$ 16.8143m $ 15.291,208

l0



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended June 30,2012

The remainder ofthe uffestricted fund balance or $476,763 is unassigned fund balance, which represents 37% ofthe
total fund balance ofthe general fund and 4% oftotal general fund expenditures. For the year ended June 30, 2012,

the tund balance ofthe general fund decreased by $346,217. Of this change $339,998 pertains to other special funds

(with self- imposed restrictions) included as part ofthe general fund (resources to finance these special funds were

provided in current and previous years).

Generul lu nd bu dgetarf h ig h lig hls

The general fund original budget for the fiscal period 2012 presented a decrease ofonly .37o with respect to the prior
year budget due to an increase in the estimated amount of property ta)i revenues, intergovemmental revenues and

other rgvenues.

Amendments to the original budget are approved by the Municipal Legislature. Dudng the fiscal year 2012

amendments to budget expenditures for a net amount of $677,671 uere approved. Of this net amount $417,501

represented a readjustment of cunent year budget with pdor year's budgetary surpluses, $21,530 were tansferred
fiom deposits and sureties payable, and 5186,523 were transferred fiom other funds. Actual revenues exceeded the

revised budgeted revenues by $t99,1 I l. The most significant variances rvere a positive $185,436 from fees, fines

and charges for services, a positive $87,890 from intergovemmental revenues, a positive $52,553 in other revenues,

and a negative $143,753 in municipal license taxes. The Municipality reported a positive variance of $75,346

between revised budgeted appropriarions and actual expenditures primarily due to positive variances of 533,801,

516,193 and $15,744 in public works and sanitation, health, and welfare and community development expenditures

respectively; ending with a total net positive variance of$270,453.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital assets

At the end ofthe fiscal year, the Municipality has invested $46,586,952 in a broad range ofcapital assets, including

buildings, parks, roads, bridges, land and equipment. This amount represents a net increase of . l5olo over the p or

year.
TABLE 4

Capilql Assets
As of lane

Governmental
2012 2011

Notr-depreciable assets:

Land $8,232,361 S 8,165,495

Consfuction in progress 8,050,541 10,310,004

Depreciable assets:
Land improvements 1,183,143 977,415

Buildings and buildings improvements 21,318,458 18,735.621

Infiastructure 5,423,738 5,715,749

vehicles, machinery and equipment 2,378,711

Total $-----46;86252- s--j6;r463)

lt



COMMONWEALTH OT PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year etrded Jtrne 30, 2012

Certain projects arc still in constructior in progress as ofJune 30,2012. The most significant ofthese projects are

the construction of "Lavadero Sanitary Sewer System", the Athletic Track and Field, the Hoya Grande Multipurlose
Communal Center, remodelirg of the sidervalks, curbs and gutters near the City Hall, and the construction of the

project of "Viviendas Lavadero de oro" with reported costs of $4,830,887; $2,056,617; $505,365; $246,726; and

$176,245, respectively.

Figure 3
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The Municipality's fiscal year 2012-2013 capital budget calls for a significant amount of new and continuous
projects including the continuance ofthe construction of Lavadero Sanitary Sewer system, uhich is being financed

through $ants from USDA Rural Development, P.R. Water and Server Authority and Commonwealth's stimulus
plan funds. Other projects still in prcgress in this fiscal year 2013 $ill include the rehabilitation ofthe Eureka sugar

mill. the access road to San Romualdo communitl through Santana trail, the improvements to the municipal landfill,

and the improvements ofvarious basketball courts in different communities, among others.

The Municipality tvill continue its public policy ofland acquisition for the development ofnecessar)' projects and to
promote the development of lorv cost housing. and commercial spaces. Also the improvement of municiPal roads,

sidervalks and gutters, and other infiastructure uill be continued during 2012-2013. All these projects lvill be

financed through Commonrvealth and Federal gmnts, Commonwealth Legislature and Municipal funds. More

detailed information about the Municipality's capital assets and future projects is presented in Note G to the

financial statements.

The Municipality usually enters irto agreements with agencies and instrumentalities of the Commonwealth to
pedorm the construction of certain infrastructure prcjects to be ultimately used by those agencies and

instrumentalities in their operations. These capital projects (including land acquired) are funded by the Municipality
through grants and\or loans and included as pa.t ofthe Municipality's capital assets until construction is completed

and conditions for transfers to the ultimate beneficiaries are met. At that time, they are recorded as an expense in the

statement of activities.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Fiscal year ended Junc 30, 2012

During fiscal year 2003-2004 the Municipality started the construction ofthe "Lavadero Sanitary Sewer System", a

project peformed through an agreement with the Puerto Rico Aqueduct and Sewer Authority ("PRASA"). As of
June 30, 2012 the project's consruction is completed and a total amount of$4,830,887 is still included as part ofthe
capital assets of the Municipality. The process of transfer ofthe project to PRASA is stitl not been execuled as of
year-end since certain conditions precedent to the transfer are in the process ofbeing completed by the Municipality.

Lorrg lerm debt

At year-end, the Municipality has $ 14,191,000 in general and special bonds and [otes outstanding, a decrease of
7olo \rith respect to fiscal year 2oll. 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 an increase in other long term debts of $314,385. lt u'as caused pdmarily due to the

increase of $200,100 in the amount payable to PREPA. More detailed infomation about the Municipality's long

term liabilities is presented in Note I to the financial statements.

ECONOMIC FACTORS AND NEXT YEAR,S BUDGET

The Municipality's officials considered certain factors when setting the fiscal year 2012-2013 budget. One ofthese
factors is the economy. Among economic areas considered are the population groMh estimates, personal income,

housing statistics and unemployment rates. The Municipality's unemployment Iate now stands at 14% which

compares with the Commonwealth rcte of 13.970.

For fiscal year 2012-2013 the Municipality applied a consorvative approach in developmenl budget estimates.

Amount available for appropriations in the General Fund totals $10,716,746, an increase ofapproximately lyo with

respect to prior fiscal year estimates. Budgeted expenditures are expected to increase according to the increase of
budgeted revenues. Ifthese estimates are realized, the Municipality's budgetary general fund balance is expected to

decrease modestly by the close of 2013 fiscal year. ln addition to the general fund estimated budget the Municipality
plaIIS to submit Federal and Commonwealth funds proposals for welfare and community development as well as

permanent capital improvements and public works.

Ouatunding Long-tetm DeU

General and special obligation bolds and notes
Compensated absences
Payable to CRIM - prior yeals doubtful accounts
Christmas bonus payable

Payable to CzuM - LIMS
Estimated lafldfill closing costs
Property Taxes - current year
Payable to PREPA
Totel

$ 14,191,000
1,343,806

3,987
207,504

1,286,909
89,858

563,720

!_____)1,68!!3!_

15,249,000
t,290,609

4,186
166,52t

16,998
1,249,607

89,858
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COMMONWEALIf, OF PI'ERTO RICO
MUNICIPALIIY OT EORMIGUE,ROS

MANAGEMENT'S DISCTJSSION ANI' ANALY$S

FfoeaI yc.r Gtrd.d Jul.c 'mlz

I CoNTAcTp{G THE MUNICIPAUTY'S nNANCIAL MANAGD,MENT

L
This finarrciat rcpoft is d€signed to pmvide our citizens, taxpayers, and cr€dito$ with a geneml overview of the

. Municipality's finances and to d€monsu'ate the Municipality's &ccountability for the money it receives. Ifyou have

I qu"stiom about this report or need additional informarion, contact the Municipality's Dir€ctor of Finace 8t P.O.

L Box 9?, Hormiguems" Puerto Rico 00660.
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COMMONWEALTH OF PUERTO RTCO
MUNICIPALITY OF HORMIGUEROS

STATEMENT OF Nf,T ASSETS

JUNE 30, 2012

ASSETS

Cash and cash equivalents

Receivables, net:

Municipal license taxes

Sales and use taxes

Lease (note C)
C)ther

Due from (note D):
Commonwealth Govemment
Federal Govsmment

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 $87,658

Other assets

Capital assets (note G):
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 Govemment

Deferred revenues:

Municipal license taxes

lntergovemmental - Federal grants

Long term liabilities (rote I):
Due within one year

Due in more than one year

Total liabiliti€s

NET ASSETS

Invested in capital assets, net ofrclated debt

Restricted for:
capital projccts

Debt service

Other purposes

Unresficted (deficit)

Total net assets

The accompanying notes are an integml part ofthis statement.

Governmental
Activities

$ 1,917,508

135,264

I t6,514
t27,763
t5,069

1,484,282

688,227

998,231
3,841,292

73,335

87,376

59'.1

16,282,902
30,304,050
46,586,952

-s--t99J2Aoe

$ 1,861,542

3l1,510

13,823

t,024,323
21,464

1,832,769

t5,854,015
20,919,446

34,686,700

t9,7lt
2,867,859

120,506
(2,s41,812)

_$_31,-u2p0l

l5
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COMMOIYWEALTH OF PUERTO RICO
MI]I\ICIPALITY OF HORMIGI]EROS

RECONCILIATION OF TIIE BALANCf, SHEET. GOVERIYMENTAL FT]}IDS TO TTIE

STATf,MENT OF IYET ASSETS
JUNE 30,2012

Totat goYernmental fund brlonces:

Amounts reported for govemnrental activities in lhe Staternent ofNet Assets

are diferent because:

Capital assets used io govemmental activities arc not financial resources

and therefore, arc trot reported in the funds:

Other assets used in govemmental activities arc not current financial

financial resources and, therefore, arc not Eported in the funds:

Deferred charges - bond isjuance costs

Other ass€ts e nol available to pay current?eriod ex?enditurcs and,

lherefore, are deferred in the funds:

Receivables:

lrase agreement

Municipal licenses and sales tax

Due from Commonuealth Govemment:

P.R. Infi'astructure Financing Authority - PINI Funds

P.R. Depaftnent ofTreasury - CkistDnas bonus reimbursement

P.R. Solid Waste Administ arion

Cotumonwealth If gislatue Resolutions

P.R- Deparhrcnt of Education

CRIM - Property tax final s€ftlernent

P.R. Electric Power Authority (PIiXPA)

Due from Federal Govemment:
P.R. Deparhnent ofHeatth - HOPWA
P.R. Office of rhe Ombudsman for the Elderly - Tit. [I-D & III-E
P.R. Office ofHousing (PRPIIA)
Emergency Shelter Crrant

OCAM - CDBG and CDBG - ARRA

lnterest liabilities arc not due and payable in the curent p€.iod and,

therefore, are not ,eported in funds

lrng term liabilities, including bonds payable arc not due and payable

in the cunent period and, therefore, are not reported in the funds:

Creneral obligation bonds and notes

Note payable to CRlM-financirg ofdelinquent ac.ounts

Coripensated absences

Cbdstmas bonus payable

Prior year property tax

Estimated landfill closing costs

P.R- Electric Po\per Authority (PRIPA)

Net ,ssets of govammental activitiesi

The acaonpanying notes are an integral part ofthis slatement.

3,77 3,924

46,586952

87,376

t27,163
l3l,8l6

1,386

165,221

28,080
t1

10,673

r84,283

563,121

2,182
33,033

2,537
1,317

461,2't7

( I 3,432,000)
(3,981)

(1,343,806)
(207,s04)
(8q858)

(1,286,909)
(s63,720)

t,719,906

(87,411)

(16,927 ,7841

-!-t5J52pfl-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality 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 Rico. The Mayor is the

executive oflicer and the legislative branch consists of twelve (12) members of the Municipal Legislaturc. The

Municipality engages in a comprehensive range of services to the community such as: general govemment

administration, public works, health, environmental control, education, public security, welfare, housing, community
development and culture and recreation activities.

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

accepted in the United States as applied to govemmental units. The Govemmental Accouoting Standards Board
(GASB) is the standard-setting body for govemmental accounting and financial reporting. The GASB periodically

updates its existing Govemmental Accounting and Financial Reporting Standards which, along with subsequent

GASB pronouncements (Statements and Interpretations), constitutes GAAP for governmental units.

l. Financial reporting entily

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 ofthe
financial repoting entity, 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

goveflrment is financially accountable for the potential component unit or on \r'hether the nature and significance

ofthe relationship with the primary govemmenl is such that exclusion would cause the repo(ing entity's financial

statements to be misleading or incomplete. There are two methods ofpresentation 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) discrete presentation of the componenl unit's
financial data in columns separate from the Municipality's balances and transactions.

