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INDEPENDENT AUOITOBS' HEPORT

To the Honorable Mayor and
lv'lunicipal Legislature

Nrunicipality of Quebradillas
Ouebradillas, Puerto Flico

We have audited the accompanying financial statements of the governmental activities,
each major fund and the aggregate remaining fund information of the Municipality of
Ouebradillas, as of and for the year ended June 30, 2010, which collectively comprise the
Nilunicipality's basic financial statements, as listed in the table of contents. These financial
stalements are the responsibility of the Municipality's management. Our responsibility is to
express opinions on these financial statements based on our audit.

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

ln our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, each major fund
and the aggregate remaining fund information of the Municipality of Ouebradillas as of
June 30, 20'10, and the respective changes in linancial position, thereol and the respective
budgetary comparison for the generai and debt service funds for the liscal year then
ended in conformity with accounting principles generally accepted in the United States of
America.

ln accordance with Government Audiling Standards, we have also issued a report dated
October 18, 2010 on our consideration of the Municipality's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
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contracts and grants agreements and other matters. The purpose of that report is to
describe the scope ofour testjng of internal control over financial reporling and compliance
and the results of that testing, and not to provide an opinion on internal control over
financial reporting oron compliance. That report is an integral part of an aud it performed in
accordance with Government Auditing Slandards and should be considered in assessing
the results of our audit.

Accounting principles generally accepted in the United States of America requare that the
management's discussion and analysis on pages 3 through 10 be presented lo supplement
the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the GovernmentalAccounting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditinq
standards generally accepted in the United States of America, which consisted of inquirjes
of managemenl about the methods of preparing the information and comparing the
lnformation for consistency with management's responses to our inquiries, the basic
financial statements, and other knowledge we obtain during ouraudit ofthe basicfinancial
statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the lvlunicipality of Quebradillas's financial statements as a
whole. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget
CircularA-133, Audlrs of States, LocalGovernments, and Non-Profit Organizations, andis
also not a required part of the financial statements. Such information is the responsibility
of management and was derived from and relates directlyto the undedying accounting and
other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information direc y
to the underlying accounting and other records used to prepare the financial statements or
to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated, in all material respects, in relation to the financial statements as
a whole.

San Juan, Puerto Rico
October 18,2010
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Commonwealth of Puerto Rico
Municipality ot Quebradillas

Management's Discussion and Analysis

Year Ended June 30,2010

MANAGEMENT,S D,SCUSS,OIV A,VD A/vAI. ys,s

The Municipality of Quebradillas (the "Municipality ) discussion and anatysis has been designed
with the followings goals:

a) Assist the reader in focusing on significant financial issues,
b) Provide an overview of the Municipality's financial activity,
c) ldentify changes in the [runicipalitys financial position (its abitity to address the next and

subsequent year challenges),
d) ldentify any material deviations from lhe financial plan (the approved budget), and;
e) ldentify individual fund issues or concerns.

Since the Management s Discussion and Analysis (MD & A) is designed to focus on the current
year activities, resulting changes and cunently known facts, please read it in conjunction with
the Municipality's financial statements.

FINANCIAL HIGHLIGHTS

. The Municipality net assets increased by $2,228.661.

. ln the fund financial statements, general fund revenues increased $733,424 lot T%).

. The General Fund (the primary operating fund) reflected, on a current financtal
resource basis. an increase of $394,019.

. On a budgetary basis, actual revenues exceed aclual expenditures by $499,303.

. Capital expenditures amounted to $'1,544,792.

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial slatemenls with a change in the focus
from previous financial statemenls. The new focus is on both the [,4unicipality as a whole
(government-wide) and the major individual funds. Both perspectives (government-wide and
major fund) allow the user to address relevant questions, broaden a basis for comparison (year
to year or government to government) and enhance the Municipality s accountability

Government.Wide Financial Statements

The Governmenlwide Financjal Statements are designed lo provide users of the financial
slatements with a broad overview of the l\runicipality's finances in a manner similar to private-
sector companies.
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Commonwealth of Puerto Rico
Municipality of Quebradillas

Management's Discussion and Analysis

Year Ended June 30, 2010

The Slatement oI Net Assets presents information on all of the l\.4unicipality s assets and
liabililies, with the difference between both reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator ol whether the financial position of the
[runicipality is improving or deteriorating.

Ihe Statement of Activities presents information showing how the l,4unicipality's net assets
changed durang the most recent liscal year. All changes in net assets are reported as soon as

the underlying event giving rise lo the change occurs, regardless of the timing of the related

cash flows- Thus, revenues and expenses are reporled in the Statement of Activities that will
only result in cash flows in future fiscal periods. The Statement of Activities is focused on both
the gross and nel cost of various activities, which are provided by the government's general tax
and other revenues. This as intended lo summarize and simplify the user's analysis of cost of
various governmental services.

Fund Financial Siatements

The Fund Financial Statements provide detailed information about the Municipality's most
significant funds, not the Municipality as a whole. The Municipality has only one kind of fund,
which is the governmental fund-

Governmental funds are used to account for essentially the same functions reporled as
governmental activities in the Government Wide Financial Statements. However, unlike the
Government Wide Financial Statements, Government Fund Financial Statements focus on near
term inflows and outflows of spendable resources, as well as on balances of spendable
resources available at the end ol the fiscal year. Such information is useful in evaluating the

Municipality s near term financial requirements.

Because the focus of governmental funds is narrower than that of the government wide financial

slatements, it is useful to compare the information presented for governrnental funds with similar

information presenled for governmental activities in the government wide financial statements.

By doing so, users of the basic linancial statements may belter understand the long{erm impact
of the l\.4unicipality's near term financial decisions. Both of the Governmental Fund Balance
Sheel and the Governmental Fund Slatement of Revenues, Expenditures and Changes ln Fund

Balances provide a reconciliation to facilitale this comparison between governmental funds and
governmental activities.

lnfrastructure Assets

Historically, a government's largest group of assets (infrastructure - roads, bridges, trafflc

signals, underground pipes lunless associaled wilh a utility], etc.) have not been reported nor

4



Common\flealth of Puerto Rico
Municipality of Quebradillas

Management's Discussion and Analysis

Year Ended June 30, 20 t0

depreciated in govemment financial statements GASB 34 requires that these assets be valued
and reported within the governmental column of the GovernmenLwide Statements. Additionally,
the government must elect to either (a)

Depreciate these assels over their estimated useful life or (b) Develop a system of asset
management deslgned to maintain the service delivery potential to near perpetuity. lf the
government develops the asset management system (the modified approach), which
periodically (at least every third yea0, by category, measures and demonstrates jts
maintenance of locally established levels of service standards, the government may record its
cost of maintenance in lieu of depreciation. The information about the condition and
maintenance of condition of the government infrastruclure assets should assist financial
slatement users in evaluating a local government and its performance over time. The
Municipality has elected lo depreciate infrastructure assets instead of using the modified
approach.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

As noted earlier, net assets may serve over iime as a useful indicator of a government's
financial position. The [,4unicipality's net assets totaled $24.7 miflion at the end of 2010,
compared to $22.5 million at the end of the previous year.

The largest portion of the [runicipality s net assets consists of lhe investment made throughout
the years in capital assets such as land, bujldings, equipment and infrastructure. The
l\runicipality uses these capital assets to provide services to its citizens; consequently, these
assets are nol available for future spendjng. Although, the Municipality s investment in its capitat
assets is reported net of related debt, it should be noted that the resources needed to repay this
debt must be provided from the Debt Service Fund, since lhe capilal assels themselves cannot
be used to liquidate these liabilities. The amounts restricted for debt service represents anolher
portion of the net assets, and these are resources subject to external reslrictions ror the
purposes explained above.

The unrestricted defrcit is the consequence of previous budgets which dtd not provide funding
for incurred long term obligations such as compensated absences and claims and judgments
among others. Historically, such obligations have been budgeted on a pay as you go basis
without providing funding for lheir future liquidation. Consequenlly, the Municipality cannot draw
f.om its existing assets to provide services to its citizens and depends on its taxing ability to
continue its operations. The reskicted portion consists of monies reserved for debt service and
future capital expenditures.

