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Amenen lrnnd. olceniii:d

PEno Rrco Bodd ol cenrried

To the Honorable Mavor and
Municipal Legislature

Municipality of euebradillas
Quebradillas, puerto Rico

we,have.audiled the accompanying rinanciar statements of the governmentar activities,each major fund and the assresaG remaining fund i"i;;;;i#;il; Municipatiry ofQuebradillas, as of and for rhe vear gn{sO.tune SO, ZOt t, ;hiiii-cotieciivery comprise tteMunicipatity's basic financiat srirements, as tisted in *re taoL;;;;;;il. rhese financialstatemenrs.are the responsibirity of the Municiparitv's'ranaieie-n'i.'Suiiesponsioirty is toexpress opinions on these financiat statemenis Oiseo on-du; ;jit.-- '

We conducted our audit in accordanc,e with.auditing standards generally accepted in theUnited States of America and the standards appliiabte t" tr"iii"'i 
"rlit" contained inG.overnment Auditing srardards, issued bv tt" cirpiorr"i c 

"ieiai 
oiiie uniteo stares.Those standards require that we pran and p"rr"i, fii" 

"roiii" oitain reasonabreassurance about whether the Iinancial. statements are free oii-uieilt-,r'is"tat"m"nt. anaudit inctudes examjning, on a test basis, erioen"e .rppo]irf it" urounts 
"nddisctosures in the financiat statements. An audit;L; ;tu-J;Ji.""r."tng tr," ,""orntingprinciptes used and significanr estimares m"o" ov ,*"g;""iii",iJii !" 

"r"rrrting 
ti,"overall financiat statement oresenration. W" O"iilr.-tt 

"iorr 
rrOiip'r'o"iju" 

" 
,"""onrOr"basis for our opinions.

ln our opinion, the financial statements refe'ed to above present fairly, in all materialrespects, the respective financiat oosition of the gover"r..,i,"i""iiui[.,L"ch major fundand the aggreoate remainino runi informatio_n oi-fl* M;;ffiffi;ituebradiras as ofJune 30, 201'1, and the respdctve changes in tinanciatpositioriine,re-orlio tne ,espectivebudgetary compadson for the generai and o.ot ."rii." lr"i. ioiiir!'iiscat yea, tnenended in conformity with accounting principres generafiticc;-piJiin t# unireo st"te" otAmenca.

ln accordance with Governnent Auditins.ltanqards: we have also issued a report datedoctober 1 1, 20l 1 on our considerarion o1 ti,e t,,rrnicip"ritytinieiii'liiirl or",. rin"n"i"rreporting and on our tesrs of [s comptiance *ifl., 
""friii'pr,o"t"i";;;ffi, regutafions,

INDEPENDENT AUDITORS' BEPORT

sutc152,POBor7C250.Sajud,pR0091C?25{.phoie(787)?56.852,r.Faxi787r2741i6,



contracts and grants agreements and other matters. The purpose of that report is todescribe the scope ofour testino of internar conlror over rinan;a-tL-p-o-rti-ng ano comptianceand_the, resutts ot tha esting:and 
1or to prorio"'.n oirioi #:;H" conrrot overfinanciar reporting-or on compriance. rnat reirort is aninteirat part-i an"auoir perrormeo rn

fl:.?J:ill:"";":t,::vernment 
Auditins saraurasuno 

"no"ril 
5"."".i0"*o , 

"*""iirg
The Management,s Discussion and Analysis on pages.3lhrough 9, is nota required part ofthe basic financial statements but are supplementiry informaion ,elu-ireO Oy accountingprinciptes senera y accepted in rhe unite; st"i;;"i ;;;;;, ivJilvl apprieo certainlimired procedures, which consisted principa y of inquir;;;f 'm;;IiJment 

,egaroingmethods of measurement and oresentation otir.,J .,i*"J*pp;;;;",y information.However, we did not audit the informatjon and express no opinion on it. 
"