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

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

I ) The primary govemment can impose its will on the potential component unil and/or,

2) A financial benefi, burden exist betueen the primary government and the potential component unit.

2t



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

ln addition, a legally separate, tax-exempt organization should be discretely presented as a component unit of a

reporting entity ifal/ ofthe follorving criteria are met:

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

direct benellt ofthe primaq govemment. ils component units. or its constituents.
b. The primary government, or its component units, is entitled to, or has the ability to otherivise access, a

majority ofthe economic resoutces received or held by the separate organization.
c. The economic resources received or held by an individual organization that the specific primary govemment.

or its component units, is entitled to, or has the ability to otherwise access: are significant to the primary
govemment,

Other organizations should be evaluated as potential component units iflhey are closely rclated to, or financially
integrated &ith, the primary government. Professional judgment is applied in determining whether the relationship
between a primary govemment and other organizations for rvhich the primary govemment is not accountable and

that do not meet these criteria is such that exclusion ofthe organization lvould render the financial statements of
the reporting entity misleading or incomplete.

Based on the above criteria lhere arc no potential component units which should be included as part of the
financial statements-

2. Basis of prcsentation, meqsurement focas and basis of accourrling

The financial report ofthe Municipality consists ofthe Management's Discussion and Analysis (MD&A), basic
financial statements, notes to the financial statements and required supplementary information other than the
MD&A. Follorving is a summary presentation ofeach, including the measurement focus and basis ofaccounting.
Measurement focus is a term used to describe rrlclt transactions are recorded rvithin the various financial
statements. Basis ofaccounting refers to lrre, transactions are recorded regardless oflhe measurement focus:

@

This consists of a nanative introduction and analytical overview of the Municipality's financial activities. This
analysis is similar to analysis the private sector provides in their annual reports.

Basic fi llancial statements

Basic financial statements include both govemment-wide and fund financial stateme[ts. Both levels ofstatements
categorize primary activities as govemmental qpe, lr.hich are primarily supponed by ta\es and intergovemmental

22



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMICUEROS

NOTf,S TO FINANCIAL STATEMENTS

June 30,2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTTNG POLICIES - Cotrtinued

Government-wide statements

The govemment-wide statements consist of a Statement of Net Assets and a Statement of Activities. These

statements are prepared using the economic resources meeEurement focus, rvhich concentrates on an entity or
fund's net assets. All transactions and events that alIect the total economic resources (net assets) during the period

are reported. The statements are reported on the accrual basis of accounting. Revenues are recognized in the

period eamed 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 from the

govemment-wide statements. The effect ofinter-fund activities is eliminated.

The Statement ofNet Assets incorporates all capital (longJived) assets and receivables as well as long- term debt

and obligations. The Statement ofActivities reports revenues and expenses in a format that focus on the net cost

of each function of the Municipality. Both the goss and net cost of the function, which is otherwise being
supported by the general government revenuesJ is compared to lhe revenues generated directly by the function.
This Statement reduces gross expenses, including depreciation, by related program revenues, operating and capital

$anls, and contributions. Program revenues must be directly associated with the function.

The tlpes 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 capitai-specific grants. Intemally dedicated resources are reported as gene.al revenues rather than

as program revenues. Likewise, general revenues include all la,\es. Property taxes (imposed nonexchange

transactions) are recognized ets revenues in the year for which they are levied and municipal license taxes and

sales and use taxes (derived tax revenues) when the underlying exchange has occurred. Revenues on both
operating and capital grants are recognized when all eligibility requirements (which include time requirements)

imposed by the provider have been met. For certain expenditure-driven grants, revenue is recognized after

allowable expenditures are incurred. As a policy, indirect expenses in the Statement ofActivities are not allocated.

The Municipality first uses rest cted assets for expenses incurred for u.hich both restricted and unrestricted assets

are available.

The Municipality reports deferred revenues in the govemment-wide statements. Deferred revenues arise when

resources are received before the Municipality has a legal claim to them or before applicable eligibility
requirements are met (in case of certain federal expenditure-driven grants if resources are received before
allowable expenditures are incurred). In subsequent periods, when the Municipality has a legal claim to the
resources, the liability for deferred revenues is removed and the revenue is recognized.

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

folloued in the goyemment-wide financial statements to the extent that those standards do not conflict with or
contadict 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 HORMICUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Fund Statemeots

The financial transactions of the Municipality are recorded in individual funds, each of which are considered an

independent fiscal entity. Each fund is accounted for by providing a separate set of self balancing accounts that
comprise its assets, liabilities, reserves, fund equity, revenues and expenditures. Funds are segregated according to
their intended purpose rvhich helps management in demonstrating compliance rvith legal, financial and contractual
provisions. Governmental Funds are those through which most govemmental functions ofthe Municipality are

financed. The govemmental fund statements include a Balance Sheet and a Statement of Revenues, Expenditurcs
and Changes in Fund Balances *,ith one column for the general fund, one for each major fund and one column
combining all non-major govemmental funds. Major funds are determined based on a minimum crite on, that is,

a percentage ofthe assets, liabilities, revenues or expenditures or based on the Municipality's oflicial's criteria, if
the fund is particularly important to financial statement users (for Commonrvealth Legislature Resolutions,

Lavadero Sanitary Server System and $3.000,000 Bond Issuance Funds).

The Municipality reports the following major govemmental funds:

Getreral 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.

Commutritv Development Block Gratrt Prosram Fund (CDBG): CDBG tund (including CDBG - ARRA) is

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

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

Commonwealth Legislature Resolutions Fund: This fund is used to account for and report revenue sources

from grants provided by the Commonwealth's Legislaturc for specific purposes which include, among others,

acquisition, development and improvements of capital assets.

pcDfsgrv!$ Jcltli This fund is used to account for and repon financial resources that are restricted, committed,
or assigned to expenditure for principal and interest.

Lavadero Satritarv Sewer Svslem Fund: This fund is used to account for and report revenue sources from a

glant prcvided 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 fund is used to account for and repon the proceeds from a special
obligation bond issuance for the acquisition ofland and construction ofsports facilities.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continucd

The govemmental funds financial statements are accounted for using the current financial resources measuremenl
focus and the modified accrual basis of accounting. Under this method of accounting. revenues are recognized
$hen they are susceptible to accrual (i.e. both measurable and available). Revenues are considered to be available
rvhen they are collectible within the current period or soon enough thereafter to pay liabilities of the curent
period. For this purpose, the Municipality considers revenues to be available if they are collected within 60 days

ofthe 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 rvhen the underlying exchange has occurred

and time requirements are met and interest. In applying the susceptible to accrual concept to intergovernmental
revenues, revenues are recognized rvhen all eligibility requirements (including time requirements) imposed by the
provider have been met and revenue becomes available. There are, however, essentially two types of these

revenues. [n the first case, on expenditure-driven grants, monies must be expended on the specific project or
purpose (eligibility rcquircment), 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 unrest cted

and are generally revocable only for failure to comply rvith prescribed compliance requirements. [n these cases

revenues are recognized as the time ofreceipt or earlier if the susceptible to accrual criteria is met. Licenses and
permits, cha.ges for senices, 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 repofis in the governmental funds statements deferred revenues rvhich arise when potential

revenue does not meet both measurable and available criteria for recognition in the current period (in the
govemmenFwide statements rcvenue is recognized as soon as it is eamed regardless ofits availability). Deferred
revenues also arise when resources are received before the Municipalit)' has a legal claim to them or before
applicable eligibility requirements are met (in case of cenain federal expenditure-driven grants if resources are

received before allowable expenditures are incured). In subsequent periods, $'hen 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 follorving: (l) payments of principal and interest on general Iong term debt,

which are recorded as expenditures u,hen 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 b€en accumulated or transferred to the

debt service fund before July I payments are made) (2) vested compensated absences, claims and judgments and

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

liquidated with expendable financial resources (in the govemment-$'ide statements the expense and related

accrual liability for long telm portions ofdebt must be included).
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COMMONWEALTH OF PUf,RTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAI, STATEMENTS

June 30,2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

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

Notes to Financial Statements

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

Required Suoolementarv Information:

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

3. Deposits and intestmenls

Cash and cash equivalents consist of cash on hand. demand deposits and short-term investments with original
maturities ofthree months or less ftom the date ofacquisition. Nonnegotiable certificates ofdeposits rvith original
maturity of more than three months are considered time deposits as required by current standards. The
Municipality follows the pBctice of pooling cash of all funds except for certain Commonwealth's grants,
restricted funds generally held by outside custodians and federal grants. Available pooled cash balance beyond
immediate needs is invested in certificates of deposits. Cash and cash equivalents related to Commonrvealth and
Federal grants (including Common&ealth Legislature Resolutions) are restricted since their use is limited by
applicable agreements or required by larv.

The laws and regulations of the Commonrvealth of Puerto Rico authorize the Municipality to invest only in
obligations of the Commonwealth, obligations of the United States of Americ4 certificates of deposits,
commercial paper, bankers' acceptances, or in pools ofobligations ofthe municipalities ofPuerto Rico. which are
managed by the Govemmental Development Bank for Puerto Rico ("GDB").

4. Restricted assets

Restricted assets are liquid assets rvhich have third-party limitations on their use. Cash and cash equivalents
related to Commonwealth and Federal grants (including Commonrvealth Legislature Resolutions) arc restdcted
since their use is limited by applicable agreements or required by law. Restricted cash rvith fiscal agent in the debt
service fund consists of the undisbursed balance of properg and sales tax collections retained by the
Commonwealth of Puerto Rico which are restricted for the repayment ofthe Municipality's general and special
obligation bonds and notes as established by law. Restricted cash rvith fiscal agent of the other govemmental
funds represent the undisbursed proceeds of certain bonds, loans or grants rvhich are maintained in a cash
custodian account by the GDB or a federal govemment agency.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTE,S TO FINANCIAL STATf,MENTS

June 30,20I2

NOT[, A - SUMMARY OF SIGNIFTCANT ACCOUNTING POLICIES - Continued

5. Receivables ond duelrom go'ernmenlal entities

Receivables are stated net of estimated allowances for uncollectible accounts, which are detemined upon past

collection experience and current economic conditions. Amounts du€ from federal govemment reprcsent amounts

owed to the Municipality for the reimbursement ofexpenditures incuned 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 Rico Department of Treasury (sales to() on the subsequent

fiscal year.

6. Inteiund rcceivables and po)obles

Activities among funds that are representative of lending,&orrorving arrangements outstanding at the end of the
fiscal year are refened to as either "due fronl/to other funds" (i.e., the currertt ponion of int€rfund loans) or

"advances to/from other funds" (i.e., the non-current ponion of interfund loans). All other outstanding balances

among funds are reported as "due from/to other funds".

7. Inventories

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

8. Capilal assets

Capital assets reported in the govemmental 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 infrastructurc assets) as assets that have an individual cost of$1.000 or more and have a useful

life ofone or more years. lnfrastructure assets are capitalized based on a percentage ofthe estimated useful life.
The cost ofnormal maintenance and repairs that do not add to the value ofthe assets or mate ally extend assets

lives are not capitalized. Major outlays for capital assets and improvements are capitalized as prcjects 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 straightJine method over
the following useful lives:

Descriptior!

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

@
20

20-50
l0-50
s-20
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COMMONWEALTH OT PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30, 2012

NOTf, A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

In accordance uith current accounting standards capital assets are reviewed for impairment. Impairment occurs

uhen there is a significant decline in asset service utility due to the occurrence ofa prominent event or change in

circumstances affecting the asset. Current standards provide guidance for accounting and reporting for impairment

and for insurance recoveries.

9. Longlermobligations

Long-term debt and other long-term obligations, rvhich are reported as liabilities in the govemmental activities

column in the Statement ofNet Assets, consist ofgeneral and special obligation bonds, liabilities for compensated

absences, claims andjudgments, and long-term liabilities to other govemmental entities.

l0- Deferred bond issuance costs

Bond issuance costs are reported as defened charges and amortized as required by current standards.