5



Commonwealth of Puerto Rico
Municipality of Quebradillas

Management's Discussion and Analysis

Year Ended June 30,2010

Municipality of Quebradillas
Condensed Statement of Net Assets

June 30,2010 and 2009

20'10 2009

Currenl assets

Capitalassets
Total assets

Currrent liabilities
Noncurrent liabilities

Total liabililies

lnvested in capital assets,
Restricted

Unrestricted

Total net assets

$ 8,462,536

30,649,190
$ 7.082,277

29 971,997
37 .054.27 4

3,876,164
1O,621,471

145q1,9?5

29,971 ,997
1 ,180,500

(8,59S,858)

$ 22,552,639

net ol related debl

39.111 .726

3,353,923
10.976.s03

14.330,426

30,649,'190

1,288.825
(7,1s6,715)

$ 24,781,300

Changes in Net Assets

The Municipality's nel assels increased by $2.1 million approximalely, thjrty- two (32ok) petcenl
of the l\,lunicipality's tolal revenue came from Taxes generated by the general fund. Federal
crants was fifteen ( 15%) percent, while the State Contributions made fifty (50%) percenl oI the
total revenues. The l\,4unicipality's expenses cover a range of services. The largest expenses
were for general government, public works and health and welfare.
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Commonwealth of Puerto Rico
Municipality of Quebradillas

Management's Discussion and Analysis

Year Ended June 30, 20'10

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting lo ensure and demonstrate compliance
with finance-relaled legal requirements.

Governmental Funds

The focus of the Municipalitys governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in assessing
lhe Municipality's financiog requirements. ln particular, unreserved fund balance may serve as a
useful measure of a government's net resources available for spending al the end of the fiscal
yeat.

As of the end of the current fiscal year, the Municipalitys governmental funds reported
combined ending lund balances of $5,368,613 an increase of $1,907,500 in comparison with

the prior year. There are reservations of fund balance amounting to $1,347,455.

The general fund is included within ihe governmental funds; it is the chief operating fund of the
Municipality. As of June 30, 2010, the general fund has a balance of $568,233. The prior year
superavit of $174,214 was increased by $394,019 during fiscal year 2010.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course of the year, the Municipality Council revised the ft,4unicipality's budget io
reclassify certain expenditures among the different governmental functjons. Such

reclassifications were necessary lo provide for the developments that atfected the Municipality s

finances-

Revenues of the current year had increased by $733,424 compared with the prior year. The

increase in fund balance is directly related to this increase in revenues. The actual revenues

exceeded the revised budgel revenues by $62,820 (net). The most significant variances were

in municipal licenses and sales taxes by $170,696 and $63,285, respectively

7



Commonwealth of Pu€rto Rico
Municipality of Quebradillas

Management's Discussion and Analysis

Year Ended June 30, 2010

CAPITAL ASSETS AND OEBT ADMINISTRATION

Capital Assets

The Municipality s investment in capital assets as of June 30, 2010, amounts to $39 3 million.

net of accumul;ted depreciation of $8.7 million, leaving a net book value of $30'1 million This

investment in capital assets includes land, buildings, improvements, equipment. intangibles,

infrastructure and construction in progress. lnfrastructure assets are items that are normally

immovable and of value only to the stale, such as roads, bridges, streets and sidewalks'

drainage systems, lighting systems, and similar items.

The Municipality finances a significant portion of its construction activities through bond

issuances. ThL proceeds from bond issuances designated for construction activities are

committed in its entirety for such purposes and cannot be used for any other purposes'

The Municipality acquired a total of $2,088,726 oI capital assets during the fiscal year 2009-

20lO. Capital assets acquired during the year were as follows:

. Construction in Progress - $727,034

. Building and building improvements - $654'634

. Acquisition of Equipment and Vehicles - $557'621

Other projects related to repair and maintenance of roads (not capitalized) was development

during the year 2010.

DEbt Administration

The Puerto Rico Legislature has established a limrtation for the issuance of general obligation

rnuni"ipit UonOs ani notes for lhe paymenl of which the good failh credit and laxing power of

each municiPality may be Pledged.

The applicable law also requires that in order for a municipality to be able to issue additional

oeneral' obhqatuon bonds and notes such municipality must have suffjcient "paymenl capacity.'

i"i rlo. O+ 
"piouo"t that a munrcipa|ly has suffioenl -payment capaclly lo incur addrtional

oeneral obliaatron debt il the deposrls r; such munrcrpalily s Redemptlon Fund and the annual

l."""it 
""ii"it"o 

*ith respect to such municipality s Special Additional Tax (as defined below)'



Commonwaalth of Puerto Rico
Municipality of Quebradillas

Management's Oiscussion and Analysis

Year Ended June 30, 2010

as projected by GDB, will be sufficient to service to maturity the municipalitys outstanding
general obligation debt and the additional proposed general obligation debt ('Payment
Capacity ).

The irunicipality is required under applicable law to levy the Special Additional Tax in such
amounts as shali be required for the payment of its general obligation municipal bonds and
notes. ln addition, principal of and interesl on all general obligation municipal bonds and notes
and on all municipal notes issued in anticipation of ihe issuance of general obligation bonds
issued by the Municipality constitute a first lien on the l\.4unicipality's Basic Tax revenues.
Accordingly, the Municipality s Basic Tax revenues would be available to make debt servlce
payments on general obligation municipal bonds and notes to the extent that the Special
Additional Tax levied by the Municipality, together with moneys on deposit in the Municipality's
Redemption Fund, are not sufficient to cover such debt service. lt has never been necessary to
apply Basic Taxes to pay debt service on general obligation debt of the Municipality.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal grants to
carry out the governmental activities. Historically, property and municipal taxes have been very
predictable with increases of approximately five percent. Federal grant revenues may vary if
new grants are available but the revenue also is very predictable.

FINANCIAL CONTACT

The Municipality's financial statements are designed lo present users (citizens' taxpayers,

customers, inveslors and creditors) with a general ove.view of the Municipality's finances and to

demonstrate the irunicipality's accountability. lf you have questions about the report or need

additional flnancial information, contact Mrs. Edna M Perez, Chief Financial Officer on the
Finance Offices in the Central Town, Quebradallas, Puerto Rico.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

STATEMENT OF NET ASSETS
JUNE 30,20r0

Assets

Cash in bank (Notes 2 and 5)
Cash with fiscal agenl (Notes 2 and 5)

Accounts receivable:
Sales and use taxes
Property taxes

Due from other agencies (Note 9)
Capital assets, net (Note 11)

Total assets

Liabilities and Nel Assets

Liabilities
Accounts payable and accrued liabilities
Due to other agencies (Note 12)

Matured bonds and interest payable
Delerred revenues (Not6 13):

lvlunicipal license tax
Noncurrent liabilities (Not6'15):

Due within one year
Due in more than one year

Accrued interest
Total liabilities

Net Assets
lnvestment in capital assets, net of related debt
Reslricted for:

Debt service
Unrestricted

Total nel assets

Total liabilities and nel assets

Governmgntal
Activitios

$ 2,919.019
3.342.460

63.764
76,850

2.060,443
30,649,'190

$ 39,111,726

644,321
1,967,034

300,498

442,O70

563,345
9,961,999

451,159
14 330

30,649,190

1,288.825
(7.156,715)
24.781.300

$ 39,111,726

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALIH OF PUERTO RICO

MUNICIPALITY OF QUEERADILLAS

BALANCE SHEET.GOVERNMENTAL FUNDS

JUNE 30, 2010

Other Total

Govemmental Govemmenlal

Funds FundsAssets

Cash and cash equivalenls {Notes 2 and 5}

Cash wilh fscal agent (Notes 2 and 5)

Accounts recievable:

Sales and use taxes

Prcpe(ytaxes

Due fom otheragencies (tlotr 9)

oue frcm otherflnds {Note 10)

Totalassets

$ 1 450 710

1.512.473

$ 1 462.606

1,829.987

56,743

438,868

$ 2,919,019

3 342,460

63,764

76,850

2,060,443

623,562

63.764

1,949,509

184.694

General

Debl

Service

SBGP

Program

$ 5 703

54191

76 850

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

12
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF OUEBRADILLAS

BALANCE SHEET.GOVERNMENTAL FUNOS

JUNE 30, 201O

Debt SBGP
Program

$ 93.422
7{ 45,1

Orher Toial
Governmenlal Governmental

Funds FundsLiabilities and Fund Balance (DeficitI

Liabililies
Accounts payabie and 3cctued

oue Io olher runds{l{ote 10)

Due lo oiheragenoes ( ot6'12)
General obligations (Nole 15)

Bonds

Defered .elenues: (Not€ 13)

lVunicrpal lcense lax

Toralliablilles

Fund Balancos (0efi6il)

Encumbrances

Unreserued lund balance (deficil)

Total lund balance (delicit)

s 235 572
438.814

1 963.988

55.327
110.294

3.046

384 321
623,562

1,967 034

220,000

80.498

442.070

220.000

80.198

4,12.070

3 080 444

58.630
1.288.825

509,603
i68-233- --l?65.8-2.