Our audit was conducted for the DUrpose of forming opinions on the financial statementslhat cottectivery comprise the ruu;iciparity or oueoraiirias;rina,iciuis-tuteil"rts 
"s 

u *nore.The accompanying schedute of exoendiiures ot teoeral awirlslf p'reiJni"o ro, prrpo""sof additionat anatysis as required by U.S offic;;f ;;n;;,iinl In?"euog"t cir,.rr", a-133, Audits ot states, Locat Governnents, ana Non_pitit oiiiiiarib]rs, ano is not arequired part of the basic financiar statements. sucn intormiii-"r.,""-oi"-n .roj"at"o to tn"auditing procedures apptied in th6 audit of rne Oasiciininciai ii"i#"",", and in ouropinion. Ihe informarion is fairty stared, in a, materiat ;;;;";G,;;;ff;" to the basicfinancial statements taken as a whole.

San Juan. Puerto Rico
December 12,2011

Th6 stamp El6502 was at ixed
to lhe orjginalot lhis report.

0-ts3; vi]:u* y q.
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Commonwaalth of puerto Rlco
Municipalily ot Ouebrad las

Management,s Olscussion and Analysls

Yea. Ended June 30, 2O.t 1

MANAGEMENT'S DISCUSSION AND ANALYSIS

;X"r$,:1i.;?1'y":lS'ebrad 
jrras (1he "r4uniciparity'') discussion and anarvsis has been desisned wirh

a)
b)
c)

d)
e)

As-sist the reader in locustng on signilicant linancial issues,pjovtoe an overyiew ol the Muntcipaliys linancial activity,
roentrry changes in ihe Municipaliys financiat position (iti abitity to address the nen andsubsequent year cha enqes).
ldentity any materiat deviations lrom the financial plan (the approved budget), and;ldentify individual ,und jssues or concerns.

Since the Management,s Discussion andAnatysis (MO & A) is designed tofocuson thecurrentyearactivities, resutting chanoes and cu.ren,y k;own fa"t., irf"i"" 7""i ii , Iln;unction wi*r theMunicipality's financiat statements.

FINANCIAL HICHLIGHTS

. The Municipatity net assets increased by $3,982,288.. tn the lund financiat statements, generailund revenues increased $9,869 (or O.Ogo/d.' The GenerarFund (rhe primaryoperating tuno) reftecteo, on a curie-nifinanciar resourcebasis. an increase ol 5753.414. On a budgetary basis, actual revenues exceed actuat expenditures by $1,101,773.. Capital expenditures amounted to $3,42S,80g.

USING THIS ANNUAL BEPORI

This annual reportconsists of a series ot new linancial statements wtth a change jn the focus lromprevious tinancial starements. The new tocu, ,. Jn ootl, rrc rvrrnii,pri,ti *'l Iio," tsou"rnr"nuwide) and the major individuat funds. Borh pe 
"pe"rir"" isor".;;;iirii,"i'nl #lio. rrnot 

"rro,n, 
*,"userto address relevant questions. broaden a basis rori-ornpaiisorLtv"ii 

-to'i""ii, 
gor"rn."n,,ogovernment) and enhance the Munrcrpaltty,s accountabjlity.

Government-Wlde Financial Statements

Ihe Government-Wjde Fjnancial Statements are desrgned to provide use6 o, the rinancialstatements with a broad overview of the i,runrciparitvs-rina'nces ini"rlrn'J,. ii"J,i!r ro pr,ru,"-."",o,,companies.

3-



Commonwealth ol puerto Rico
Munlcipallty of Quebradlllas

Management's Discussion and Analysis

Year End€d June 30, 2011

LP :Jgtg,T"l!"] rl"].Assets prcsenrs information on aI ot the Municipatity's assets and tiabirities,wln rne otnerence between both reported as net assets. over time, increrses or decreases in netassets may serve as a useful indicator of whether the linancial position oi ihe Municipality is
improving or deteriorating.