Govemmental fund types recognize bond issuance costs as expenditures during the current period. Thosq issuance

costs, whether or not withheld fiom the actual debt proceeds received, are reported as expenditures in the

appropriate fund.

ll. Compensared absences

The Municipality's employees accumulate vacation, sick leave and compensatory time based on continuous

service. Compensated absences are recorded as a liability if(l)are eamed on the basis of services already

performed by employees, (2) it is probable that rvill 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 2Yz 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 from employment the accumulated vacations are liquidated up to the maximum number ofdays.
Accumulated sick leave, uhich is accrued based on all vesting amounts for which payment is probable, is

liquidated to employees rvith [0 years or more service up to the maximum number ofdays.

The accrual of compensated absences includes estimated payments that are rclated to payroll. The entire

compensated absence liability is reported on the govemment-lvide financial statements. For govemmental fund

financial statements, the current portion of unpaid compensated absences is the amount that is normally expected

to be paid using expendable available financial resources. The non-current portion ofthe liability is not reported.

Pursuant to Law No. I 52 of August 20, 1996 effective July l, 1997 the Municipality is required to pay any excess

ofvacations and sick leave accumulated over 90 days as ofDecember 3l ofeach year. Payments should be made

on or belore March 3l of the lollowing year.

2A



COMMONWEALTH OF PUERTO RJCO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

Jutre 30, 2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

12. Fand balances ond NelA$sets

CASB Statement No. 54, Fund Balance Reponing and Covemmental Fund Type Definitions ("GASB No. 54")
establishes accounting and reporting standards for all govemments that report govemmental funds. It also

establishes criteria for classifying fund balances into specifically defined classifications and clarifies definitions
for govemmental fund types. These classifications comprise a hierarchy based primarily on the exlent to rvhich
the Municipality is bound to observe constraints upon the use ofthe resources reported. The classifications arc as

follorvs:

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

Restricted: Amounts constrained by extemal parties (creditors, grantors, contributors, or laws and

regulations of other govemments), imposed by larv through constitutional provisions or by
enabling legislation. Enabling legislation authorizes the Municipality to assess, levy,
charge or other$ise mandate payment or resources (from extemal resource providers) and

includes a legally enforceable requirement that those resources be used only for the specific
purposes stipulated in the legislation. Legally enforceabiliq means that the Municipality
can be compelled by an external party such as citizens, public interest groups. o. the
judiciary to use rcsources created by enabling legislation only for the purposes specified by
the legislation.

Amounts that can be used only for the specific purposes imposed through formal action
(ordinance or resolution) by consent ofboth the Mayor and the Municipal Legislatu.e, the
highest level of decision-making autho ty for the Municipality. Those committed amounts

cannot be used for an) other purposes unless the highest level ofdecision-making authority
for the Municipality removes or changes the specified use by taking the same type ofaction
(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, u'hich u'ill be subject to the constaint. may be detemined in the

subsequent period.

Amounts intended to be used by the Municipality for specific purposes but do not meet the
criteria to be classified as restricted or commifted. lntent can be expressed by the Mayor or
the Finance Director, the official to shich the Mayor has also delegated the authority to
assign amounts. With the exception ofthe 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.

Committed:

Assigned:

29
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MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

Junc 30, 2012

NoTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Unassigned: Is the residual classification for the general fund and includes all spendable amounts not
restdcted. 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
classification is used only to report a deficit balance resulting for the overspending for
specific purposes for rvhich amounts had been restricted, committed or assigned.

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

amounts rvhen expenditures are incurred for purposes for which amounts in any ofthe unrestricted fund balance

classifications could be used.

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

Invested in
capital assets,

net of related
debt:

Consist ofcapital asset balances net ofaccumulated depreciation and outstanding balances
of any bonds, notes and other borrotlings that are att.ibutable to the acquisition,
construction, or improvement ofthose assets. This category should not include cash that is
restricted to capital asset acquisition or construction (unspent bond proceeds) and any

unamortized debt issue costs.

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

(by creditors, grantors, contributors, or laws and regulations of other governments) or
restrictions imposed by the la$'through constitutional provisions or enabling legislation.

Unrcstricted net Represent net assets that do not meet the definition ofnet assets invested in capital assets,

assets: net of related debt or restricted. Unrestricted assets are often designated to indicate that
management does not consider them to be available for general operations. These types of
constmints are internal and management can remove or modiry them.

13. Intefund lransaclions

The Municipality reports certain transactions as transfers. u'hich 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. Riskfinancing

The Puerto Rico Treasury Department (PRDT) acts as an agent, obtaining and determining the coverage for the
municipalities ofPuerto Rico. The coverage for the Municipality of Hormigueros consists ofprofessional, public
responsibility, property and theft, auto and fidelity bond coverage. Insurance policies costs are allocated by PRDT
among allthe municipalities ofPuerto Rico.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORI}'IGUEROS

NOTES TO FINANCIAL STATEMf,NTS

June 30,2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Contitrued

Payment of the Municipality's insurance premiums is monthly deducted from advances of property tax and
amounts of municipal equalization fund send to the Municipality by the Municipal Revenue Collection Ce[ter
(CRIM). Workers compensation insurance is also deducted fiom the monthly advances by the CRIM. Seftled
cases have not exceeded iosurance coverage for any ofthe past three years.

15- ase of estimotes

The preparation ofthe basic financial statements in accordance with accounting principles generally accepted in
the United States of America rcquires management to make estimates and assumptions that affect the reported
amounts of assets and liabitities and disclosue ofcontingent assets aod liabilities at the date ofthe basic financial
statements and the reported amounts of revenues and expenditures during the reporting period. Actual results
could differ from those estimates.

16- Future adopfion of accounting pronouncernents

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

Statemetrt
To be adopted iD liscal

vear endcd,

60 Accounting artd Financial Reponing for Service Concession
Arangements

6l The Financial Reporting Entity: Omnibus an amendment
ofGASB Statements No. 14 and No. 34

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

63 Financial Reporting of Deferred Ouflows of Resources,
Deferred Inflows ofResources, and Net Position

65 Items Previously Reported as Ass€ts and Liabilitios

66 Technical Corrections-2ol2-an amendment of GASB
Statements No. l0 and No. 62

67 Finarcial Reporting for Pension Plans-an amendment of
GASB Statement No. 25

68 Accounting and Financial R€porting for Pensions-an
amendment of GASB Statement No. 27

June 3Q 2013

June 30,2013

June 30,2013

June 30, 2013

June 30,2014

June 30,2014

June 30,2014

June 30, 2015

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

3l



COMMONWEALTH OF PUERTO RTCO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTE B _ DEPOSITS AND INVESTMENT

l. Deposits

Custodial credit risk is the risk that in the event ofa bank failure, the govemment's deposits may not be retumed
to it. The Municipality maintains cash deposits in commercial and governmental banks located in Puerto Rico.
Under Common$.ealth of Puerto Rico 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 ofTreasury ofPuerto Rico in the Municipality's name.

At year-end, the Municipality's bank balance of deposits in commercial banks amounting to $2,855,635 was
covered by federal depository insurance or by collateral held by the Secretary of Treasury of Puerto Rico in rhe
Municipality's name. Deposits in govemmental banks (all of u,hich are uninsured and uncollateralized), are

exposed to custodial credit risk. At year-end the Municipality's bank balance in govemmental banks amounts to
$3,857,094.

2. Investmenl

The investment held rvith fiscal agent consists of a non-participating investment contract (non-rated guaranteed
investment contract. "GIC"). This represents the investment ofthe undisbursed proceeds ofthe $3,000,000 special
obligation bond under custody ofGDB, the Municipaliq's fiscal agent, pursuant to the bond purchase agreement.
The GIC, with an outstanding balance of$73,335 as ofJune 30,2012, eams interest at a variable rate (.2570 rate
as ofJune 30, 2012) and matures on July 10, 2012. The GtC outstarding balance is valued at cost.

NOTE C _ Rf,Cf,ryABLES - LEASE

The Municipality is a lessor ofa properry, $hich consists ofa building facility, classified as direct financing lease.

The lease term is for tEenty years under a noncancelable lease agrcement. The follorving lists the component ofthe
net investment in direct financing lease as ofJune 30:

Amount
Total minimum lease payments to be received

Less: Unearned income
Net investment in direct financing lease

2013
2014

$ 139,612
(t 1,849)

$ 127,763

At June 30, 2012, minimum lease collections for the succeeding fiscal years are as follows:

Year Amoutrt
$ 82,498

57 ,l 14

$ 139,612
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTf, D - DUE TROM (TO) GOVERNMENTAL f,NTITIES

Amounts due from govemmental entities as ofJune 30, 2012 follows:

Mrior fipd - Gemial fund:
P.R. Electic Power Authority (PREPA)
Mrmicipal Reveoue Collection Center (CRIM) -

property taxes
P.R- Department of Treasury - Ckistsnas bonus

rcimburs€ment
P.R. Deparhnent of Education
P.R Departmeft of Treasury - sales and use taxes-

Municipal Development fimd
Maior tund - CDBG tund:

Office of Commissioner of Municipal Affain
CDBG and CDBG-ARRA

Mrior firnd - Commonweelth I-eqislrture
Resolutiops frind:

Common*ealth Legislative Resolutions
M.ior frlnd - Debt s€rvice frrtrd:
Municipal Revorue Collection Canter (CRIM) -

property taxes
P.R- Department of Treasury - sales and use taxes-

Municipal Redemptior Fmd
Other sovernmcntal trnds:
P.R lnfi,a$ucturc Finarcing Authority (PRIFA)
P.R. Public Order Code
P.R. Citizen Corporation Pogmm
Solid Waste Authority-Environmental

Compliance
Schools Maintenance
Emergency Shelter Gralt Program
P.R. Office of the Ornbudsman for tIrc Elderly

Title UI-D, E and NSIP
P.R. Public Housing Authority
P.R. Departmsnt of labol - t aw No. 52
P.R Department of Health - HOPWA
Others

Com oDweaftb Federel
Govemment Govemoent

$ 563,720 $ -

184,283

165,221
13,200

27,354

608,725

t7-

l4&985

54,077

1,384
r:t29

1,589

280,800
10,673

7,3t7

33,033
- 2,fi5

2t250
- 5497

31,050

-9_________!,4842n_ _S__________-688i2

See note H for detail ofamounts due from Govemmental Entities recorded as defened revenue.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30, 2012

NOTE E - INTERFUND TRANSACTIONS

l. Due from/to other lunds

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

Payable Fund
Maior fund:

CDBG
!!ci@

Debt Service
Other qovern mental funds:

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

$1,027,000 Bond lssuance
Solid Waste Authority-Environmental
Compliance

Emergency Shelter Grant Program
HVP
FTA
HOPWA
Home Carcgivers
Schools Maintenance
Public Order Code
Law 52
Title III
P.R. Infrastructure Filancing Authority
(PRIFA)
Clthers

Total:

2. Transfers in (oai

Transfers among individual funds were made for operational purposes. Transfers includes interest eamed on
restricted cash with fiscal agent in the debt service fund and operating and capital improvement loans in other
govemmental funds which arc transferred to the general fund; and pdncipal and interest payments ofgeneral loDg-

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

Receivable Futrd
General Fund

Amouot

$ 216,133

5,949

14,648
4,932
1,705

44,06

252;120
5,000

31,359
31,192
5,84

42,819
10,673
tt,'t2't
2t,250
33,O32

1,386
7,25'.1

$ 741,650
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

Jun€ 30, 2012

NOTE F- FUND BALANCE - Contirued

2. Fund balance delicia

Certain special funds included in the fund statements disclosed fund balance deficits as follows:

fntrd bahoce -
un ssigned

aBo[nt
Mrior Fuods:

CDBG

Iavadero Sanitary S€wer System

Oth€r Govcmm€nt l Ffirds:
Solid Waste Authority-Environmenbl Compliance
School Maintenafte
Emergency Shelter Grant Program
Tide lII - E
Improvements 1o Del fuo Basketball Court
HOPWA
Others