300 4s8 r67 876 168 667 3 7r7.485

58 630
1288.a25

(107 982) 3 619,537 4.021,158
(107.982) 3.619 537 5.368.613

Tol: rabrrrres and fund barance rdeficiu $ 3.648.677 $ 1.589.323 $ 5S.8S4 $ 3.788204 $ 9.086,098

The accompanying notes are an integral part oI these basic financial statements.
'13
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF OUEBRADILLAS

RECONCILIATION OF THE GOVERNMENTAL FUNOS
BALANCE SHEET TO STATEMENT OF NET ASSETS

JUNE 30,2010

_ Total fund balances - governmental funds

Amounts reported for governmental activities in the statement

- of net assets are different because:

s 5,368,613

. Capital assets, net used in governmental activities are
not current financial resources and therefore are not
reported in the governmental funds balance sheet

. Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the tunds. (Note 4)

Net assets ol governmental activities

30,649,190

(1 1,236,503)

$ 24,781,300

The accompanying notes are an integral part ol these basic financial statements.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF OUEBRADILLAS
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENOITUBES AND

CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Net change in lund balances - total governmental lunds

Amounts reported for governmental activities in the statement of activities are
dilferent because:

s 1 .907.500

. Governmental funds report capital outlays as expenditures. However, in
the statement ot activities, lhe cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. 1,544,792

. Deprecialion expense on capital assets is reported in the statement o,
activilies, but they do not require the use of currenl financial resources.
Therefore, depreciation expense is not reported as expenditure in
governmental funds. (867,599)

. Revenues in the statement ol activities that do not provide current financial

resources are not reported as revenues in the lund financial statemenls. (2,230,000)

. Governmental lunds repo( principal payments on longlerm obligations as
expenditures, whereas lhe principal payments reduces the long-term
obligations in the statement of activities. 1,800,641

. Change in accrued interest expense which does not require the use o,
current financial resources. (13,269)

. Some expenses reporled in the statement ol activities do not requrre
the use ol current financial resourcesi therefore, are not reported as

expenditures in governmental f unds.

Changes in net assets of governmental activities

(38.088)

_9_?.r_a!!27

The accompanying notes are an integral part of these basic financial statements.
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1.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAB ENDED JUNE 30,2O1O

ORGANIZATION

The lvlunicipality ol Quebradillas, Puerto Rico (N.4unicipality) was founded in 1823.
The Municapality is a political legal entity with full legislative and administrative
faculties in every affair of the municipal character, with perpetual succession
existence and legal personality, separate and independenl from the central
government of the Commonwealth ot Puerto Bico. The Municipality provides a full
range of services including health, public works, environmental control, education,
public salety, public housing and community development, culture and recreation as
well as many other general and administrative services.

The lvlunicipal Government comprises the executive and legislative branches. The
executive power is exercised by lhe Mayor and the legislative by the lvlunicipal
Assembly, which has 14 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Municipalaty have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-settlng body tor
establishing governmental accounting and financial reporting principles.

The financial information of the [,4unicipality is presented in this report as follows:

. Management's Discussion and Analysis - lntroduces the basic Iinancial
statements and provides and analytical overview of the Municipality's Iinancial
activities.

. Government - Wide Financial Statements - The reporting model includes f inancial
statements prepared using full accrual of accounting for all of the government's
activities. This approach includes not just current assets and liabilities, but also
capital assets and long-term liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt).

2.
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAB ENDED JUNE 30, 2O1O

. Statement ot Net Assets - The statement of net assets is designed to display the
linancial position of the Municipality, including capital assets and infrastructure.
The net assets of the lvlunicipality will be broken down into three categories;
invested in capital assets, net of related debt: restricted; and unrestricted.

. Statement ol Program Activities - The government - wide statement of activities
report expenses and revenues in a format lhat focuses on the cost of each ol the
government's functions. The expense of individual functions is compared to the
revenues generated directly by the function.

. Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a government's accountability to the public.
Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their tinancial statements. An important change,
however, is a requirement to add the government's original budget to the current
comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Reporting Entity

in evaluating how to define the Municipality for financial reporting purposes,
management has considered all potential component units. The decision to
include a potential component unit in the reporting entity was made by applying
the provisions of Statement No. 14, "The Financial Beporting Entity," as amended
by GASB Statement No. 39, "Determining whether Certain Organizations are
Components Units" - an amendment of GASB Statement No. I4". The basic, but
not the only criterion for including a potential component unit within the reporting
entity is if elected officials of a primary government appoints a voting majority of
the enlity's governing body, and il either one of lhe following conditions exist: the
primary government can impose its will on the other entity or the potential exists
tor the other entity lo (1 ) provide specitic linancial benefits to or (2) impose specific
financial burdens on the primary government. A second crilerion used in

evaluating potential component units is il the nature and significance of the
relationship between the entity and a primary government are such that to exclude
the entity from the financial reporting entity would render the financial statements
misleading or incomplete.

_ 19_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

GASB Statement No, 39 provided additional guidance 1o determine whether
certain organization for which the primary government is not financially
accountable should be reported as components units, A legally separate, tax
exempt organization should be discretely presented as a component unit if all of
the Iollowing crileria are met: (a) the economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the
primary government. its component units, or its constituents; (b) the primary
governmenl, or its component units, ins entitled to, or has the ability to otheMise
access, a majority of the economic resources received or held by the separate
organization, and; (c) the economic resources received or held by an individual
organization that the specific primary governmenl, or its component units, is
entitled to, or has the ability to otherwise access, are significant to the primary
governmeni. GAAP details two methods of presentation: blending the financial
data of the component units' balances and kansaclions in a manner similar to the
presentation of the Municipality's balances and transactions of discrete
presentation of the component units'financial data in columns separate from the
Municipality's balances and transactions. Based on the aforementioned criteria,
the Municipality has no component units.

b. Government-Wide and Fund Flnanclal Statementa

The government-wide linancial statements (i,e., the statement of net assets and
the statement of changes in nel assets) report information on all the activities of
the Municipalily. For the most part, the effect ol interfund activity has been
removed from these statements. Governmental activities are supported mainly by
taxes and intergovernmental revenues.

The statement of activities demonstrates the degree io which the direct expenses
of a given function or segment are offset by program revenues. Direct expenses
are those lhat are clearly idenliliable with a specific function or segmenl. Program
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefil lrom goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead
as general revenues.

_20_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRAOILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30,2OIO

The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order to aid financial management and lo
demonstrate legal compliance. These statements present each major fund as a
separate column on the fund financial slatements; all non-major funds are
aggregated and presented in a single column.

c, Measuremenl Focus, Basis of Accounting and Financial Statement
Presentation

The government-wide linancial statements are reported using the economic
resources measuremenl focus and the accrual basis of accoun ng. Flevenues are
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Governmental fund financial statements are reported using the currcnt financial
resources measurement focus and lhe modified accrual basis of accounting.
Flevenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are colleclible within the
current period or soon enough thereafter tO pay liabilities of the cu(ent period.
For this purpose, the government considers revenues to be available il they are
collected within the current period or soon enough thereafter. Expenditures
generally are recorded when a liability iS incurred, aS under accrual accounting.
However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when
payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the current
liscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. Only the portion of special
assessments recervable due wrthin the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the
government.

-21-
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

The lvlunicipality reports ihe following maior governmental funds:

1) General Fund

This is the operating fund of the N/unicipality and accounts for all financial
resources, except those required to be accounted for in another fund.

2) Debt Service Fund

This lund is used to account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

3) SBGP Prooram

SBGP is used to accounl for revenues sources for the related activities for the
development oI viable urban communities by providing decent housing, a
suitable living environment, and expanding economic opportunities.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
stalements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board.

As a general rule the elfect of interfund activity has been eliminated from the
government-wide f inancial statements.

Amounts reporled as progrum revenues include 1) charges to customers or
applicants lor goods, services, licenses, permits, or privileges provided, 2)
operating grants and contributions, and 3) capital grants and contributions,
including special assessments. lnternally dedicated resources are reported as
general revenues tather than as program revenues. Likewise, general revenues
include all taxes.

When both restricted and unrestricted resources are available for use, it is the
government's policy to use restricted resources first, than unrestricted resources
as they are needed.

-22-
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d.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Cash and Cash with Fiscal Agent

The N.4unicipality's Finance Director is responsible for investing available
resources. The lvlunicipality is restricted by law to invest only in Savings accounts
with banks qualified as a depository of public Iunds by the Puerto Rico Treasury
Department (PRTD) or in instruments of the Government Development Bank for
Puerto Bico (GDB).

Cash with fiscal agent in the capilal projects lund consists of unused proceeds
from appropriations from the Legislature oI Puerto Rico, forthe payment of current
liabilities, and bonds and notes issued for the acquisition and construction of
major capital improvements. Cash with fiscal agent in the debt service fund
represenls special additional property tax colleclions retained by the
Commonwealth of Puerto Bico and restricted for the payment of the Municipality's
debt service, as established by law.

lnterf und Receivables and Payables

Activities between funds that are representative of Iending/borrowing
arrangements outstanding at the end of the fiscal year are referred to as either
due to/from other funds (i.e., the current portion of intertund loans) or advances
to/from other funds (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as due to/from other funds.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to the Nilunicipality, such as roads,
bridges, streets' sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide financial
statements.