The Statement ol Activities presenG information showing howthe lvlunicjpalitys netassets changed
during the most recent fiscalyear. Allchanges.in net as;ets are reportedas 6oon as the undeding
event giving rise lo the change occurs, regardless ol the timing of the relaied iasn lows. ttrus]
revenues_and expenses are reported in the statementof Activities thatwillonty result ln cash flows
in future fiscal periods. The Statement ot Activities is focused on Ootn tt J gio"s anO ,et 

"ost 
otvarious activities, which are provided by the governments general tai anJ ofieirevenues. fnis isrnrenoeo to summarize and simplity the use/s analysis of cost ol various govemmental services.

Fund Financial Statements

The.Fund Financiar statements provide detaired information aboutthe Municiparivs mostsagnificant
funds, not the tlunicipatity as a whote. The Municipatity has onry one iinJ oi-irnO, which is thegovemmental fund.

Governmental funds are used to account._for essentially the same functions reported asgovernmental activities in the Govemment Wide Financia] Statements. However, unlike the
Government Wide Financiat Statements, Government Fund Financiat Statements tocus on near
term inflowsand outrrows of spendabre resources, as wel as on barances or spendabre resources
available at the end ol the fiscal year, Such inlormation is usefuf in evafuatirig ihe l,lunjcipality,s
near term linancial requirements.

Because the focus of govemmental funds is narrower than that of the govemment wide linancial
statements, it is uselul to compare tie information presented for gou"rirertai trnOs *itt simit",inlormation presented for governmentar activities in the governmeiirte tin"niiai stat"rents. ay
doing so, users ofthe basic financiar statements may better understand tne bnj-ts1rn lrnpsct q116a
Municipaliys nearterm financial decisions. Both ofihe covernmentat runo gaLn-ce sheetanatne
Governmental Fund Statementof Revenues, Expenditures and Changei ln funi'aalances provlOea reconciliation to lacilitate this comparison between governmentit tunOi inO govemmental
aclivities.

4



Commonwealth of puerto Blco
Municipallty ol Ouebradlllas

Management's Dlscussion and Analysis

Year Ended June 30, 201,

lntrastructure Assets

Historically, a govemments targest group ot assets (inkastructure _ roads, bridges, trarfic signals,
underground pjpes [unless associated with a utrlity], etc.) have not been reponei norOepreciated ingovernment financial statements. GASB 34 requires ihat these assets 

'be 
vitued anO reportea

within the govemmentalcotumn ol the covemment-Wide Statements. nOOitLnatty, the gove;ment
must elect to either (a)

Depreciate these assets over their estimated useful tife or (b) Develop a system of assetmanagement designed to maintain the service delivery potentiat to near perpetuity. lf thegovernment develops the asset management system (the modified approach), wtrich penodicallylat
l1TL,9la !ll9 rylr), by catesory. measures and demonstratei its m;inienance or tocafly
estaDttshed tevetsofservice standards, the govemment may record its cost ol maintenance in lieu oi
depreciation. The information aboutthe condition and mainienanceot conOition otttre govemment
inlrastructure assets should assist financial statement users in evatualing i toiiigovernment anO itspedormance overtime. The Municipality has etected to depreciate intraitructu16 assets insteaO ot
using the modilied approach.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

As noted_earlier, net assets may serve over time as a useful indicator of a governmenl,s fanancialposition. The Municipativs net assets totaled $28.7 milion at the enO of ZOii, iompareO to $e+,2million at the end of the previous year.

The largest portion of the Municipatib/s netassets consists otthe investment made throughoutthe
years in capitalassets such as land, buildings, equipmentand infrastructure. Th; Municjp;lity uses
these capitalassets to provide services to iG citize;s; consequenfly, tfiesl issJts are notavaitaOte
fol 

lutyrg :q:ldlnS.. f]though, lhe Municipatity,s invesrment in its cipiLriiieii is repoaeo net orrelated debr, itshourd be noted thatthe resources needed to repayttris oeoimuit ue provioeo trom
l1?,9."b]:."r"" Fund. since the capitat assets themsetves cannot be used io tiquidate theselaollres. rne amounts restricted fo. debt service represents another portjon of the netassets, and
these are resources subject to extemal restrictions ior the purposes LxpdineaiOove.