Brlance

Govemmentar activities: 
Jut l' 20lr ltr'r'as's

Capital assets, not being deprecialed:
Lard$&165,495$163,939
Construction in progess 10,310,004 1264,727

Total caDital assets not being depreciated: 18.475,49 1.428,66

$ 40,104
8,866
7,317

29,434
5,669
2,782
223s

s 96{r

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

NOTEG.CAPITALASSETS

Capital assets and depreciation activity as ofand for the year ended June 30, 2012 is as follows:

Capital assels, b€ing depreciated:
Land improvem€n6
Buildings andbuildingimprovemens
Inftastnrcture
V€hicles, machinery and equipment

Total capital assets being depreciated

I-€ss accumulated depreciation for:
l-and improvements
Buildings and building improvemenb
Inftastructure
Vehicles, machinery and equipment

Total accumulated depreciation

Total capital assets being depreciated, net

Govemmental activities capital ass€ts, net

tlt)6,7M 280,800
27,23234a 3325981
11,781,002 302,814
8,380.709 300,584

48,806,765 42@285

4292m 75,072
8,496,?27 1422s1
6,071254 594,424
5.772.363 504,866

20,769i34 1,917,013

28,037,132 2292212

_s,__!{E!&!qt -g__-l,nqe3!_

Brhtrc!
Decrc{sas J1m30,2012

$ 97,073 $ 8232,361
3,524,1q 8,050,541

3,62t,263 16282902

- 1F87,5O6
- 30,557,435
- 12,089,816
236,546 8,444.747

236,546 52,779,5M

- 50/.362
- 9238,978
- 6,66,078
211,193 6,066,036

2tt.t93 22,475.454

25,353 30,304,050

-$____1,6{$!!_ _!__l65qqesr
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTE G - CAPITAL ASSETS - Contitrued

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

Governmental activities:

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

Totaldepreciationexpense,govemmentalactivities __{___U!Z!]q13

The Municipality entered into agreements rvith agencies and instrumentalities ofthe Commonwealth to perform the

construction of certain inftastructure projects to be ultimately used by those agencies and instrumentalities in their
operations. These capital projects (including land acquired) are funded by the Municipality through grants and\or
Ioan agreements and included as pan of the Municipality's capital assets until construction is completed and

conditions for transfers to the ultimate beneficiaries are met. At that time, they are recorded as an expense in the

statement of activities.

During fiscal year 2003-2004 the Municipality started the construction ofthe 'l-avadero Sanitary Server System," a
projecr performed thrcugh an agreement rvith the Pueno Rico Aqueduct and Se*er Authority ("PRASA"). As of
June 30, 2012 the project's construction is completed and a total amount of$4,830,887 is still included as part ofthe
capital assets ofthe Municipality. The process of transfer ofthe project to PRASA is still not been executed as of
year-end since certain conditions precedent to the transfer are in the process ofbeing completed by the Municipality.

NOTE H . DEFERRED REVENUES _ COVERNMENTAL FUNDS

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

Commonwealth Federal
Government Grants

Maior fund - General fundr
P.R. Electric Power Authority (PREPA)
P.R. Department of Treasury Christmas bonus

reimbursement
Sales and use taxes
Municipal Revenue Collection Center (CRIM) -

property taxes

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

CDBG and CDBG-ARRA
Maior fllnd - Commonwealth f,€sislature

Resolutions fund:
Commonwealth Legislative Resolutions

$ 220,466
765,580
152,954
579,909

12,000
159,469
26,635

$ 563,720 $ -

t65.221
604

184,283
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCTAL STATEMENTS

June 30, 2012

NOTE H - DEFERRED REVENUES - GOVERNMENTAL FUNDS - Continued

Commotrwealth Federal
Govertrment Grants

9tlerysvcE4eEs!..&lbr
P.R. Infrastructure Fhancing Authority

(PRTFA)
P.R. Department of Education - CRE
Solid Waste Authority-Envhonmental

Compliaflce

Emergency Shelter Grant Prograrn
P.R. Department of Housing (PRPHA) - PIH
P.R. D€partment of Health - HOPWA
P.R. Child Care SFNDEC
P.R. D€partment of Family - Titlo III-D and E
P.R. D€partment of Education - Food Program
Others

Brhtrcc st
July l, 20ll D€cr€xses

BrlaDc€ et Due within
JumS),2012 one year

t,386
10,673

28,080
7,317
5,835
5,391
1,684

33,033
6,641

5

$ 953,984 $ 524,124

NOTE I - LONG-TERM DEBT

l. Summary of long- term debt aclivily

The following summarizes activity in long-term debt for the fiscal year €nded June 30, 2012:

General, Special
Obligations Bonds
and Notes

Note payable to CRM-
LtMS

Note payable to CRIM-
financing of
delinquent accounts

Compensat€d absences
Cfuistmas Bonus
Estirnared Landfill

Closing Costs

Payable to CRIM-
property tax a(fuances

Payable to PREPA

$ 15,249,000 $

16,998

$ 1,058,000 $ 14,191,000 $ 993,000

16,998

4,186 - 199
1,290,6@ 265,721 212,524
166,521 207,5M 16[,52t

1,249,&t 31,302

89,858
363,620 681,079 4E0,979

_!__!!!19122_ !__!!2!'60!_ _!_____!x1!22L

3,987
t,343,806

207,5M

1,286,W

89,E58

t9
205,514
207,5M

89,858
s63,720 336,694

!___!2{96l!!_ __$__1,E2,%2_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HOR]I,IIGUf, ROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTE I - LONG-TERM DEBT-Continued

2. General snd special obligalion bonds and notes

The Municipality's outstanding general and special obligation bonds and notes at June 30,2012 amount to
S14,191,000. All these bonds are serviced by the Govemmental Development Bank of Puerto Rico (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. In addition, .2yo of the .57o municipal sales and
use tax 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 has been established for the
bonds and notes at GDB rvith the proceeds of those property and sales and use taxes, whereby sufficient funds
must be set aside in order to cover the projected debt service requirement, before any new bonds are issued.
Principal and interest payments of $690,000 Revenue bonds are made through an "lnterest Bearing Account"
(lBA) maintained by CDB, rvhich is financed rvith proceeds from lessee's rental payments.

Principal and interest paym€nts of certain long term debt issued for operational purposes (special obligation note
of $748,000 and special obligation bonds of $3,000,000 and 5203,000) are made thrcugh u'ithholdings from the
advances of property tax and amounts of municipal equalization fund send to the Municipality by the Municipal
Revenue Collection Center (CRIM). Principal and interest payments of special obligation notes of $305,000;
$139,000; $1,027,000 and $385,000 are made through the "Municipal Redemption Fund (IVU)". A detail ofthe
general and special obligation bo.ds and notes as ofJune 30,2012 follows:

Outstanding
Amollnt

1994 public improvement bonds of $125.000 due in annual installments of
$3,000 to $ 10,000 through January I , 201 9; bearing interest at 5% $

1992 public improvement bonds of $168,000 due in annual installments of
$2,000 to $ I 7,000 through January l, 201 7; bearing interest at 5%

1997 general obligation bonds of $175,000 due ir annual installments of
$5,000 to 15,000 through July l, 2021; bearing interest at rates ranging
fiom 4.865% to 6.560/o (6-040/o at Jtne 30,2O12)

1996 general obligation bonds of $390,000 due in annual installments of
$5,000 to M0,000 through July l, 2020; bearing intercst at rates ranging
frotr, 4.7 \yo to 6.630/0 (6.28 o/o at )tne 3O, 2012)

1999 general obligation bonds of $410,000 due in annual installments of
$5,000 to $35,000 through July I, 2024; bearing interest at rates ranging
from 2.7 OVo to 7 -Blo/o (4.50o/o at JUIte 30, 2Ol2)

2001 general obligation bonds of $425,000 due in annual installments of
$5,000 to $40,000 through July 1,2025; bearing interest at rates ranging
fiom 2.'1iyo to 6.13o/o (4.50% at June 30, 2012)

1999 general obligation bonds of $736,000 due in annual installments of
$ 19,000 to $52,000 through January l, 2024; bearing intercst at 4.'l5yo 490,000

55.000

68,000

r00,000

235.000

295,000

330,000

39



COMMONWEALTH OF PUf,RTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NOTf, I - LONG-TERM DEBT- Continued

1998 general obligation bonds of $983,000 due in annual installments of
$23,000 to $65,000 through Januarl' l, 2024; bearing interest at 4.5olo

2002 general obligation bonds of $1,000,000 due in annual installments of
$21,000 to $65,000 through January l, 2030; bearing interest at 4.50%

2000 general obligation bonds of $1,040.000 due in annual installments of
$27,000 to $76,000 through January l, 2025; bearing interest at 5.l2yo

1997 general obligation bonds of $1,538,000 due in annual installments of
$41,000 to $109,000 through January 1,2022; bearing interest at 4.'15o/o

2004 geneml obligation bonds of $530,000 due in annual installments of
$15,000 to $40,000 through July l, 2024; bearing interest at rates ranging
liom 3.28% to 5.00% (4.73o/o at Jtune 30.2012)

2004 general obligation bonds of $1,355,000 due in annual installments of
$35,000 to $85,000 through July l, 2029; bearing interest at rates ranging
from 3.50% to 5.00% (4.73o/o at Jr.'l,],e 30.2O12)

2005 special obligation notes of $748,000 due in annual installments of
$92,000 to $124,000 through July 1,2012; bearing interest at rates ranging
fiom 1.53% to 6.60% (l.72yo at June 30,2012)

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 4.1'1o/o to 5-31%o (4.73o/o at Jvr,e 30,2012)

2007 gereral obligation bonds of $840,000 due in annual installments of
$10,000 to $75,000 through July l, 2031; bearing interest at rates mnging
fiom l -53o/o to 7 .50yo (1.720/. at June 30,2012)

2007 general obligation notes of $525,000 due in annual installments of
$60,000 to $90,000 through July l, 2014; bearing interest at rates mnging
fiom l -53yo to 7 .50o/. (l -72o/o at llln,e 30,2012\

2008 general obligation notes of S400,000 due in annual installments of
$45,000 to $70,000 through July l, 2014; bearing interest at rates ranging
from l.53vo to 7 -25o/o (1.72o/o at Jl'ne 30,2012)

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 I -53o/o to '7 .50o/o (l -72o/o at June 3O, 2012)

Outstanding
Amount

619,000

821,000

744,000

893,000

400,000

1,085,000

124,000

795,000

770,000

255,000

195,000

390,000
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MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30,2012

NoTE I - LONG-TERM DEBT - Continued

Outstanditrg
Amoutrt

2008 special obligation notes of $305,000 due in annual installments of
$45,000 to $60,000 through July l, 2014; bearing interest at rates ranging
from l.53yoto 7.5oyo (1.720/, at Jurc 30,2012) 165,000

2008 special obligation notes of$139,000 due in annual installments of$2,000
to I 1,000 through July l, 2032; bearing interesl at mtes ranging fiom 1.53%

to 7 .50o/o (l.72yo at June 30,2012) 133,000

2008 special obligation notes of $1,027,000 due in annual installments of
$16,000 to $87,000 through lr y 1,2032; bearing interest at rates ranging
from 1.54o/o to 7.25%o (l.72yo at lune 30,2012) 976,000

2007 special obligation bond of $3,000,000 due in annual installments of
$60,000 to $205,000 through July l, 2032; bearing interest at 5.83yo 2,730,000

2007 special obligation bond of $203,000 due in annual installments of
$14,000 to $27,000 through July l, 2017; bearing interest at rates ranging
from l.53Yo to 7.5lo/o (1.72%o at June 30,2012) 13 8,000

2008 special obligation notes of$385,000 due in annual installments of$5,000
to 30,000 through July l, 2033; bearing interest at rates ranging from 1.53%
to 7.50o/o (1.'12yo at lune 30,2012) 370,000

2010 general obligation bonds of $510,000 due in annual installments of
$35,000 to 65,000 though July l, 2019; bearing interest at 6.50yo 435,000

2010 general obligation bonds of $285,000 due in annual installments of
$5,000 to 25,000 through July l, 2034; bearing interest at 6.50yo 275,O0O