Capital assets purchased or acquired are carried at hastoracal cost or estimated
historicalcost. Contributed assets are recorded at fair market value as of the date
donated. Additions, improvements and other capital outlays that significantly
extendtheuseful lifeof an asset are capitalized. Othercosts incurred for reparrs
and maintenance are expensed as incurred.

-23-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOF THE FISCAL YEAR ENDED JUNE 30' 2O1O

Depreciation in capital assets is calculated on the straighlline basis over the

following estimated useful lives: 
Uselul Life

lnfrastructure "* 
r"""

Buildings and building improvements 20-50 years

Furnitu;e and fixtures 5-20 Years
Vehicles and equipment 5-20 Years

g. Reservation of Fund Balance

Reservations of fund balance represent portions of fund balance that are legally

segregated for a specific future use or are not appropriated for expenditure' The

Municipality has the following reservations of fund balance:

1) Encumbrances

Flepresent future expenditures under purchase orders, contracts and other

commitments. These committed amounts generally will become liabilities in

future periods as the goods or services are received.

2) Debt Service

Represents net assets available to finance future debt service payments'

3) Caoital Proiect Fund

Represents the reservation of amounts to be used Ior future expenditures for

capital proiects under conlracts and other commitments The committed

amounts generally will become liabilities in future periods as lhe projects are

comPleted.

h. Risk Financing

The lvlunicipality carries insurance to cover casualty, theft, tort claims and other

losses. lnsurince policies are negotiated by the Puerto Flico Treasury

Department and costs are allocated among all the municipalities-ol Puerto Bico'

Cost ol insurance allocated to the l,4unicipality and deducted lrom the gross

-24-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

property tax collections by the Municipal Revenue Collection Center (the 'CRlM")
for the year ended June 30, 20'10 amounted to approximately $121,560. The
current insurance policies have not been cancelied or terminated. TheCRlMalso
deducted approximately $196,107 for workers' compensatton insurance covering
all municipal employees.

Compensated Absences

Employees are entitled to 30 days vacations leave and 18 days sick leave per
year. Sick leave is recorded as an expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 10 years in the municipal government. On July '1997, state Law 152
supra amended the Article '12.0'16, Section b (2) of the [/unicipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
next every natural year. Excess of vacations can be paid atter July 1 of every
fiscal year.

Use ol Estimates

The preparatjon of financial statements in conformity with accounting pranciples
generally accepted in the United States of America requires management to make
estimates and assumptions that alfect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist of the contribution received from the Puerto Bico Electric Power
Authority and the [,{unicipal Revenue Collection Center caused by the delay of the
notilication ol the actual revenues and expenditures to the presented in the
financial statements ol the agencies mentioned above.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBHADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOB THE FISCAL YEAR ENDED JUNE 30, 2O1O

k. Future Adoption ot Accounting Pronouncemenls

The Governmental Accounting Standards Board (GASB) has issued lhe following

statements that the Municipality has not yet adopted:
Adoption

Required in
Fiscal Year

2010-11

2011-12

2010-11

Slatement
Number Slalement Name

54 Fund Balance Reporting and Governmental
Fund Type Delinitions

57 OPEB Measurements by Agent Employers and
Agent Multiple - EmPloyer P'ans

59 Financial lnstrument Omnibus

The impact ol these statements on the l\,4unicipality's financial statements has not
yet been determined.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

a. Budgetary Control

The lvlunicipality's annual budget is prepared on the budgetary basis of

accounting, which is not in accordance with GAAP, and represents departmental
approprialions recommended by the lvlayor and approved by the Municipal

Legislature prior to the beginning of the liscal year. Amendments to the budget
require the approval of the lvlunicipal Legislature. Transfers of appropriations
within the budget, known as Mayor's Flesolutions, do not require the approval of
the lvlunicipal Legislalure.

The Municipality prepa.es its annual budget including the operations of the
general and the debt service funds.

-26-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRAOILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)

FOR THE FISCAL YEAF ENDED JUNE 30, 2O1O

Ftevenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
includes only the operations of the general and the debt service funds. The

amounts budgeted under the Special Bevenue Fund were excluded since they are

received and expended over a period of time which generally exceeds the current
year.

For budgetary purposes, encumbrance accounting is used The encumbrances
(i.e., purchase orders, contracts)are considered expenditures when incurred. For

GAAP reporting purposes, encumbrances outstanding at year-end are reported as
reservations of lund balances and do not constitute expenditures or liabilities
because the commitments will be honored during the subsequent year.

The unencumbered balance of any appropriation at the end of the fiscal year will

lapse at the end of such fiscal year. Other appropriations, mainly capital project

appropriations, are continuing accounts for which the l\4unicipal Legislature has

authorized that an unspent balance from the prior year be carried forward and

made available for current spending,

The annual budget is presented in the Combined Statement of Revenues and

Expenditures - Budget and Actual (Budgetary Basis) is the budget ordinance to
June 30, 2010 representing the original budget.

b. BudgevcAAP Reconciliation

The following schedule presents comparisons of the legally adopted budget with

actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ significantly from those used
to present financial statements in conformity with GAAP, a reconciliation ol entity
and timing differences in the excess of revenues and other financing sources over

expenditures and other financing use for the year ended June 30, 2010 is

presented below lor the general and debt service funds:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Debt Service

$ (1,525.501)Excess of expendilures over revenues _ budgetary basis

Entity differences:
Non-budgeted transfers
Non-budgeted revenue

Excess of revenL.res over expenditures _ GAAP basis

Explanalion of differences:

Sources/infl ows of resources
Actual amounis (budgetary basis)'available appropialion"

from the budgetary comparison schedule
Oifferences - budget to GAAP:
Transfers from other funds are inflows of budgetary resoLrrces

but are not revenues for financial reporting pu.poses

Non-budgeted revenues

Reprogrammed funds

Total revenues as reponed on the statement of revenues,
expenditures, and changes in fund balances

ljses/outflows of r€sources

Actual amounts (budgetary basis)'total charges 10

appropriations" from the budgetary comparison schedule

Differences-budget to GAAP:
Current year encumbrances recorded as expenditures

for budgetary purposes

Prior year encumbrances

1 .229,O73
404, /53

104,325

306,913

$ 10.829 612

G6n€ral Fund

$ 9.661.624

(540.293)

1.401,364

Transfers to olher funds are oulflow of budgetary uses

but are not expend{ures for financial reporlrng purposes

9,469.234

(58 630)

16.744

(1.769,366)

1.968,498Non budqeted expendilures

Total expendatures as reported on the statemenl of
revenues, expendituaes. and changes in fLrnd balances
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30, 2O1O

c. Legal Compliance

The legal level of budgetary control is at the individual department level lor
general fund expenditures, and principal and interest due for the debt service
fund.

4. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

The qovernmental fund balance sheet includes a reconciliation between fund
balance-governmental funds and net assets of governmental activities as reported in
the governmenlwide statement of net assets. One element of that reconciliation
explains that some liabilities, including bonds payable, are not due and payable in the
current period and therefore are not reported in the funds. The details of the
approximately $1 1.2 million diflerences are as follows:

Bonds payable

Compensated absences
Note payable

Accrued interest

Other long-term liabilities

Christmas bonus

Net adjustment to reduce fund balance governmental funds

to arrive at net assets of governmental activities

$ 5,695,000
1,594,199
2,769,600

451.159
466,545
260,000

$ 11,236.503
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

DEPOSITS

Custodial credit risk is the risk that in the event of a bank failure, the government's
deposits may not be returned to it. Under Puerto Rico statutes, public funds
deposited in commercial banks must be fully collateralized lor the amount deposited
in excess ol federaldepository insurance. All securities pledged as collateralare held
by the Secretary of the Treasury of Puerto Rico. ln addition, the Municapality
maintains deposits with the Government Development Bank for Puerto Rico (GDB).

The deposits at GDB of approximately $1 ,829.987 are restricted principally for capital
proiects, and the $1,5'12,473 in the debt service fund are unsecured and
uncollateralized, as no collateral is required to be carried by governmental banks.

The lvlunicipality maintains its investments in two (2) banks located at Puerto Rico.
All kind of deposit is guaranteed by the Federal Deposit lnsurance Corporation (FDIC)
up to $250,000.

The excess is covered by collateral provided by banks and held by the Treasury
Department of the Commonwealth of Puerlo Rico pursuant to applicable laws and
regulations.

PBOPEFTY TAXES

The Municipal Bevenues Collection Center (CRl[/)of the Commonwealth of Puerto
Rico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by lhe
taxpayer. The assessment is made in a return which must be liled with the CFIIM by
N,4ay '15 ol each year. The tax on real property is assessed by the CBIM. The
assessment is made as ol January 1 of each year and is based on estimaled current
values of the prope rty as of year 1 957. The tax on personal property must be paid in
tull together with the return on or betore lvlay 15. Thetaxonreal property is due in
lwo equal installments in July 1 and January 1, lollowing the assessment date.