I1:.-yllq:t],:9q d"]i:it isrhe consequence of previous budgets which did not provide funding for
Incurred bng-term obligations such as compensated absences and ctaims and ludgments am-ongothers- Historically, such obtigations have been budgeted on 

" 
pry 

"i 
yor'-oo basis withoutprovrdrng tunding for their future tiquidation. Consequen y, the Munrcipatitycan;ot draw kom its

-5-



Commonwealth ol puerto Bico
Municlpality ot Ouebradiltas

Managament's Discusaion and Analysls

Year Ended June 30,2Oi1

existing assets to provide services to its cjtjzens and
operations. The restricted portion consists of monies
expenditures.

Municipallty of Ouebradifl as
Condensed Statement ol Net Assets
June 30, 2011 and 2010

Current assets
Capital assels

Total assets

Currrent Iiabilities
Noncurrent liabilities

Total liabilities

invested in capital assets, net of related debt
Restricted
Unrestricted

Total net assets

depends on its taxing ability to continue its
reserved for debi service and future capital

2011 2010

$ 12,059,427
30,649,190
42,708,617

3,353,923
10,976,503
13,945,029

40,040,272
3,258,019

('t 4,534,703\
$ 28,763.588

$ 8,462,536
30,649,190
39,111,726

3,353,923
10,976,503
14,330,426

30,&9,190
1,288,825

(7,'i 56,715)

$ 24781,300

Changes in Net Assetg

The Municipality's netassets increased byg3.9 miflion approximately, forty-one (41%) percento,the
lvlunicipality's total revenue came from Taxes generated by the ge;eral iunJ. ieoerat Crants wasseven (7"/d percent, white the State Contributions maOe tiity lSdZy p"rcenioiti" tot"t .er"rres.The Municipality's expenses cover a range of services. ffie fargdt eipense; were for generalgovernment, public works and pubtic salety.

-6-



Commonwealth o, puerto Rico
Munlcipallty of Ouebradillas

Management's Olscussion and Analysis

Year Ended June 30,2Oil

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INOIVIDUAL FUNDS

l_._11,:0,:1:!gr:Jn".Munrcipahty uses fund accounting to ensure and demonstrate comptjance with
nnance-retated tegal requirements.

Governmental Funds

The focus of the Municipalihls governmentar funds is to provide inlormation on near-term infrou/s,
outflows,.and balances of spendabte resources. Such intormation is useiul in assessing the
l\runiciparitys financing requirements. rn particurar, unreserved fund baranct miyserve asa usefur
measure of a govemment's net resources available for spending at the end of tire liscal year.

As of the end oJ the current fiscal year, the Municipativs governmental funds reported combined
ending fund balances ot 96,369,125 an increase of $t:006,512 in comparison with the prior year.
There are reservations of fund balance amounting to $S,2g5,i25.

The general fund is included wjthin the governmenial funds; it is the chief operating lund of the
lvlunicipality.-A-s-ol June 30, 201 1 , the general lund has a batance ot S,l,32i,47. The prior year
superavit of $568,233 was increased by $753.414 during tiscal ye at 2O11.

GENERAL FUND BUOGETARY HIGHLIGHTS

Over.the course of the year, the Municipatity Council revised the Municipalitys budgetto reclassity
certain expenditures among the diflerent governmental functions. sucn ieciisiitications were
necessaryto provide tor the devetopments that affected the Municipality,s finances.

Flevenles of the curreni year had increased by $9,869 compared with the prior year. The increase
in fund.balance is directry rerated to this increise in revenues. rne actuir'reveiuls exceeded the
I:Y'::9-1'-d.s:!i:Y:lles, bv $8-28:649-qret). 