2Ol0 general obligation notes of $160,000 due in annual installments of
$15,000 to 30,000 through July l, 2016; bearing interest at rates ranging
from 6.O0/o to'l .50o/o (6.00% at June 30, 2012) 125,000

2010 municipal obligation notes of $235,000 due in annual installments of
$25,000 10 40,000 through July l, 2016; bearing interest at rates ranging
from 6.00/" ro 6.500/o (6.00% at June 30, 2012) 180,000

S----!3:q{9q-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

June 30, 2012

NOTf, I - LONG-Tf,RM DEBT - Conttuued

Annual requirements to amortize general and special obligation bonds and notes as of June 30, 2012 are as

follows:

June 3O Principal Itrterest

2013
2014
2015
2016
2017

2018-2022
2023-2027
2028-2032
2033-203'7

Totals

3. Aher longlerm liabilities

$ 993,000 $
923,000
970,000
807,000
855,000

3,843,000
2,921,000
2,451,000
428,000 6,800

_$___!,ret,mq_ )____l!622N

708,089
7 t4,tt2
656,4U
610,606
561,627

2,855,296
r,214,250

435,098

Note payable to CRIM (Financing of delinquent accoutrts) - On March

lg,2OO2 the Municipality entered into a financing agreement with the

CzuM in the amount of $158,431 to finance delinquent property tax

accounts sold to private inYestors, under the provision of Law No. 146

of October I l, 2001. The agreement is in the form of a non-revolving

line ofcredit bearing interest of6.5% for the first five years and variable

for the next twenty-five years at 125 points over Londoo Interbank

Offered Rate (LIBOR) and is due on December l, 2032. As described in
Law No. 146, interest payments 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 Iive-year period the loan outstanding

balance was restructured for a twenty-five years period. The amount

will be repaid with unrestricted funds 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, PrirciPal Interest

3,987

2013
2014
2015
2016
2017

2018-2022
2023-2027
2028-2032

Torals

245
232
220
208
195
790
481
l7l

199
199
199
199
r99
997
997
998

s J.987 $ 2542
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NOTES TO FINANCIAL STATEMENTS

Jutre 30,2012

NOTE I - LONG-TERM DEBT - Continued

Competrsated absences - includes accrued vacations, sick leave benelits
and other benefits with similar characteristics such as compensatory

time; reprcsents the Municipality's commitment to fund such costs from
future operations. The amount is paid rvith unrestricted funds

Christmas Bonus - represents the accrued portion corresponding to fiscal
year 2012 of the Christmas bonus to be paid in December 2012 with
unrestricted funds.

Estimated closure and post-closure care costs of Municipal Landfill -
The Municipality orvns 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 J)

Payable to CRIM, property tax advaDces - represents the amount
rcported by CRIM as a result of the settlement of excess of advances

over actual collections of property taxes applicable to fiscal year 2012.

The amount will be repaid $ith unrestricted funds through rvithholdings

from the advances of property tax and amounts of the municipal

equalization fund sent to the Municipality by the Municipal Revenue

Collection Center. (See rclated note K)

Payable to PREPA - As required by Act No. 83 of May 2, l94l the Puerto

Rico Electric Porver Authority ("PREPA') should annually pay to the

Municipalities of Puerto Rico a contribution in lieu of tax ("CELI")
based on certain requirements as specified by the mentioned Act. The

amount of CELI obligation is used by the Municipalities to finance the

annual electric utility expense Pa)ment to PREPA. For fiscal year 2010-

201I the Municipality's annual energr charges amounts to $1,276'196
but the CELI obligation amounted to $595,118. The excess amount of
$681,079 was recorded as a payable and a receivable for the same

amount and will be amortized over a three-year period. As of June 30,

2012 the outstanding amount of$563,720 includes a balance of$109,667
from fiscal year 2010 and is recognized by the Municipality as a

receivable and a liability to PREPA. Debt service requirements in future

vears are as follows:

Jutre 30 Priocipal

1J43,806

207,504

1,286,9(D

89,858

$3,720

2013
2014

Totals

$ 336,694
227.026

-r----!qil2g-
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NOTES TO FINANCIAL STATEMENTS

Jutre 30, 2012

NOTf, J. LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS

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

Municipality to place a final cover on its Iandfill rvhen it stops accepting $aste and perform certain maintenance and

monitoiing 
-functions 

at the landfill site for thirty years after closure. In addition to operating expenses rclated 10

current aciivities ofthe landfill, an expense provision and related liability should be recognized based on the future

closure and post closure carc costs that will be incurred near or after the date the landfill no longer accepts waste.

The Municiiality has performed a study ofthe activities that need to be implemented at the Municipality's landfill

to comply with-appliiable larvs and regulations. As a result of this study, the Municipality has recognized an

estimat;d liability for future closure and post-closue care costs. The recognition of this liability is based on the

amount ofthe landfill used during the year. The estimated liability for landfill closure and post-closure care costs

has a balance of$1,286,909 as ofJune 30,2012, u,hich is based on 58% usage ofthe landfill. It is estimated that an

additional $906,590 rvill 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 culrent 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 th€ lafldfill were acquired as of June 30,

Zdtj. Uo*"u"., the actual cost of closure and post-closure care may be higher due to inflatior, changes in

technology, or changes in landfill la$'s and regulations.

NOTEK-PROPf,RTYTAXES

The Municipal Revenue Collection Center (CRIM) of the Commonrvealth 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;n a retum, which must be filed with the CRIM by May 15 of

euch yea. und is basei on the current value at the date of the assessment. Real propeny is assessed by the CRIM-

The tL is general assessed on January I on all taxable prcperty located rvithin the Municipality and is based on the

current valie existing in the year 1957. For personal property the tax is due with the retum filed on or before May

15. Taxes on real property may be paid on tivo equai installments, J uly I " and January l "' Total ta\ rates in force

as of June tO, ZO1Z ire 7 .03"/o for personal property and g.O3yo for real property. The distribution of these rates

follows:

Desq!p!!9n '-
Basic property tax rate, which is apprcpriated for general

purposes and accounted in the Municipality's general

fi-rnd

Percent that belongs to the Commonrvealth's debt service

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

Total tax late
Discount $anted by law to the taxpayets but reimbursed to

the Municipality by the P.R Treasury Department

Total percent to be paid by ta\payers

Personal Rcal
Propcrty Property

4.00./. 6.0tr/o

t .03"/o t .O3Yo

2.00% 2.000/0
'7.03"/. 9.030/.

(.2ff/o\ (.2V/o)

6.830/1 8.83Yo
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NOTES TO FINANCIAI, STATEMENTS

June 30,2012

NOTf, K - PROPf,RTY TAXES-Cotrtinued

Residential real property occupied by its orvner is exempt by lau'fiom propeny taxes on the first $15,000 ofthe
assessed value. For such exempted amounts. the Puerto Rico Department ofTreasury assumes payment ofthe basic
tax to the Municipality, except for residential units assessed at less than $3,500 on rvhich a complete exemption is

granted. Revenue related to exempt property is recorded in the General Fund. The Municipality grants a complete

exemption from personal property taxes up to an assessment value of $50.000 to retailers with annual net sales of
less than $150.000.

The CRIM advances funds to the Municipality based on an estimate of special govemmental subsidies and the
property taxes to be levied and u,hich are collected in subsequent periods. This distribution includes advances of
property tax and amounts of municipal equalization fund from the Commonwealth govemment. The CRIM is
required by law to prepare a senlement statement on a fiscal year basis, rvhereby a comparison is made betrveen the
amounts advanced to the Municipality and amounts actually collected from taxpayers. The CRIM preparcs a

preliminary seftlement not later than three monlhs 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 201I remains as current portion ofother long-term debt in the govemment wide

financial statements since it rvillbe paid rvith cunent available financial resources.

On June 16,20ll the Commonrvealth's Legislature approved Act No. 94 rvhich established an incentive plan
(amnesty) for the payment of property tax debts. The Act. applicable to fiscal periods 2010-2011 and before,

provided participants a 1007o u'aiver on interest and penalties and a 50o% waiver over principal debt in excess of l0
years. Funds will be collected by the CRIM and remitted to the Municipalities. During the year 201l-2012 amnesty

collections of$19.709 were recorded in the debt service fund.

NOTE L . MUNICIPAL LICENSE TAXES

Municipal License taxes are assessed anllually by the Municipality to all organizations or entities subject to the tax

doing business in the Municipality's location except for entities totally or partially exempt pursuant to certain

Commonwealth's statutes. This tax is based generally on volume ofbusiness or gross sales as shown in a tax retum

that should be submitted on or about April 15. During the Fiscal year ended June 30, 2012 the tax rates were as

follows:

t Financial business - l.50yo ofgross revenues
r Other organizations - .507o ofgross revenues

The tax is due in trro equal installments on July I and January I ofeach fiscal year. Tax revenue is recognized at

that moment by the Municipality. A discount of57o is allorved when full payment is made on or before April l5-

Municipal license tares collected prior to June 30 but pertaining to the next fiscal year in the amount of$1,025,084
is recorded as deferred revenues. Additional deferred revenue of$130,45t represents receivable from prior years not

available to be recorded as general fund revenues. Total deferred revenue amounts to $1,155,535.
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NOTES TO FINANCIAL STATEMf,NTS

June 30,2012

NOTE M - SALES AND USf, TAXES

On July 4, 2006 the Commonrealth Legislatu.e approved Act No. I l7 ("Act I 17") ivhich amends the Puerto Rico

Intemal Revenue Code of 1994 to provide, among other things, for a sales and use tax of5.57o to be imposed by the

Commonwealth Govemment. Act I l7 also authorizes each municipal govemment 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 Commonuealth's sales and use ta)(.

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

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

and limitations contained in Subtitle BB ofthe Code. The municipal sales and use tax is specifically imposed over

all sales transactions of taxable items and combined transactioos (as defined by the municipal intemal regulation)

taken place within municipal limits. The municipal sales and use tax is also specificallf imposed over the purchase

price for the use: storage or consumption of taxable transactions (as defined by the municipal intemal regulation)

iaken place u,ithin Municipal limits. The Municipal Legislature approved the imposition ofthe municipal sales and

use tax on November l. 2006 with Ordinance No. 22 Series 2006-2007, elTective on November [5, 2006.

on July 29, 2007 the commonirealth Legislature approved Act No. 80 ("Act 80") uhich amends Act No. I 17 of
July 4, 2006 to impose to all the Municipalities of Puerto Rico a uniform municipal sales and use tax of 1.59lo.

Effective August t,2007, 1"/o ofrhe 1.5% is collected by the Municipalities and the rcmaining .5% of the 1.5% is

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

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

follows:

..2yooflhe.5%uillbedepositedina"MunicipalDevelopmentFund"tofinancecostsasrestrictedbythe
Act,
. .2o/o of the.5% will be deposited in a "Municipal Redemption Fund" to finance loans to Municipalities

subject to restrictions imposed by the Act and,
. .lyo of the .5% rvill be deposited in a "Municipal Improvement Fund" to finance capital improvement

projects; these funds will be distributed based on Iegislation from the commonuealth's Legislature

The Municipal Legislature approved an amendment to Municipal Ordinance No. 22 Series 2006-2007 to conform to

dispositions ofAct 80.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMf,NTS

June 30,2012

NOTE M - SALES AND USE TAXES - Contitrued

Individuals, organizations and entities subject to collect the municipal sales and use tax must file a tax retum to the

Municipality. The tax is due the lOd day of each month based on the tax collected in the preceding month. A total

$l16,514 sal€s and use tax receivable represents the tax collected on June by individuals, orgadzations and entities

but reporred and paid to the Municipality on or before July 20, net of uncollectible accounts; 527,354 and $54,077

represents amounts of "Municipal Development Fund" and "Municipal Redemption Fund", respectively, collected

on June by individuals, organizations and entities bul paid by the PRDT subsequent to June 30.