6.
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COMMONWEALTH OF PUEFTO RICO

MUNICIPALITY OF OUEBRADILLAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDEO JUNE 30,2O1O

The rates are 8.839io for real property and 6.83q' lor personal property The

composition is as follows:

Real Personal

6.00% 4.00'1.
1.030./0 1.03%
2.00% 2.OO"/"

\ .20%\ ( .2o'/.\

Basic property
Additional special property - state
Additional special property - municipal
Discounts made by state to tax payer

8-837. 0-83%

The Municipality's basic property tax rate represents the portion which is appropriated

for general purposes and accounted for in the general fund

The "Additional special property tax - municipal" is restricted for debt service and

retilneO by GDB f,or such purpotes and it is recorded as revenue in the Debt Service

Fund when collected by the CBI[/ and reported to the Municipality'

The "Additional special property tax - state" is collected by the CFIIM lor the payment

of principal and interest oi general obligation bonds and certain other obligations

issued by the state government.

Besidential real property occupied by its owner is exempt by lawlrom the payment of

o.o"rtu t"r"" i,n ine iit.t $iS,OOO ot the assessed value For such exempted

!.6rni., rn" Department of Treasury assumes payment of the basic tax to the

[,4unicip;lity, except for property assessed at less than $3,500, forwhich no payment

i. rn"a'". n"u"nu" related to the basic tax on exempt property is recorded in the

General Fund when payments are received from the CRIN/l

Complete exemption lrom personal property taxes up to an assessment oJ $50'000 is

granied to merc'hants with an annual volume of net sales less than $150'000'

Prior to the beginning of each liscal year, the CBIM informs the N'lunicipality of the

estimated amolnt of property tax expected to be cojlected forthe ensuring fiscalyear'

inroughout tne yeat, tni Cgtttl advances funds to the l\4unicipality based on the

initial ;stimated collections The CFIIM is required by law to prepare a settlement

-31-
ORTIZ. RIVERA. RIVERA & CO,

Strn. l5l. P0 go\ ill-il). Srnluir. PR 0091611:!'Phonc (7Bi)116 8511. Fh L7E7r.ll1056l



statement on a fiscal year basis, whereby a comparison is made bet'lveen the

amounls advanced to tl're Municipality and amounts actually collected from taxpayers'

This settlement has to be completed on a preliminary basis not later than three

months alter fiscal year-end, and a linal settlement made not later than six months

after year ends. lf t-he CRllil remits to the Municipality property tax advances, which

are l;ss than the tax actually collected' a receivable from the CBIM is recorded at

June 30. However, if advances exceed the amount actually collected by the CRllil' a

payable to the CRIM is recorded at June 30

Currently,lhe[,4unicipalityhasreceivedthepreliminarysettlementfromCRllvlrelated
to fiscal iear 2oog_1d, bui not the final set ement as the six monlhs period atterfiscal

year ends, provided by law to CRllVl to issue this, has not yet expired Management

6elieves, based in part on the experience lrom prior years, that when received, the

final settlement from CFIM will not show a significant difference from the preliminary

settlement and that such ditference, if any, will not have a material eftect on the

financial condition of the Municipality

Based on the preliminary settlement already received' during the year ended

June 30, 20'10, the amount collected by CRI[,I from taxpayers and charges exceeded

the amount advanced by CFIIM for the same period by approximately S97,583 Such

amount is presented as due from CRIM in the accompanying financial statements'
(See Note 9).

7. MUNICIPAL LICENSE TAX

l,4unicipal License Tax receivables are recorded in the fiscal year in which

payment is due and, accordingly, represent taxes which are due.and uncollected at

.irneSO.ZOtO. The annual Municipal License Tax is determined based on the gross

income of all commerce and industrial organizations who have operations in the

MunicipalityoloUebradillas,andarenottotallyorpartialiyexemptUnderthelndustrial
lncentive Law of Puerto Rico.

An annual return ol business volume should be filed on or betore April '!5 of each

year and payable an two equal installments due on July '1 and January 1 ' A discount

of 5% is allowed when full payment is made on or before April 15

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF OUEARADILLAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAB ENDED JUNE 30' 2O1O
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COMMONWEALTH OF PUEBTO RICO

MUNICIPALITY OF OUEBRADILLAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2O1O

The rates of municipal license in the N4unicipality of Ouebradillas, are as follows:

Savings and loans associations
Financial institutions
Other organizations:

Up to $100,000
$ 100,000 up to $200,000
Over $200,000

= 1.009i,

= 1.509/0

= .30%
= .40%
= .50%

The amounts collected in advance are recorded as deferred revenues in the General

Fund. The l,4unicipality invoiced and collected in advance during the current year

approximately $442,070, corresponding to the next fiscal year municipal license

SALES AND USE TAXES

On July 29, 2Oo7 the Commonwealth Legislature approved Act No' 80 ("Act. 80")

which ihposed to all the Municipalities of Puerto Rico a uniform municipal sales and

use tax of I .5'/.. Effective August 1 , 2OO7 1% of the 1 .5',/. will be collected by the

Puerto Bico Department ol Treasury.

Act 80 also provides for restrictions on the use of the resources (including the 5 of
'1.5'l" collected by the Commonwealth Governmenl) to be invested in solid waste an

recycling programs, capital improvements and health and public safety cost' Amount

cotlected 
'by 

tie Commonwealth Government will be deposited in accounts of special

funds in the Government Development Bank of Puerto Hico ("GDB"), subject to

restrictions imposed and distributed as follows:

a. 2"/" ol lhe.5% witl be deposited in a "Municipal Development Fund" to finance

costs as restricted bY lhe Act.

b. .2'/. ol the .59i" will be deposited in a "lvlunicipai Redemption Fund" to finance

loans to municipalities subiect to restrictions imposed by the Act and,

c. .1'/. of the .5e'. will be deposited in a "l\ilunicipal lmprovement Fund" to finance

capital improvement proiects; these funds will be distributed based on legislation

f rom the Commonweath's Legislature

ORTIZ. RIVERA. RIVERA & CO
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENOED JUNE 30,2O1O

DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal

Puerto Rico Electric Power Authority
CFIIM (Preliminary Liquidation 2009-10)
Labor Department
OCAM
U.S. Department of Agriculture
U.S. Department of Health and Human Services

agencres:

$ 1,851.926
97,583
43,000
54,191

4,O37
9,706

$ 2,060.443

10. INTERFUNOTRANSACTIONS

a. Due From/To Other Funds:

The due from and due to other fund balances as of June 30, 2010, are as follows:

Receivable Fund Payable Fund Amount

General
General
Other Governmental Funds

The balance of $438,814 due to the
Fund represents amount due from
grants.

Other Governmental Funds
S.B.G.P. Fund
General

$ '1 10,294
7 4,454

438,814

$ 623,562

general fund from lhe Other Governmental
prior years related to state contributions'
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Bemaining transfers are used to use unrestricted revenues collected in the

se;"i;r f;nO to finance various programs accounted lor in other funds in

accordance with budgetary authorizations.

lnterfund Translers:

lnterfund transfers for the year ended June 30, 2010 consisted of the following:

COMMONWEALTH OF PUEBTO FICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Transler OulTranster ln Amount

Debt Service
General Fund

General Fund
Debt Service

$1,769,366
540,293

_$3!99€!9_

The transfers are used to (1) move revenues from the fund that statute or budget

i"""nr"i to 
"orr""t 

them to the fund that stalule or budget requires to expend

;;; lt ;; receipls restricted to debt service from the fund collection the

i"""iit!-io '," o"ot service fund as debt service payments become due' and (3)

u." ini"itri"t"o revenues collected in the general lund to finance various

progrars u"cornted for in other funds in accordance with budgetary

authorizations.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF QUEBRAOILLAS

NorEs ro iHE FINANCIAL STATEMENTS (coNrlNuEo)''- roi rrte FtscAL YEAR ENDED JUNE 30' 2010

11. CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30 2010 was as

follows:

Balance
Balance

1 687,069

PdmaryGovemm.nl Juno 30' 2009 lncrease! Decrcasor Junc 30' 2010

Govammontal Actlvillas:

Capital assets nol bang deprecialed:

Coflsltuction in ProEess

Tolal capital assels, nol being deprecialed

Capital assels, being deprecialed:

Buildings and building improvenrents

Equipment

Vehicles

Total capital assets, being deplecialed

Less accumuleled depreciation fori

Bu dings and buildmg irnprovements

Equipment

lnfrasiructure

Total accumulated dePlecialion

Total caprtalassets being depteclaled' net

Govemmenlal aclMtles capllal assets' net
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$ 520.000 $ s

127 AJA 543,934

727 034 !4r YJ4

s 520,000

1,552.433

28,1X2,311

570.801

2,330,570

3,721,918

36 314.033

1,233.199

2.069,517

387,76s

2,A7AA32

2,071.092

7,846,005

28 468.028

$ 2S 971 9S7

654,634

431,186

126,435

149,437

573,321

53 962

78.798

67.630

93.888

1,552,433

28,786,945

1,001.s87

2,457.005

3l,675,725

1 806,520

2,123,479

466.563

2,146.062

2.170.980

8.713 604867 599

494 093

s 1 221.127 $ 543 934

2A.962121

s 30.643.190



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOIES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

charged to functions/programs of the l\4unicipality asDepreciation expense was
follo\/s.