-rhe most signilicant variances were in municipal
Icenses and ticenses and permits by $3S,l,433 and $269.657, respectivety.

-7



Commonwealth ot puedo Rico
Munlcipallty o, Ouebradlllas

Management's Dlscussion and Analysio

Year Ended June 30, 2011

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assels

The Municipality's investment in capitar assets as of June 30,201 1, amounts to $42.7 miflion, net or
accumurated depreciation ot$9.7 mifiion, reaving a netbook varue of $33 mi[ion. This investmentin
capital assets includes tand, buildings, improvements, equipment, intangibles, infrastructure and
construction in progress. rnlrastructure assets are items that are normalliimmovabre and of value
onlytothe state, such as roads, bridges, streets and sidewalks, drainage;ystems, lighting systems,
and similar items.

The Municiparity finances a significant portion of its construction activities through bond issuances.
r he 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 $5,656,772 ol capital assets during the fiscat year 2010-2011.
Capital assets acquired during the year were as follows:

. Construction in progress - $2,871,014

. Building and buitding improvements _ 9,l,965,564

. Acquisition of Equipment and Vehicles - $354,790

Otherprojects related to repairand maintenance of roads (not capitalized) was developmentduring
the year 2011.

Debt Administration

The Puerto Flico Legislature has established a limitarion for the issuance of general obligation
municipal.bonds and notes lorthe payment ot which the good faith, credit and tax'ing power of each
municipality may be pledged.

The applicabre rawarso requiresthaiin orderfora municiparityto be abre to issue additionar generar

9bllq1tl91,i:"n. "n9."otes 
such municipatity musr have sufficient "payment cap;city.,, Acr-No. &provrdes that a municipatjty has sufficientpaymenl capacity. to incur additional generat obligation

debt il the deposits in such municipality,s Redemption Fund and the annual amo;h co ected with
respect to such municipalivs Special Additional Tax (as defined below), as projected by cDB, wifl

-8



Commonwealth of Puerto Rico
Municipality ol Ouebradiflas

Management's Dlscussion and Analysis

Year Ended June 30, 2011

be sutficient to service to maturity the municiparitys outstanding general obligation debt and the
additional proposed generat obtigation debt (.payment Capacity,).

The Municipality is required underapplicable tawto levythe Special AdditionalTax in such amounts
as shall be.required lorthe paymentof lts general obligation municiparbonds and nores. rn addition,
principal ol and interest on all general obllgation municipal bonds and notes and on alt municipai
notes issued in anticipation of the issuance ol general obtigation bonds issued by the Municip;lity
constitute a first lien on the [ilunicipatitys Basic Tax revenues. Accordingty, the Municipativs basi;
Tax revenues would be available to make debt service payment! on general o6tigation
municipal bonds and notes to the extent thatthe Special Additional Tax tevied by the Munici-pality,
together with moneys on deposit in the Municipatitys Fledemption Fund, are notlufficient to covei
such debt service. lt has never been necessary to apply Basic Taxes to paydebt seMce on general
obligation debt ol the Municipality.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

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

FINANCIAL CONTACT

The Municipality's financiat statements are designed to present users (citizens, taxpayers,
customers, investors and creditors) with a general overview of the Municipatitys linances and to
demonstrate the Municipalitys accountabitity. lt you have questions about ihe report or need
additional financial information, contact l\rrs. Edna M. perez, Chiel Financiat Officer on the Finance
Offices in the Central Town, Ouebradillas. puerto Rico.