NOTE N - INTERGOVERNMENTAL REVENUES

Intergovemmental revenues in the General Fund are comprised ofthe following:

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

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

Bonus reimbursement
Other intergovemmental revcnues

NOTEO-RETIRf,MENTPLAN

$ 3,496,776

|,99t,964

154,901
87,721

s____-l3r362

l. PIan de$cription

Regular employees ofthe Municipality contribute to a cost-sharing multiple employer defined benefit retirement

plan, administered by rhe Employee's Retirement System of the Covemment of Pueno Rico and its
Instrumentalities (ERS). ERS covels all regular full-time public employees working for the central govemment,

the municipalities of Puerto Rico and certain public corporations not having their orvn retirement systems. The

system provides retirement pensions, death and disability benefits.

Retircment benefits depend upon age at retirement and number of years ofcredited service. Disability retirement

benefits are available to members of occupational and no occupational disabitities. Benefits vest after ten years of
plan participation. The system was created under Act,147 approved on May 15, 1951, as amended, and became

effective on January 1, 1952. Retirement benefits are determined by the application of stipulated benefit ratios to

the member's average compensation. Average compensation is computed based on the highest 36 months of
compensation recognized by ERS. The annuity, for which a plan member is eligible, is limited to a minimum of
$200 per month and a ma,ximum of757o ofthe average compensation. ERS issues a publicly financial report that

includes {inancial stateme.ts 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 TINANCIAL STATEMENTS

June 30, 2012

NOTE O - R.ETIREMENT PLAN - CoDtinued

Law No. 305 of September 24, 1999 ameoded Act No.447 of l95l and was enacted with the purpose of
establishing a ne\. pension program (system 2000). The new pension program became effective on January l,
2000. Emplol'ees participating in the current system as of December 31. 1999 may elect either to stay in the

defined benefit plan or transfer to the ne\y program. Persons joining the govemment on or after January l, 2000

will only be allorved to become membe$ ofthe nerv program.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. There will be a pool of
pension assets, rvhich rvill be invested by the System, together with those of the cunent defined benefit plan.

Benefits at retirement age rvill not be guaranteed by the State govemment and rvill be subjected to the total

accumulated balance ofthe savings account. The annuity uill be based on a formula, *'hich assumes that each

year the employee's contribution (with a minimum of 8.275% ofthe employee's salary up to a maximum of l0olo)

will be invested in an account rvhich rvill either: (l) earn a fixed rate based on the t$o-year Constant Maturity

Treasury Note or, (2) eam a rate equal to 75yo of the retum of the System's investment portfolio (net of
management fees), or (3) eam a combination ofboth altematives. lfthe savings account balance is $10,000 or less

at time of retircment, the balance $,ill be distributed by the System to the paiicipant as a lump sum. Participants

receive periodic account statements similar to those ofdefined contribution plans showing their accrued balances.

Disability pensions have not been granted under the nelv program. The employer contributions (9-275o/o of the

employee's salary) u,ill be used to fund the current plan. Under System 2000 the rctirement age is reduced from

65 years to 60 for those employees who joined the current plan on or after Ap l l, 1990.

2. Funding policy

Act 447, as amended, is the authority under rvhich obligations to contribute to the Plan by the Plan members,

employers and other contributing entities are established or may be amended. Plar members are required to

"ont 
ibut" 5.775% of gross salary up to $6,600 plus 8.275o/o of gloss salary in excess of $6,600 except for the

Mayor or employee under a supplementation plan, rvhich contributes 8.275% of gross salary. The Municipality is

required to contribute 10.275% of gross salary.

The Municipality's actual contribution for the current and the previous two fiscal years, which is equal to the

required contribution, follows:

Fiscal year endcd: Law No. 447 System 2000

2012

20ll
2010

$ 155,7M $ 191,786

s 169.857 $ 189.991

$ 162.034 $ 181,676
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO FINANCIAL STATEMENTS

Jutre 30,2012

NOTE P - POSTEMPLOYMENT BENETITS

ln addition to the pension benefits described in Note O, the Municipality is required to cover annually the 3oZ

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 Govemment. Those Special Laws granted increases in pensions and other benefits to retired

employees of the Municipality such as medicines bonus, Christmas bonus and death benefits. For the fiscal year

20i2, 
-costs 

related to these post employment benefits amounted to $108,t24. These benefits are recorded as

expenditures in the general fund.

NOTE Q - COMMITMENTS

I - Operuting leases

Thc Municipality leases office equipment under operatiflg lease agreements, which generally have terms of one

year or lesi and are automatically renewed for the same terms. Rental expenses amounted to $152,184.

Management believes that the summary of the future minimum rental commitments utrder non-cancelable

operating leases with terms exceeding one year is not significant.

2- Con$tructiofl

The Municipality has commitments at June 30, 2012 of$1,409,460 for conskuction, improvements or renovation

of certain municipal facilities.

3. Encumbrances

As of June 30,2012 the Municipality has encumbrances outstanding totaling S112,355 which represent the

estimatd amount of expenditures required to complete contracts, purchase orders and other commitments in

process of completion at fiscal year-end. As required by current standards, outstanding encumbrances as of June

iO, 2012 are reponed as assigned amounts in the general fund. Purpose classification follows:

Purpose
Generel Fuod-

assigned

General public works and sanitation
Public safety
Culture ard rccreation
Housing welfare and communitY
develoFnent
Health
General govemment and olher purposes

$ 52,099
292

1,698

2,157
351

55,758

$ I12J55

Fund balance of major and other govemmental funds (special revenue, capital project and debt service fund, is

classified as restricGd, some or all of which may be encumbered. Encumbrances of restricted fuod balance are

nor repofted separately fiom this classification because the encumbrance does not further restrict the purpose for

which the resources may be used.
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OOMMONWEAL'TE OF PI'ERTO RICO
MUMCIPALITY OT EONMIGT'EROS

NOTES TO FINANCIAL STATEMENN

Jurc 30' 2012

NOTE R - CONTINGENCIIS

l. FdcJol ondcfit onvcobh gron,s

projects financ€d by Federal ad Commonwealth Granls are subject to andits by grantors md o$rer governmenral

agarcies in order 
-to 

determine rhat tbe erpeoditur€s comply vith the conditions of slrch grants. It is the

fiunicipality's opinion that no additional material ml€corded liabilities will arise Aom audia pr€viously

performed or to be performed.

2. Liirgtuns

Tk Municipality is, at prcsent, a defendant in a number of legal cases that arise in the ordinay course of the

Municipolity's activities. Therc ue cases r{hereby the Municipality is a riefendant or codefendant that wiu be

*n91ai by 
-i^,rrarr"", 

certain cases whereby the legat counsel has not determined an orscome and other cases that

will not be covercd by insurance. Howwer, it is the opinion ofthe Muicipatity and the tegal counsels tha! based

on their experierce, 511ch actions and tie potential liabilities witl noi inpair the Muicipality's financial positiott"
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO REQUIRED SUPPLEMENTARY INTORMATION -
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

June 30,2012

NOTE A - BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

The Municipal budget is prepared for the General Fund follorving the rcquirements ofthe Auto.omous Municipal

Laiv of 198i, as amended. It is developed utilizing elements of perfomance-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 prcpared.

Budget amendments are approved by the Municipal Legislature. Ce ain budget transfers within the limitations and

restrictions of the Municipal Larv can be approved by the Mayor or by the Municipal Legislature. The budget

comparison schedule provides information about the o ginal budget, the amended budget and the actual results,

under the budgetary basis ofaccounting.

The budgetary basis ofaccounting is different from GAAP. Revenues are generally recorded when cash is received

and expenditures are generully recorded rvhen the related expenditure is incured or encumbered. The encumbrances

(that is, purchase orders and contracts) are considered expenditures rvhen a commitment is made. On a GAAP basis

encumbiances outstanding at year- end are reported in the govemmental 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.

Th€ presentation of the budgetary data excludes other appropriations such as capital projects, debt service and

special revenue funds because projects are funded on a multi-year nature, generally requiring several years to

complete or effective budgetary control is altematively achieved though general obligatio. bond indentures and

legal and conlractual grant agreement provisions.

NOTE B - BUDGET READJUSTMENT

The budgetary comparison schedule - general fund present a fund balance readjustment of$417,501. This represents

a readlustment ofcurrent year budget with prior year's budgetary surpluses, approved by the Municipal Legislature.

NOTf, C . BUDGET TO GAAP RECONCILIATION

The accompanying budgetary comparison schedule presents comparisons of the original and final legally adopted

budget with aitual data on a budgetary basis. Since accounting principles applied for the purposes of developing

dation 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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COMMONWEALTII OF PIIf,RTO RICO
MI]IYICIPALITY OF HORMIGI]EROS

NOTES TO REQI]IRED SI'PPLEMENTARY INFORMATION -

BI]DGETARY COMPARISON SCIIEDULE - GEIIERAL FI'NI)

June 30' 2012

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 expenditures for financial reporting

Non-budgeted transfers in

Non-budgeted transfers out

Basis of accounting dilferences:

Revenues recorded for financial reporting purposes but not in budgetary basis

Revenues recorded in budgetary basis but not for financial reporting purposes

Readjustment from prior year fund balance recorded for budgetary basis purposes

but not in financial reporting

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)

270,453

230,431

(897,1l6)

500,000

(r73,313)

641,495

(156,846)

(417,s01)

283,851

(s60,920)

36,506

(103,2s7)

$ (346217)
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CO}I]\TO\\\'f,ALTH OF PTIERTO RICO
TtT'\ICIPALITY OF HOR\IIGT'EROS

ST'PPLE\,E]\TAR}' I\FORTIATIO\ - FI\A\CI,{L D-{TA SCHEDTILf,

BAL-A.\CE SHEf,T A\D ST.A.TE\rENT OF R[\'E\1'ES A\.-D EXPE\-SES IN-FORIIATION
JU\f, 30,2012

142 PreDaid E\pcnses and Otier Assets s

144 Inter nrosram - due from s

150 Total Current Assets s 105-,161

164 Fumiture. eouioment and machinen - adminisfation $ t9-872

166 A..',hrl^ied d.nre.irrion $ 09.808)

160 fotal caDital assets. rlet ofaccumulated depreciation s 61

312 Accounts navable <= 90 davs { 7 824

322 Accnred comDensated absences - curent Dortion $ 1 466

Br - 030 Acconnts nalahle - HIID PHA oro$ams - Other

332 Accounts Pavable - PHA Proiects $ t 0-184

333 Accounts oavable - other sovemment 9-987

141 lenant securitY deDosits

342 Deferred revenue

345 oiher cunent liabilities s 1-479

341 Inter-nrosram - dne to q 31 359

348 oan l iahilih'- current

310 Total Current Liabilities s 68,299

353 ,lon-cunent liabilities - other 1.399

354 A..n,ed.ohnensated rhsence\ - non current 8.625

3s0 Toicl \nn-.nrrenr Lirhiliri.r s 10,024

t4.371

Litrc IteE| No. D.scription
Eo{sing Cioi.!