General government
Pubic Safety
Recreation
Public works

,12. DUE TO OTHER AGENCIES

Due to other agencies at June 30, 2010 is as follows:

Puerto Rico Electric Power Authority
Department of Housing and Urban Development
Retirement System Administration
General Services Admin straticn
Puerto Rico Water and Sewer Authority

Total

$ 80,433
46.173
82,630

658,363

$ 867,599

$ 1.851.926
3,046

54,O42
37,056
20,964

$ 1,967,034

I3. DEFERRED REVENUES

a. Municipal License Tax

The defened revenues of approximately S442.070 in the general fund related to
municioal license tax ccllected in fiscai year 2009-'10 that will be earned in fiscal
yeat 201()'2O1i
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b, Federal Government

-ThedeferredrevenuespresentedaSfederalgovemmentrepresentstheportionof
federalgrants received forwhich qualifying expenditures have not been incurred'

-TheamountsVr'eredeterrninedtakingintoconsiderationtheSpecificyearsoithe
grant.

- 14. INTERGOVERNMENTAL REVENUES

lntergovernmental revenues in the general and capital proJects funds consist mainly
- of coiiections from the commonwealth of Puerto Rico and the cRlN4, and payments in

Iieu of taxes from the Puerto Rico Electric Power Authority'

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}

FOR THE FISCAL YEAR ENDED JUNE 30' 2O1O

15. LONG.TERM DEBTS

Bonds and other Iong-term liabilities outstanding at June 30, 2010 are as follows:

Bonds

$570,000 series of 2002. payable in annual installments of

$10,000 to $5O,OOO until July 1 2026, interest from

2.7o/o to b.6o/o. $ 460,000

$2,OO0,OOO series of 2001, payable in annual installments of

$20,000 to $175,000 until July 1 2026, interest from

5o/o to 7./o. 1,670,000

5638.800 series of 2002, payable in annual installments of

$10,700 to $49,200 uniil July 1, 2027, interest from

5o/o to 7 bo/". 529,600

$670,000 series of 2003, payable in annual installments of

$10,000 to $5o,OOO until July 1,2028. interest from

So/o to 7.5o/o. 570,000

$2,135,000 series of 20OS payable in annual installments of

$65,000 to $165,000 until July 1 2024, interest from

4.37o/o lo 6.51". 1.695,000

38.

ORTIZ. RIVERA. RIVERA & CO,

Sufic l5l. PO Bn\?0l5lr.5rr,uM. PR iXl9.l61l50'PhmeLlE7r756 8511 FNLIET'rl7l0i6l



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2O1O

S455,000 series of 2004, payable in annual inslallments of

$15,000 to $35,000 until July 1 , 2024, interest from

3.27ok to 6.5ok. $

$1,1 1O,OOO series of 2008, payable in annual installments of
$25.000 to $10,000 until July 1, 2027, interest from 6.48% to

$420,000 series of 2010, payable in annual installments of

$50,000 to $75,000 until July 1.2016, interest from5%to

$1,710,000 series of2010, payable in annual installments of

$25,OOO to $145,000 until July 1 , 2034, interest from 6% to
7.5o/o.

$1OO.OOO series of 20'lO. payable in annual installments of

$5,000 to $20,000 until July 1, 2026, interest from 6010 to

Total bonds and notes payable

Other Lono-Term Liabilities

Note payable of $203,419 represents a repayment agreement

with GDB and CRIM to repay the excess of property taxes

advances from fiscal yearsupto200l. The CRll\"! will retain

principal and interest from the property taxes advances The

amounts retained by CRIM wll be remitted to GDB on July '1 of

each year through 2032. The repayment agreemenl is payable

in annual aggregate principal inslallments of $'15,024 plus

interest rate of 6.19%.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2OTO

Note payable of $936.377 represents a financing agreement
with the Treasury Department to pay the debt related to

social security tax from 1982 to 1986. The financing

agreement is payable in monthly installments of $5,200 plus

interest rate ol 6%.

Note payable of $268,425 represents a linancing agreement

with CRIM to the repayment of catastral digitalization The

agreement is due in semester payment of $'18,001 until

November 28. 201'1, at interest rate oI5 95%.

Total other long-term liabilities

236,657

50,941

466,545

for the bonds payable and note payable

Note Payabte_
Principal lnterest

The annual debt service requirements
at June 30, 2OlO, arc as follows:

Bonds

2011
2012
2013
2014
2015
2016-2020
2021-2025
2026-2030
2031-2035

Principal

$ 230,000
255,000
265,000
285,000
300,000

1,465,000
1,650,000

725.OOO

520.000

lnierest

s 311,379
354.r38
352,063
334,566
315,670

1,289,456
778.820
330,575
101,250

$ 93,000
99,100

105,400
111,700
123,100
750,000

1,076,900
410,000

$ 139,780
1A2,O54

175,313
168,137
160,526
665,910
367,799

40,',t74

$ 5,695.000 s4,167.91 7 $2,769,200 $ 1.899,693
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 2O1O

Long-term liability activity for the year ended June 30. 2010 was as follows:

Boginning

(& rsr.red) Addhio.s Payrnoni!
Endlng ou6 withi.
Balanc€ On. Year

s 5.695000 s 230 000

2.769,600 93,000

Governmeotal A.!lvirl03r

ToGr o.g-rem debl

Oihor long-iorm liabilltl€3:

CRIM LIMS

Treasury Oeparlrnert

Employee s Relremeni Syslem
P F Waler and Sewer Auhorly

Compensated absences

Tolal olher ong-lem rlabilili6s

Total noncutred llabrlrl es.

gove.nmental aclN[]es

5 3 685 000

2 851.500

6.536.500

s 2.230.000 s 220.000

81.900

2 230.000 301 900 8 .164 600 323 000

182 697

82 496

299.057

1,366.036

35.000

1.561.111

3,526397

3750
3r,555
62,400

1 366.036

35.000

82.160

174.947

50.941

236.657

1594.199

3.985

3.160
*"1

140.500

,aar*
115.249

115.248 1 580 901 2064.114

s 'ta62897 S23r52,19 s 10 525 3,14 5 563 3451 882 801

16. RETIREMENT PLAN

a. Plan Oescription

The Employee's Retirement System of the Government of Puerto Flico and its
lnstrumentalities (EHS) is the administrator of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Flico The System

was created under the ACT 447, approved on lvlay '15, 1951 , as amended, and

became effective on January 1, 1952.

ERS covers all regular employees of the Commonwealth of Puerto Ftico and its
inskumentalities and of certain municipalities and components units not covered
by their own retirement systems.
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Participation is mandatory except for members of the Legislature, Government
Secret,aries, Heads for Agencies and Public lnstrumentalities, Assistants to the

Governor. the Comptroller ol Puerto Rico, Gubernatorial Board and Committee

appointees and Experimental Service Station employees.

ERS provides retiremenl, death and disability benefits Disability retirement

benefits are available lo members for occupational and non-occupational

disabilities. Betirement benefits depend upon age at retirement and number of

years of credited service. Benelits vest after ten years of plan participation'

l,4embers who have attained an age of at least fifty-five (55) years and have

completed at least twentyjive (25) years of creditable service or members who

have attained an age of at least fifty-eight (58) years and have compleled at least

ten (10) years of creditable service, are entitled to an annual benefit, payable

monthly for life.

The amounts of the annuity will be one and one-half percent of the average

compensation multiplied by the number of years of creditable service uplo twenty

years, plus z'2" of the averige compensation multiplied by the number ol.years of

creditabte servlce in excest ot twenty years. ln no case the annuity will be less

than $200 per month.

Participants who have completed at least thirty (30) years ol creditable service are

entitled to receive the Merit Annuity Participants who have not attained liftyjive
(55) years of age \lvill receive 65'/. of the average compensation or if they have

;ttai;ed fiftyJiv; (55) years of age will receive 75% of the average compensation'

Disability r;tirement benefits are available to members for occupational and non-

occupational disability. However, for non-occupational disability a member musl

have at least ten (10) years of service.