-9-



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF OUEBRADILLAS

STATEMENT OF NET ASSETS
JUNE 30, 2011

Asseis

Cash in bank (Notes 2 and 5)
Cash with liscal ageni (NotB 2 and 5)
Accounts receivable:

Sales and use taxes
Due from other agencies (Note 9)
Capitalassets, net (Not€ 1l)

Total assets

Llabilities and Net Assets

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

[/atured bonds and interest payabte
Deferred revenues (Note 13):
Municipal license tax

Noncurrent liabilities (Note'15):
Due within one year
Due in more than one year

Accrued inlerest
Total tiabiltties

Net Assels
lnvestment in capital assets, net of related debt
Flestricted lor:
Debt service
Capital projects

Unrestricted
Tolal net assets

Total liabitities and net assets

Governmental
Activities

$ 3,686,589
3,672,638

44,967
2,219,226

33,085,197

$ 42,708,617

628,812
2,104,936

328,723

451,824

588,216
9,415,929

426,589
13,945,029

40,040,272

1,769,577
1,488,442

(14,534,703)

28,763,588

_9._ 42lgg,61L_

The accompanying notes are an integral part of these basic financial statements.
- 10 -
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COMMONWEALTH OF PUEBTO BICO
MUNICIPALIry OF QUEBRADILLAS

FECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS

JUNE 30, 2011

Total fund balances - governmental funds

Amounts reported for governmental activities in the statement
of net assets are dlfferent because:

. 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 lunds. (Note 4)

Net assets of governmental activities

$ 6,369, r25

33,085,197

(10,690,734)

$ 28,763,588

The accompanying notes are an integral part ot thess basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRAOILLAS

RECONCILIATION OF THE STATEMET{I OF NEVENUES, EXPENDITURES. ANO
CTIANGES IN FUNO BALANCES OF GOVEBNMENTAL FUNDS

TO THE STATEI'IEI,IT OF ACT|VMES
FOR THE FISCAL YEAR ENOED JUNE 30, 201,,

- Net change in lund balances - total governmentat funds $ 1,000,512

Amounts reported ror govemmental activities in the statement of actjvities are- different because:

. Governmental funds report capital ou ays as expenditures. However, in
the statement of activities, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense.

. Depreciation expense on capital assets is reported in the statement of
activities, but they do not requjre the use of current linancial .esources.
Therelore, depreciation expense is not reported as expenditure in
govemmental tunds,

. Governmental funds report principal payments on long-term obligations as
_ expenditures, whereas the principal payments reduces the long-term

obtigations in the statement of activities.

Change ln accrued jnterest expense which does not require the use ol- current financial resources.

. Some expenses reported in the statement of activities do not require- the use of current linancial resources; therefore, are not reported as
expenditures in governmental funds.

- Changes in net assets ol governmental activities

3,425,803

(989,796)

422,846

24,570

98,353

The accompanying notes are an jntegral part ot these basic Iinancial statements.
-'16 -
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1. ORGANIZATION

The Municipality o, Quebradillas, puerto Rico (Municipatity) was founded in 1823.
The Municipality is a potitical legal entity with fult legistaiive and administrative
faculties in every affair of the municipal character, with perpetual succession
existence and legal personality, separate and independent from the central
government of the Commonwealth of puerto Bico. The Municipality provides a full
rang€ of services .including health, public works, environmentai contiol, education,
public satety, public housing and community development, culture and recreatjon as
well as many other general and administrative services.

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

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The_ accompanying financial statements of the Municipality have been prepared in
conformity v\rith accounting principles generally accepted-in the United States o,
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipality is presented in this report as follows:

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

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

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O.I 1
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBBADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

. Statement of Net Assets - The statement of net assets is designed to display lhe
financial position of the Municipality, including capital assets;nd inirastructure.
The net assets oI the [/unicipality will Oe brot<en down into three categories;
invested in capital assets, net of related debt; restricted; and unrestricted.

. Statement of Program Activilies - The government - wjde statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government's lunctions. The expense of individual functions is compared to the
revenues generated direcfly 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 inrormation in their financial statements. An important chinge,
however, is a requirement to add the government,s original budget lo the current
comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Reportlng Entity

A reporting entity is comprised of the primary government, component units and
other organizations that are included to ensure that financial statements are not
misleading. The primary government consists of all funds, departments, boards
and agen-cies that are not legally separate from the Municipality and for which the
Municipality is financial accountable.