Vo!chcrs
Bd.rce She.t

lll Cash - rnrerrricied $ 66.266

I t:l ash - other reslricted $ 26.410

r00 Total cash s 92,676

121 Accounts receivable - PIIA Droiects 12.376

t22 AccounLs receivable - HUD otherDroiects 58

125 Accounts receivable - miscellaneous
126.2 AIlowance for dorrhtfrrl accounts - other

128 Fraud rccoven 351

t28 I Allo$ance for dorrhtfirl accounts - fraud

r20 Tnral recei(ahles net ofallo\vance for doubtful accounis s t2.785

508.1 l*..t.d in Caoital Assets. Net ofRelated Debl s 64

5t I l estricted Net Assets $ I2-t78
512.1 I Iflrestricled Net Assels $ 14.960

513 Totrl Eonitv^i€t Asscts s 27,202

Itrcoee StateBrant
70600-010 Housins assistance Davments 501.138

70600-020 Onsoins administrative fees eamed 691'.79

70600-070 Admin lee calculation description
70600 HflD PIL{ oDerating grants s 570.317
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

SUPPLEMENTARY INFORMATION - FINANCIAL DATA SCHEDULE

BALANCE SHEET AND STATEIIIENT OF REVENUES AND EXPENSES INFORMATION
JUNE 30,20r2

9t t00 Administrative sala es $ 72.310

9t200 Auditins fees
q 5.000

91500 EmDloYee benefit contributions- administrative $ 21.390

9t600 OlIce e\penses $ 9.837

9r 800 Iravel s 477

91000 Totrl ODeratins - Administrative s 109.014

962t0 Comoensated absences S 4.269

96600 Rad deht - other s 897

96000 Total Other General Expenses $ s,166

97300-020 Home-Orrnership .$ 2.481

97300-050 All Other $ 526,070

97i00 Housins assistance DaYments $ s28.55r

97350 HAP Portability-in $ 42.628

97400 Denreciation exDense s 164

s7s00 Fraud losses

900 Total Expetrses s 68s.523

| 97000 lErcess Revenue Over Operating Expetrses I $ sz5.ll5 |

1,1871

Line It m No. Descripti,otr
Eollsing Choice

vsrchals
hcone Statcmcrt

7r r 00-0t0 Ilousine Assistance PaYment s

7l100-020 Administrative Fee

7l 100 Inw..tment in.nmp - nnrestrirted q

7 t400-010 Housing Assistance Pa!ment s

7r400-020 Administrative Fee

71400 Fraud rccoverv q

71500 a)ther revenue $ 68.988

7r 600 Gain or loss on the sale ofcaoital assets

72000-010 Housine Assistance Par ment
72000-020 Administrative Fee

72000 lnveslmPni incom€ - restricled s

700 Total Rev€nue s 639.305

11030 Resinnins eouitv s 73.420

r 1040-010 Prior neriod adiustments and conection oferrors - Editable
I 1040 Prior neriod adiustments. equity transfers. aDd correction oferrors s

r t770-001 Administrative Fee Equil\' - Beginning Balance $ 33.829

170-010 AdministraTive Fee Revenue s 69.179

11170-020 Ilard to House Fee Revenue $

I I t70-021 FSS Coordinator Grant
1 r r 70-030 Audit Costs
I I I 70-0,10 In!estment Income

r | 70-045 Fraud Recoven Revenue

r 70-050 Other Revenuc s 68.988
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

SI]PPI,EMENTARY INFORMATION - FINANCIAL DATA SCHEDULE

BALANCE SHEET AND STATf,MENT OF REVENUES AND EXPENSES INFORMATION
JUNE 30, 20I2

r,LA71

Lb! Itcm No. DcscriptioD
Iloushg Choicc

Vouchal!

I I t70-051 Comment For Other Revenue

This amount coresPonds

to the administrative fees

eamed on the portabilit)'
in vouchers administered

by the Municipality
($4,717) plus the

reimbursement

received fiom the initial
PHA5 ofthe rLAP renl

pa) ments made on behal I

of the portabilit)'in units

during I l -12 (542,628);

FSS salaries

reimbursement received

from another

Municipalitl ($15,080);

and FSS forfeitures
($6,563)

170-060 Total Admin Fee Revenues s 138.167

I I170-080 Total Oneratins ExDenses s 114.180

r | 170-090 Depreciation s 164

170-095 Housine Assistance Portabilitv In $ 42,628

I I 170-100 Other ExDenses

1 1 170-101 Comment For Other Expense

t70-ll0 Total Expenses s 156.972

I I 170-002 Net Administrative Fee $ fl 8.805)

I I 170-003 Administrative Fee Eouit\'- Endins Balance q r 5.024

| 170 Administrative Fee EouitY $ 15,024

1 I t80-001 I'lousins Assistance Pavments E0uity - Beginning Balance q 39.591

r r R0-0t0 Housing Assistance Payments Revenues s 50r.138

I l 180-015 Fraud Recoven' Revenue
r I t80-020 Other Revenue

I I r 80-021 Comment For Other Re\enue

180-025 In\.estment lncome
l l 180-030 Total HAP Revenues $ 501.138

I I t80-080 Housins Assistance Pavments s 528.551

I I 180-100 Total Housins Assistancc PaYments Expenses s 528.551

I I 180-002 Net Housins Assistance Pa)ments s (27.413)

r I 180-003 Housins Assistance Pavments E0uit\'- Ending Balance q r 2.178

180 Housins Assistance Paymeots f, quitv s 12-178

I I 190-2t 0 Total ACC HCV Units 1.231

190 llnil Months Available 1,23r

l, t2t0 Unit Months Leased 1.216

The accompan) ing notes are arl integral part ofthis schedule.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO SUPPLEMENTARY INFORMATION . FINANCIAL DATA SCHEDULE

June 30, 2012

NOTE A - BASIS OF PRESENTATION

The accompanying financial data schedule (FDs) is a trial balance of the section 8 Housing choice voucher

frog.a- admln;ste-.ed by the Municipality. The FDS was created in order to standardize the financial information

."pirt"d by public Houiing Aurhorities (PHA) to the Real Estate Assessment Center (REAC), as required by the

Uniform Flnancial Reporting Standards (UFRS). REAC is the US Department ofHousing and Urbar Development

(HUD) national management center created to assess the condition of HUD owned and assisted properties. The

i.f nS-*" rules to im;lement requirements of 24 CFR, Part 5, Subpart H, for the electronic filing of financial

information to HUD.

In accordance with the guidelines for reporting and attestation requirements of UFRS, the accompanying FDS is

included as information supplementary to the financial statements. It was preparcd using the accrual basis of
accounting, as required by REAC regulations.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

In accordance with the guidclines for reporting and attestation Iequirements of UFRS, the accomPanying FDS is

included as information supplementary io the financial statements. It was preparcd using the accrual basis of
accounting, as required by REAC regulations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

June 30,2012

NOTE A _ BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Arvards includes the federal grant activity of the

Municipality under programs ofthe fedeml govemment for the year ended June 30. 2012. The information in this

schedule is prcsented in accordance with the requircments of OMB Circular 4-133, Audits of States, Local

Goyernments and Nonprofit Oryanizalions. Therefore, some amounts presented in this schedule may differ from 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 the financial

position and changes in net assets ofthe Municipality.

NOTE B _ SUMMARY OF SIGNTFICANT ACCOUNTING POLICIES

Expenditures rcported on the Schedule are reported on the modified accrual basis ofaccounting. except for Section 8

Uousing Choice Voucher Program (HCV) and Public and lndian Housing (PIH). Expenditures are recognized rvhen

the relaied liability is incurred follorving the cost principles contained in OMB Circular A-87. Cost Principles for
Stale, Local and Indian Tribal Governmen s, wherein certain types of expenditures are not allowable or are limited

as to reimbursement. Expenditures for HCV and PIH Programs are reported on a statutory basis as required by the

U.S. Department of Housing and Urban Development. Such expenditures should equal the net ACC subsidy for the

PHA's fiscal period.

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

digits identify 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 a$ ards to the Municipality, knorvn as "pass-through awards",

should be treated by the Municipality as though they were received directly from the federal govemment. OMB

Circular ,{-133 requires the schedule to include the name of the pass-through entity and the identirying number

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

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

NOTE C _ RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF

EXPENDITURES OF FEDERAL AWARDS TO THE EXPENDITURES PRESf,NTED IN THf, BASIC

FINANCIAL STATEMENTS

Descriptioo

Commurity
Development Block

Gratrt Program
Fund

Other
Gov€mmenlal

Funds
$ 17,827

26,212
'1,3t 7

10.558 $
14.238
14.231
14.224
14.871

ARRA I4.255
14.241

ARRA - 14.262
14.850
20.507
81.128
93-043

1,010,981

25,765
570,311

48,465
12,855

158,907
133,934

14,000
4,493
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COMMONWEAL'TE OF PT'ERTO RICO
MUMCIPALITY OF EORMIGUEROS

NOTES TO SCEEDULE OF EXPENDITT'RES OF FEDERAL AWARDS

ft.nc 30, 2012

NOTE C - RECONCIIIATION OF EXPENDITI'RES PRF^SENTED IN TEE SCEEDULE OT
EXPENDITURDS OF TEDERAL AWARDS TO lEE EXPEN'DITURES PRDSENTED IN TIIE BASIC
FINANCIAL STATEMENTS - Cont

Conmurity
D.ryGloeD.trt Block othcr
Gn.t Prugrao Gwcrtrocitd

Irc.criotio.

-052
93.053

575
Total ftderd altrds
erAerdihr€s:
Additi@al mormt rEonded
as erpenditres t!"d€r
Dodified @ual bosis for
Sectioo 8 HCV Progrm:
Total nmftderol arvads
€r$€ndituls:
Total oe€odib[€s, frDd
staterHts:

tr[trd

32,161
25,830

124333

r,3,6,6st

tlo,173

1,27,5D.

_t________w1916_3 r.l):16.7,15
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VALDES, GARCIA, MARIN & MARIINEZ,
CERTIFIED PUBI-IC ACCOUNIANYS AND CONSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECT'ON

P.O. Box 364431
SAN JUAN, P.R. m9364a31

LLP

TELEPHoNE: (787) 725. I 6l(rcr
'f ELEF NT : l7 87 | 7 2 I -27 95

REPORT ON INTERNAI CONTROL OIIER FINANCIAL Rf,PORTINC AIYD ON COMPLIANCE
A.IYD OTEER MATTERS BASED ON AN AUDM OF NNANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WTTE GO WRNMENT AT]DITING ST,4NDARDS

To the Honorsbl€ Mayor
Ard MeEbers of the Mtrtrtchal Legislstue

Mu cipality of Hormigueros
Eormigueros, Puerto Rico

We have audited the financial stateme s of the govemmental activities, each major fui14 and the aggrcgate
reuaiuiug frrnd idormatior of Municipality of Hormiguuos (the Mudcipality), as of aod for th€ year ended June
30, 2012, which collectively comprise the Muricipality's basic financial Btateme s ard have issued our Eport
thereon dated Marcb 25, 2013. We cotrducted our audit in accordance with auditing staudards generally accepted in
the Uoited States of Am€rica and the standards applicable to fnaacial audits co ained iD. Goventnent Auditing
.9randards issued tiy &e Comptroller General of the Udt€d States-

Internal CbnEol Over Financirl Reporting

MaDagement of the Mmicipal-ity is respotrsible for est8btishing and maintaining effective futernal control ov€r
fiuncial reporting. Io plaming dad performing ow audit, we considered fie Mudcipality's intcmal conhol over
fiaancial reporting as a basis for designing our euditing proc€dures for the purpose of expressing our opinions on the
finarcial statemenB, but not fol the prlpose of expressirg an opiuiou on ttre eff€ctiveness of the Mrmicipality's
internal conrrol over finsrcial reprting. Accordingly, we do oot express an opinion on the effectiveuess of tle
Muuicipality's intemal control over finaacial reporting.

A, deficiency in internal control exists whe! th€ design or operation of a control does trot allow management or
eryloyees, in the norrnal course of performing their assigned fuactiotrs, to prevenq or detect aud correcl
mbstatements on a timely basis- A material urealoress is a deficiency, or a combinatioo of deficiencies, in intemal
control such that thed€ is a reasonable possibility that a Eaterial misstatemdnt of the entit),'s financial staGmeots will
uot bE prevEuted, or detected and coEocteq on a timely basis.