No benefit is payable il the participant receives a refund of his accumulated

contributions.

On September 24, 1999. an amendment to Act No. 447 ol May 15, 1951 , which

;reated EHS, was enacted with the purpose of establishing a new pension

program (System 2OOO) Employees participating in the current system as of

beimoei il , 1999, may elect to stay in the defined benefit plan or transfer to the

new program. Persons joining the Municipality on or after January 2000, will only

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOB THE FISCAL YEAR ENDED JUNE 30' 2O1O

be allowed to become members ol System 2000. System 2000 will reduce the

retirement age from 65 years to 60 for those employees who joined the current
plan on or after April 1 . 1990

System 2ooo is a hybrid defined contribution plan, also known as a cash balance

ptan. Under tnis new plan, there will be a pool of pension asse-ts, which will be

invested by ERS, together with those of the current defined benefit plan Benefits

at retirement age will not be guaranteed by the Commonwealth ol Puerto Rico

The annuity w]il be based on a formula which assumes that each year the

employee'icontribution (with a minimum of 8.275% ol the employee's salary upon

to a miximum of 1O%) will be invested in an account which will eitherr (1 ) earn a

fixed rate based on the two-year Constant lvlaturity Treasury Note or' (2) earn rate

equal to 75o1o of the return of the EBS's investment portfolio (net of management

feis), or (3) earn a combination of both alternatives' Participants will receive

perioOic account statements similar to those oI defined contribution plans showing

iheir accrued balances Disability pensions will not be granted under System

ioOO. Tne emptoyer's contribution (9.275% of the employee's salary) will be used

to lund the current plan

b. Contribution Requirements

Commonwealth legislation requires employees to contribute 5 775olo of gross

ialary up to $6,60b plus 8.275'/" ot gross salary in excess of $6'600 The

l,,tuni6ipitity's contributions arc 9.2i5'h of gross salary' contributions'

,e!uirernents are established by law. The actuarially determined contribution

|,"drirurrnt and contributions attually made for the year ended June 30' 2010

*u. upptorirut"ty $301.804. The Municipality's payroll for employees covered by

ina -;. ,pptoiirut"ly S3.3 million. The Nilunicipality total payroll for all

employees was approximately $4.5 million.

Additional information on the ERS is provided in its financial statements lor the

year enoeO June 30, 2010, a copy of which can be obtained from the ERS'

Minillas Station. PO Box 42003, San Juan, PB 00940

17. RISK MANAGEMENT

The Flisk Management Division of the Municipality's Legal Department is responsible

oi issrring lhaithe l,'lunicipality's property is properly insured' Annually' the Bisk
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Management Division compiles the information ol all property owned and its
respective market value. After evaluating this information, the Risk [,Ianagement
Division submits the data regarding the lvlunicipality's properties to the Area of Public
lnsurance at the Oepartment of the Treasury ot the Commonwealth of Puerto Bico
who is responsible for purchasing all property and casualty insurance policies of all

municipalities.

18. LEASES

Operating Leases

Leasing Arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its lvlarket Place under operating lease

agreements with terms ranging from one to five years.

b. Total income from leases during the year ended June 30,2010 was approximately

$26,312.

c. The Municipality retains tille to its leased property The lessee pays taxes,

licenses. insurance, and maintenance costs of the leased assets.

The lvlunicipality is obligated under noncancellable operational leases, with periods

not longer lhan one year.

19. CONTINGENCIES

a. The Nlunicipality receives Federal Grants for specific purposes that are subject to

review and audit by the grantor agencies. Although such audits could generate

expenditure disatlowances under the terms of the grants, managemenl believes
that any required reimbursements would not be material.

20. COMMITMENTS

The Municipality of Ouebradillas had several outstanding or planned construction
projects as of June 30, 2OlO These proiects are evidenced by contractual
commitments with contractors. The construction projects are commitments of the

Other Governmental Funds that amounted to approximately $80'137
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21. RESTATEMENTS

a. Net Assets

Net assets at beginning oI year have been adjusted to reflect the following

restatements:

Net assets at beginninng of year as previously reported $22 552 639

Overstatement of long term debts

Net assets at beginning of year as restated

124.684
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Fede.al Grantor/Program Titl6

COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF OUEBBAOILLAS

SCHEDULE OF EXPENDITURES OF FEOERAL AWARDS
FOB THE FISCAL YEAR ENOED JUNE 30, 2O1O

CFOA

U.S. Oepartment ot Housing and Urban
oevelopment (HUO)

Oirecl Prograas:
Section a Housing Choic€ Vouchers

Pass-lhrough Commiss'oner Ollice ol Municipal
Arlans Communily Oevelopment Block Grant-Staiesi

Program SBGP
Program SBGP'Recovery Acl Funded

Pass-lhrough Oepanmenl ol Famrly:
Homelessness Prevention ancl Bapd Re_Housing
Program (Fecovery Act Funded)

Subtotal U.S. Deparlment ol HUD

U-S. Departrnonl ol Agrlcullur3
Pass-through Gove.nor's Ollice ot Chrld Services and
Communily Development:

Child and Adull Care Food Program
Pass through Ru.al oevelopmenl:

Ru€l Housing Preseryalion Grants
Subtotal u.S. oepartmeni ol agricllture

U.S. Deparlment of Jusllc€
Direct Prooram:
Crim€ Viclim Assistanc€

sublotal u.s. Department o' Juslice

U-S. Departmenl ol Health and Human Servlcc3
(HHS)

Pass lhrough ih€ commonweallh ol Puerlo Flico
Governo/s Otlice (Elderry Ariairs Oflice):

Special Prog.ams lor the Aging Iille rrl, Part B.
Granls tor Supporiive Services and Senior Cenle.s
Aging Congregale Nutrrtion Services ror States

Pass through ihe OIlice oi Adminrslralion lor Children

Child and Care and Development Block Grant
ARBA/Child and Care and Developmenl Elock Granl

subioial U S. Depanmeol ot HHS

14 871

14 228
14.255

14 257

147.776

6A7.a4A
112,868

29,349
1,O17.841

10 554

10.433

40,254

13,590
53 A44

16.575

a1 128

126,134
6.730

203,054
13.245

58,193
54,193

93.044
93.707

93 575
s3.713

U.S. O€parlment ol Homel.6d Securlty
Stale Domeslic Preparedness Equiprnent Support Prog.am 97 OO4

subtotal U S Deparhent o, Homeland Securtv

U.S. t epartment ot Energy
Passlhrough lhe Puerto Rico Administ.ation of Energv

Energy Etlicien.y and Conservation Block Grant Program
subtotalu.s Departmenl ol Energy

349.211

81 652
81 652

20.ooo
20.ooo

See notes to Schedule of Expenditures ol Federal Awards
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

't. SIGNIFICANT ACCOUNTING POLICIES

The accompanyinq Schedule of Expenditures of Federal Awards includes the iederal

grant activity of the l\ilunicipality of Quebradillas and is presented on the modified

iccrual basis of accounting. The information in this schedule is presented in

accordance with the requirements of Ol\,48 Circular A-133. Therefore' some amounts

presented in this schedule may differ from amounts presented in' or used in the
preparation of, the basic financial statements.

BASIS OF PRESENTATION

The expenditures of the schedule are included in the lvlunicipality's basic financial

statements in the accompanying Statement of Revenues' Expenditures and Changes

in Fund Balances-Governmental Funds. The reconciliation of expenditures in the

basic financial statements to the Schedule of Expenditures of Federal Awards is a

follows:

Expenditures as per basic financial
statements:

Federal expenditures included within other governmental funds

SBGP Program Fund

Total expenditures per schedule of expenditures

oI federal awards
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER

riiiil'cra'ineponrtNG AND oN coMPLIANcE AND orxER ntATrERs
' "br's-id 

orl an nuotr oF FINANcIAL sTATEMENTS PERFoRME-D

l'r.i-acconoluce wtrH GovERNMENT AUolrlNG STANDARDS

To the Honorable lvlayor and

Municipal Legislature
Municipality of Quebradillas
Quebradillas, Puerto Rico

we have audited the financial statements of the governmental activities' each major fund

;; ffi;#;;d ,"rrinins r'no 
'nio';ition 

of itre t'rtunicipalitv of ouebradillas' as of and

i.rirr" ,# L""o.a June sd. zot o, ;trich colectively comprise the lvlunicipality's basic

ilrl"'"ii"i""i"t".*" ""J 
n""" issueo ou' report theieon dated,october '18' 20'10 we

conducted our audit in accoroance wi-t-h auaiting standarOs g-enerally accepted in the United

ii"'t".'"i er"ri"" and tne standaros apiticabte lo iin-ancial audits contained in
'iiviirri:,uii iiaiting standards' issueo rv tne Comptroller General of the united States'

lnternal Control over Financial Reportinq

ln planning and performing our audit' we considered Municipality of Quebradillas' internal

control over linancial reportlng as a'oasis foi oesigning our auditing procedures for the

purpose of expressing ou' op'n'ontliin" inun"iur"ttut6'"nts but nol for the purpose of

exoressing an opinion on tn" enecii'eness of the lvlunlcipality s lnte,rnal control over

financral reoortinq. Accoroingty we io noi express an opinion on the effecliveness of the

ufuni"iprritv. intitnal control over financial reportrng

A deficiency in internal control exists when the design or operation of a control does not

allow management or. 
"*ploy"u"'1"'it'-" 

noimat c'"o'rs" of performinq their assigned

functions, to prevent, or detect unO 
"oii"tt ''"t*tements 

on a trmely basis A material

weakness is a defici"n"y, or "o'r'i'iion 
oJ deficiencies in internal control such that there

is a reasonable possibility tnat a matlinL ;isstatement of the entity's financial statements

,iii i,'"1"u.'p[rJrlLJ' oii"t""t"o and corrected on a timelv basis'
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Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control over financial reporting that might be deficiencies, significant
deficiencies or material weaknesses. We did not identify any deficiencies in intemal control
over financial reporting that we consider to be material weaknesses, as defined above.