The Municipality's management has considered all potential component units
(whelher governmental, not-for-profit, or proflt-oriented) for whicir it may be
trnancra y accountable, and other legally separate organizations tor which the
Municipality is not financially accountabl; but the natur6 and significance of their
relationship with the l\llunicipatity may be such that exctusi;n of their basic
lrnancjal statements from those ofthe Municipality would cause the accompanying
basic financial statements to be misleading or iniomplete. AccorOingly, i tejalt
separate organization would be reporled as a component unity oI thel\ilunicip;lii
il allof the following criteria are met:

1 ) T.f-r.e [lgyor aploints a voting majority of an organization,s governing body and,
either (1) the Municipatity has the abitity to impose its wifi 6n that o;ganization

- 19 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENDEO JUNE 30, 2011

or (2) the organization has the potential to provide speciric financial benefits to,
or impose specific financjal burdens on, the Municipality.

2) The economic resources, for which the Nlunicipality is entifled, either received
or held by lle separate organization, are entirely or almost entirely for the
direct benefit of the Municjpatity or its constituenta.

GAAP details two methods of presentation: blending the financial data ot the
component units' balances and transactions in a manner similar to thepresentation of the Municipality,s balances and transactions or discrete
presentation of the component units, financial data in columns separate lrom the
lvlunicipality's balances and transactions.

The Municipality's managementhas concluded that, based on the arorementioned
criteria, .there are no legally separate entities or organizations that should be
reported as component units of the Municipality forthe liscalyear ended June gO,
2011 .

b. Government-Wide and Fund Financial Statements

The government-wide financial statements (i,e., the statement of net assets and
the statement o, changes in net assets) report information on all thl ictivities of
the Municipality. For the most part, the effect of interfund activifu has been
removed from these statements. Governmental activities are suppodd mainly by
taxes and intergovernmental revenues,

The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. irogram
revenues include 1) charges to customers or applicants who prJrchase, use, or
directly benefit from goods, services, or privileges provided by a oiven iunction or
segment and 2) grants and contributions that are restricied to meeting the
operational or capital requirements of a particular function orsegment. Taxes and
other items not properly included among program revenues are reported instead
as general revenues.

The lund.financial statements segregate transactjons related to certain functions
or activities in separate funds in order to aid financial management and to
demonstrate legal compliance. These statements present each irajor fund as a

-20-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

separate column on the fund financial statements; all non-major funds are
aggregated and presented in a single column.

For the fiscal year ended June OO, 2Ol1, the Municipality implemented
Government Accounting Standards Board Statement No. S+ leeSe b+1, ,funa
Balance Repotting and Governmental Fund Type Definitions,.The reguirements
o, this statement are effective for financial statement periods beginningafter June
15, 2011,

GASB 54 enhances the usefulness of fund balance lnlormation by providing
clearer fund balance classifications that can be more consistentty apptiira, anA it
clarifies the existing governmental fund type derinitions. lt e;tabiishes Iund
balance classifications that comprise a hierarchy based primarily on the extent to
which a government is bound to observe constraints imposed upon the use ofthe
resources reported in governmental funds.

GASB 54 also provides guidance for classifying stabilization amounts on the face
o, the balance sheet and requires disclosure of certain information about
stabilization arrangements in the notes to the financial statements. The definitions
o, the G-eneral fund, special revenue tund type, capital projects fund type, debt
service lund type, and permanent fund type are also clarilied by the provisions in
this statement.

Measurement Focus, Basis ot Accounting, and Financial Statement
Presentation

The government-wide financial statemenls are reported using the economlc
rcsources measurcment focus and the accrualbasis ol accounting, Revenues are
recorded when earned and expenses are recorded when a lia6ility is incurred,
regardless ol 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 lhe current financial
resources measurcment locus and lhe modified accrual basis ot accounting,
Revenues are recognized as soon as they are both measurable and availab6.
Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the government considers revenues to be available il they are
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF OUEBFADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1I

collected wilhin the current period or soon enough thereafter. Expenditures
generally are recorded when a Iiability is incurred, is 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
fiscal 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 receivable due within the current fiscal period is considered to be
susceptible to accrual as revenu€ of the current period. All other revenue items
are considered to be measurable and available onlywhen cash is received by the
government.