Our consideration of intemal contol over fimncial reporting was for the limited purpose described in the first
paragraph ofthis sectioa snd was not d€€igned to identi! all deficieocies in int€roal control over financial reporting
rhat mighr be deficiencies, significant deficieocies, or material wealoess€s. We did rct ideotifr any deficiencias in
i[ternal cootlol ovfl financial reporting that we consider to be material wealaesses, as defined previously-

Compliatrce alrd Other Metters

As lrart of obtafuing reasorable assuraf,ce about whether the Municipality's finaflcial statements are fiee of oaterial
misstatemen! u/E performed tesls of its compliance with certain provisions of laws, regulatiors, cotrtracts, aDd grant
agrEements, noncompliance witl which could hive a direct and naterial effect ol1 the d€terminatim of financial
statemeDt amounts- However, providing an opinion on coryliance $'ith those provi$iotrs w6 not an objective of our
audit and, accordingly, we do trot exprcss such an opiaion" The resuls of our t€sts disclosed no iostances of
ooncompliance or other matters tbat are rcquired to be reported udel Goverwnent Auditing Standards.
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VALDES, GARCIA , MARIN & MARIINEZ, LLP
CERTTFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

MEMBER OF tHE AICPA PFIVATE COMPANIES PRACTICE SECTION

P.o. Box 354a31
SaN JuaN, P.R. 00936-4831

TELEPHoNE: {7a7) 725-16@
feLEFt t (787172l-2195

REPORT ON COMPLIANCE WTflI REQI'IREhIENTS TEAT COT'LD EAVE A DIRECT ANI)
MATARIAL EFF'ECT ON EACE MA,IOR PROGRAM AND ON INTERNAL CONTROL OVER

COMPLIANCE IN ACCORDANCf,, WTTE OMB CIRCTJLAR A-I33

To the Eonorable Mayor
And Members of the Mudcipal Legislature

Munlcipali ty of Eormigueros
Hormigueros, Puerto Rico

Compliauce

We have audiled tbe Mrmicipality of HorEigueros' (the Mudcipality) compliance with th€ q/p€s of coopliauce
requireuents describrA in the OMB Cirqlar A-133 Compliance Supplemer, that could havo a dircct aod matsrial
€ffe{t otr each of tle Municipality's major federal programs for th€ year ended run€ 30, 2012. The Municipaliry's
major federal prograos arc ideotified in the sumurary of auditor's results sectiou of the accompanying schedule of
fiadings and questioned costs. Complianc€ with the requirements of laws, regulations, contnots, and gratrts
applicable m each of its uajor federal programs is the responsibility of the Municipality's managenont, Our
respo$ibility is to express an opinion on the Muaicipality's compliaac.e based on our audit

We conducted our audit of compliance in accordance with auditing standards geaerally accepted in the Utrit€d States
of Americ4 the standards applicable to fimncial audits contained iu Govemment Auditing Standards, issued by the
Cotrrptoller Gercral ofthe United States; and OMB Circular A-133, Audits of States, Local Ganenatents, otd Non-
Proft Organizatiotts. Those staadards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assuratrce about whether noncoqliaoce with the t,?€s of coqliance requiremeots referred to above
tbat could have a direct and Eaterial effect on a major fedeml program occurred. An audit includes examining on a
t€st basis, evidence about the Municipality's coryliance with those requirements and performing such oiler
procedures as we coisidered nec€ssary ill thc cilc.umatarces. We believE that our audit provides a reasouable basis
for ow opinion- Our audit does not provide a legal determination of the Municipality's compliance with those
requiremeats.

In our opioioo, the Municipality complied, in all oatetial respects, with the compliauce requircmeuts rcferred to
above tbat could bave I direct and material effect on e€ch of its major federal programs for the year ended June 30,
2012.

InterBal CoDhol OYer Conpliance

Managemetrt of the Municipality is responsible for establfuhing and maintaining eEective iatemal control over
compliance with the requirements of laws, regulatiors, coltracts, alld gatrts applicable to &dera! proga.os. In
plenning and performiag our audiq we considered the Mrmicipality's intemal coutrol over compliance with the
requirem€nts that could have a dircct and malsrial effect or a major federal program to determhc the auditing
procedures for the purpose of expressing our opinion on compli&nc€ and to test atrd report on irtslal co(ro[ over
compliance in accordance with OMB Circular A-133, but Dot for thc purpose of expressing an opiaion on th€
effectivercss of intemal control over coryliance. Accordingly, we do not express an opioioo oo the efectiveness of
the Mulnicipality's intemal cotrtrol over corylianc€.

A deficiency in iniernal control over compliance exists when the design or operation of a co[tsol over compliance
does trot allov Eatugemerlt or employees, iq the nonnal couGe of performing their assigned fimctiotrs, to prcvert,
or detect aod cor€ot, noncompliance with a t]?e of coDpliance rcquirement of a Heral program on a timely basis.
A maleriql l,,Ealovss it intemal cor,lrol oyer cofipliance is a deliciencn or combioation of deficienci*, in htemal
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c,ootol ov€r coryliarco, such that tbrE is a reasonable possibility thar matsial noncoqrliaoce with a tl,tl€ of
conpliance requirement ofa federal program wifl rct b€ gevente4 or detected md cqrEcted, or a tiEpty basis.

Our considqation of inlsoal cotrfrol over coqlimce was for the limited pupose rlescribed in the first paragraph of
this sectiou and was not dcsigr€d to identif all deficiencies in iat€nal c.orol ovff conryliame [5a1 -igrt 6s
d€ficieocios, sigtrificart deficiacies, or material weakness€s- We did uot idtrrtiry ary deficiencies in internal cofol
over coryliaoce tbat we considq to be material wealoesses, as defircd abor/e,

This report is intaded solely for the information and use of the }r,lmicipality's menagemer{, the Hororablc Mayor,
MsEbers of the Muaicipal t egislatures, federal awarding agencies, aud pass-tbrough entities @d is mt iatord€d to
be and should not b€ used by myo:ne other rhnn 6ese sprecified part!:s.

--W*;-)'*j- )"-*-=..- e

Sm luaa, Puerto Rico
March 25, 2013

Slaop 49283 was aIfix€d
to the originsl
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A. summary ofaudit results:

COMMMOIYWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Section I - Summary ofAudit Results

FISCAL YEAR ENDED JUNE 30,20I2

Part I - Finalcial Statements

I . Type of audit report: issued

Internal control over Financial Reporting
2. Signifi cant defi ciencies identifi ed?

3. Significant deficiencies reported as

material u'eaknesses?

Part II - Fedcral Awards

Itrternal control over Major Programs
t. Significant deficiencies identified?

2. Significant deficiencies reported as

material weaknesses?

3. Type ofauditors'report on compliance

major programs

4. Audit findings required to be reported
under Section 510(a) of Circular A-133

5. Identification of major programs

6. Dollar threshold used to distinguish

Typ€ A and T)?e B programs:

I Unqualified opinion ! Qualified olinion

fl Adverse opinion fl Disclaimer of opinion

l-l v"'

ffi None reported

X*o

XNo

l-l v"'

4. Material noncompliance disclosed? [-l yes

Yes

Qualified opinion

Disclaimer ofopinion

E*o

7. Auditee qualified as low-risk auditee? ! v"s

$300,000 tr

X"o

I None reported

[l Unqualified opinion

l-l yes

CFDA Numbe(s)
Name ofFederal Program

or Cluster
14-228 Community Development Block

Grants/State',s Program

14-255 ARRA-Community Development
Block Grants/State's Program

14.850 Public and Indian Housing
14.871 Section 8 Housing Choice Vouchers

! Adverse opioion
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Finding

COMMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF HORMIGUEROS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FISCAL YEAR ENDED JUNf, 30,2OI2

Section II - Fitrancial Statemcnls Findings

No matters reported.
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COMMMONWEAL'IU OF PI'ERTO RICO
MT'NICIPALITY OT' HORMIGUERS'OS

SCEEDT'LE OF FINI'INGS AND QT'ESTIONED C(XITS

FISCAL YEAR ENDED JT'NE 30,2OI2

Scctiotr Itr - FederJ Amrds Flndirgs rnd elcstiolcd Costg

Finding No malters r€portd.
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INTERNET REPORT lD: 538907 VERSION|I 3i28l20'13 3:34:37 AM
O[rB No. 0348-0057

U S DEPT. OF COMI\, - Econ and stal. Admin. U.S. CENSUS BUREAU
ACTING AS COLLECTING AGENT FOII

.. OFFICE OF IIIANAGEIIIENT AND AUDGET

auDtTs oF sTATEs, LocAL GoVEBNMEI{TS, Al{D NOI{-PROFIT ORGAI{lZArlONS
for Fascal Year Ending Dates in 2o1O,2O11, ot 2012

) Complete this form, as required by OMB Circular A-133, "Audits of States, Local Governments, and Non-Profit Organizations.'

GENERAL f NFORMATION (fo be comPleted by auditee, except for ,lems 6' 7' and A)

3. ALrdit period cove.ed

r EAnnual rEorher-l lMonths
2 rl Biennial

2. Type of Circular A-133 audit

r E Single audit

2 E Program-specific audit

,. Fiscal period ending date for this submission

4. Auditee ldentilication Numbers
a. Primary Employer ldentiflcation Number (ElN) d. Data Universal Numbering System {DUNS) Number

m-mtT-m
in this report? r EYes zENo e. Are multiple DUNS covered in this report? I DYes zENo

" complete Part l, ltem 4c l. lf Part I, ltem 4e = "Yes," complete Part l, ltem 4I
rt on Pagg 4. on the continuation sheet on Page 4.

6. PRIMARY AUDITOB It{FORMATION
(To be completed by auditor)

g. AUDITEE CERTIFICATION STATEMENT - This is
to certify that, to the best of my knowledge and belier, the
auditee has: (1) engaged an auditor to perform an audit
in accordance with the provisions of olMB Circular A-133
for the period described in Part l, ltems 1 and 3; (2) the
auditor has completed such audit and presented a signed
audit report which states that the audit was conducted in
accordance th the provisions of the Circular; and, (3)
the information included in Parts I, llr and lll of this
data collection form is accurate and complete. I declare
that the foregoing is true and conect.

Primary auditor name
VATOES. GARCIA. MARIN A MARTINEZ, LLP

Primary auditor address (Number and street)

P_O. BOX 36{a3i

Stale Ztp+4Code
PR

State Zp + 4

PR

Primary auditor contactAuditee contact
Name

-

I rUe

FINANCE DIRECTOR

auditor contact telephoneAuditee contact te,ephone

e. Auditee contact FAX

fo.m by the audilor based.gfi-rnfo,matior
packaqe. The auditor has not perforrned

I. Auditee conlact E-mail

elements and information
presc bed by OMB
in Parts ll and lll of the

9a-99, was translerred
described in Part I, lterns

for such reoe{s. The auditor

Auditee certification Date

ELECTRONICALLY CERTIFIED 3I2AI2O'13
a. Add Secondary audito.

r DYes zENo
b. lf "Yes," complete Part l, ltem I on

sheet on page 5

Name of certifying omcial

MIRIAM IRIZARRY

ELECTRONICALLY CERTIFIED 3128T2013

Title of certifying offlcial

FINANCE DIRECTOR



INTERNfi REPORT lD: 538907 VERSION: 'l Primary Etru: ITJ- 0 4 3 4

FINANCIAL STATEMENTS (To be compteted by auditot)
l. Type of audit report

Mark either: 1 E Unqualifled opinion OB

any combination of: 2 [ Qualilied opinion : E Adverse opinion 4 n Disclaimer of opinion

inciuded in the audit report? r DYes zENo

disclosed? r EYes zENo

4. ls a material weakness disclosed? rflYes zENo

disclosed? r[Yes zENo
PBOGRAMS lTo be compteted by auditor,

include a staternent that the auditee's financial
-.s, or other organizational unils
awards that have separaie A-133 r!ves zENoA Audit Guide. Chapter 13)

A and Type B prograrns? $ 300,000

r nYes zENo

.510(aXl )) r !Yes zENo

0(a)(1)) r [Yes zENo5. ls a material weakness

.510(aX3) r nYes zENo5. Are any known questioned costs

le of
r nYes zENo

7. Were Prior Audit Findings related to
Prior Audit Findings? (S .315(b))

g or prior audit findings shown
apply or None)

to diregt\ndinq or prior audit

19 [ U.S. Departmenl
of State

20 n Transportation

oo E None

n other - speclrl

8. lndicate which Federal agency(ies) have audit
in the Summary Schedule of Prior Audit Findings related

ssE U.S. Agency for lnler-
national Development

10 ! Agriculture

23 n Appalachian Regional
Commission

rr E commerce

9a n Corporalion for National
and Community Service

rzD Defense

8a fl Education

81 L l Enerqy

so fl Environmental
Protection Agency

as Tl General

93 E Health and Human

sz E Horneland Security

ra n Housing and Urban
Development

03 E lnstilule of Museurn and
Library Services

rs E lnterior

16 fl Justice

rzE Labor

og n Legal Services Corporation

a3E National Aeronautics and
Space Administration

o7 of

se I Small

go E Social

Page 2 FORM SF,SAC (5J8 2010)
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