Comoliance and Other Mafters

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

We noted certain other matters that we reported to management of the l.4unicipality of
Quebradillas in a separate letter dated October 18, 20'10.

This report is intended soiely for the information and use of management, Commissioner
Office of Municipal Affairs, others within the entity and the federal awarding agencies and
pass-through entities and is not intended to be and should not be used by anyone other
than these specified parties.

O^r.;?,";I,,* \ c.San Juan. Puerto Rico
October '18, 2010

The stamp 2571459 was affixed
lo the original of this reporl.
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH

REQUIREMENTS THAT COULD HAVE A OIRECT ANO

MATERIAL EFFECT ON EACH MAJOR PROGRAM AND

ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable l\.4ayor

and l\,4unicipal Legislature
Municipality of Quebradillas
Quebradillas, Puerto Rico

Comoliance

We have audited L4unicipality of Ouebradillas's compliance with the types of compliance

i""rii"r"r,t. o"".ibed ;n th; U. s. office of Management and Budget (oMB) circular A-

iii iiiptiii" supptement thar coutd have a direct and materiat effecr on each

r,ar"i"lpriiiv 
"t 

or"uiaaittas' malor teoeral programs for the year.ended June 30 2010'

ffi;i;;liii oi ouloraoirras' milor feoerai programs are- identified in the summary of

luJiioi{ rJ.rrt" .".tion of the accompanying schedule of findings and questioned costs'

6-ornpiiun". *itn tnu requirements of lawj' regulations' contracts and g-rants applicable to

"""t'oi 
it. major rederal programs is the responsibility of Municipality of ouebradillas'

,*"o"runt. bur responsibrlity is to express and opinion on l\ilunicipality of Ouebradillas'

compiiance based on our audit'

We conducted our audit of compliance in accordance with auditing standards generally

;;;;-';il" u"ired States of America; the standards applicable lo financial audits

;;;6; n Government Audting standards issued by the comptroller General of the

u"it"i iLt""' ,^o OMB Circular A-133 Those standards and ol\'48 Circular A-133 require

[.J *" pfun and perform the audit to obtain reasonable assurance about whether

;;;";;ol,;"";;i,ti the tvpes of compliance requirements referred to above that could
'nu"u , ir"it ,nO materiaieffect on a maior federal program occurred An audit includes
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eflect on amaiorlederal program occurred. An audit includes exam ining, on a test basis'

evidence about Municipality of Quebradillas' compliance with those requirements and

performing such other ptocedrres as *e considered necessary in the circumstances We

betieve tnit our audit provides a reasonable basis lor our opinion Our audit does not

providealegaldeterminationonMunicipalityofouebradil|ascompliancewiththose
requirements.

ln our opinion, the l\,,lunicipality of Quebradiltas complied, in all material respects' with the

lomotiance requiremenis referred to above that could have a direct and malerial effect on

each of its malor tederal programs for lhe year ended June 30' 2010'

lnternal Control over Comoliance

The management of Municipality of Ouebradillas is responsible for establishing and

,rint"rlnd eflective internal control orer compliance with the requirements of laws'

reoulations-.conkactsandglantsapplicabletolederalprograms.lnplanningand
ol?oirino our audit, we considered Municipality ol ouebradillas internal control over

io.Jriin.l *,lr,t requirements thal could have a direct and material ef'ect on a major

ieOeiaL program to determine the auditing procedures for the purpose of expressing our

ooinion,on-comptianceandtotestandreportoninternalcontrolovercompliancein

"iio,ouna" 
*itn ovB circular A_ 133, but not for the purpose of expressing an opinion on

ine etfectiveness ot internai control over compliance. Accordingly, we do not express an

opinlon on the effectiveness ol the Municipality's internal control over compliance'

A deficiency in internal control over compliance exists when the design or operation of a

;;;i;;i;r;i;;p["nce does not allow management or emplovees' in the normal course of

o"rtoi.ino t,",l, uaatgned tunctions, to preve;t or detect and correct' noncompliance with a

i;;;l ;;;pli";;; iequirement o[ a.rederal prosram on.a timelv basis' A material

i!"rn"t. in internal control over compliance is a deticiency' or combination of

J"r"i"niL., in int"rnal control over compliance, such that there is a reasonable possibility

tnat-materiai noncompliance with a type of compliance requirement of a Iederal program

will not be prevented, or detected and corrected, on a timely basis'

our consideration ol internal control over compliance was torthe limited purpose described

in,n" firiipurugtuph of this section and was not designed to identify all deficiencies in

i"t"i"rr 
"titr"i-""i,r 

compliance that might be deliciencies significant deficiencies or

rn"1"rll *"ut n"..es W; did not ideniify any deliciencies 
'n 

internal control over

aoapti"na" tnut *" consider lo be material weaknesses as defined above'
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This reporl is intended solelyforthe information of the management, Commissioner Office
of Municipal Affairs, others within the entity and the federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than
these specified parties.

San Juan, Puerto Rico
October 18.2010

D,t.J:u^J'',,. ) C

The slamp 2571460 was
to the orig,nal of this reporl.
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COMMONWEALTH OF PUERTO RICO

- MUNICIPALITY OF QUEBRADILLAS
SCHEDULE OF FINDINGS AND OUESTIONED COSTS

OR THE FISCAL YEAR ENDED JUNE 30, 2O1O

- 1. SUMMARY OF AUOIT RESULTS

a. The auditors' reporl expresses an unqualified opinion on the basic linancial

- statements of the Municipality of Ouebradillas'

-b.ThereWerenosignificantdeficienciesoninternalcontrolsoverfinancialreporting.
c. No instances of noncompliance material to the financial statements of Municipality

f Quebradillas were disclosed during the audit

d. There were no significant deficiencies on internal controls over maior programs'

-e.Theauditor'sreportoncompliancewithrequirementsapplicabletofederalaward
programs for Municipality of Ouebradillas express an unqualified opinion

-f.AuditfindingsrelativetothemajorfederalawardprogramsfortheMunicipalityof
Quebradillas are reported in number 3 of this schedule'

- S. The program tested as major program is:

' SBGP - CFDA No' 14 228
SBGP Becovery Act Funded - CFDA No 14'255

_ h. The threshold lor distinguishing types A and B programs was $300'000'

i. lilunicipality of Ouebradiltas was determined to be a low-risk auditee'

_ 2. FINOINGS. FINANCIAL STATEMENTS AUDIT

_ None

ORTIZ. RIVERA. RIVERA & CO,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

SCHEDULE OF STATUS OF PRIOB YEAR
AUDIT FINDINGS AND OUESTIONED COSTS

FOB THE FISCAL YEAR ENDED JUNE 30, 2O1O

During the current examination, follow-up was given to the findings informed to the

lvlunicipality in prior years. ltwas noted that corrective action has been taken, exceptfor

certain conditions that still exist and require further action. These are included in the

accompanying Schedule of Prior Year Audits Findings and Questioned Costs.
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- Proqram

COMTIitONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OIO

Findinq,/Noncomoliance Status

(6
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SBGP - CFDA Condition 08'1
No.14.228

The exlensions for ihe year programs contracts Condition still

were not requested on lime- prcvails

SBGP - CFDA Condition 08'2

No 14 228 The Municipa'ity did not comply with the condition was

requiremenls of iilling its financial reports on a corrected'

timelY basis

SBGP - CFDA Condition 09'l Condition was

No. 14.22E corrected'

The Federal Program Office does not request the

extension of the contracts for the year program

2OOO into the 45 days required. The extension for
contracts was made on October 22 2008, which
due on August 22' 2008. fhe Municipality
operales approximately two months without a

signed contract.