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

As a general rule the etfect of interfund activity has been eliminated from the
government-wide financial statements.

Amounts reported as progran revenues include 1) charges to customers or
applicants for goods, services, Iicens€s, permits, or privileges provided, 2)
operating grants and contributions, and g) capital grants and contributions,
including special assessments. lnternally dedicated resources are reported as
general rcvenues rather than as program revenues. Likewise, general revenues
include all taxes.

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

The Municipality reports the lollowing major governmental funds:

1) General Fund

This is the operating Iund of the [runicipalily and accounts for all financial
resources, except those required to be accounted tor in another fund.
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF QUEBBADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

2) Debt Service Fund

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

SBGP Prooram

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

Loan $1 .710.000

The Loan $1 ,710,000 fund is used to account fot the financial resources for
the acquisition of personal property ancyor construction of major improvements
which are not tinanced by other funds.

d. Cash and Cash with Fiscal Agent

The lVunicipality'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 Bico Treasury
oepartment (PRTD) or in instruments of the Government Development Bank foi
Puerto Rico (cOB).

Cash with fiscal agenl in the capital poects fund consists o, unused proceeds
from appropriations from the Legislature of puerto Rico, forthe payment of current
liabilities, and bonds and notes issued for the acquisition and construction oI
major capital improvements. Cash with fiscal agent in the debt service fund
represents special additional property tax collections retained by the
Commonwealth of Puerto Bico and restricted lorthe paymentol the Nluniciiality,s
debt service, as established by law.

e. lnterlund Receivables and Payables

Aclivities between funds that are representative ot lendingy'borrowing
arrangemenls outstanding at the end of the fiscal year are referred to as either
due to/from other funds (i.e., the current portion of interfund loans) or advances

3)

4)
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1I

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

Capitalassets, which include property, plant, equipment, and inlrastructure (which
is normally immovable and of value only to the Nrunicipality, 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 historical cost or estimated
historical cost. Contributed assets are recorded at lair market value as of the date
donaled. Additions, improvements and other capital ouflays that significanfly
eldend the useful life of an asset are capitalized. Other costs incuned lor repairi
and maintenance are expensed as incurred,

Depreciation in capital assets is calculated
following estimated useful lives:

lnfrastructure
Buildings and building improvements
Furniture and fixtures
Vehicles and equipment

g. Fund Balances

on the straight-ljne basis over the

-24-
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20-50 years
20-50 years
5-20 years
5-20 years

ln the current year, the Municipality adopted the provisions of GASB Statement
No,54, Fund Balance Repofting and GovernmentalFund TWe Definitions (GASB
No. 54), which enhanced the usefulness of fund balance inlormation by providing
clearer fund balance classifications that can be more consisten y appiieO. fnii
statement establishes fund balance classifications that comprise a hierarchy
based primarily on the extent to which the lilunicipality is bound to observe
constraints imposed upon the use of the resources reported in governmental
tunds.

Pursuant to the provisions of GASB No.54, the accompanying fund ljnancial
statements reportlund balance amounts that are considered nonspendable, such
as fund balance associated with inventories. Other fund balances have been



COMMONWEALTH OF PUEFTO FICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

reported as restricted, committed, assigned, and unassigned, based on the
relative strength of the constraints that control how specific amounts can be spent,
as described as follows:

1) Nonspendable - Represent resources that cannot be spent readily with cash or
are legally or contractually required not be spent, including but not limited to
inventories, prepaid items, and long term balances of interfund loans and
accounts receivable.

2\ Resticted - Represent resources that can be spent only for the specific
purposes stipulated by constitutional provisions, external resource providers
(externally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates a new revenue source and restricts its use).
Effectively, restrictions may be changed or lifted only with ihe consent of
resource providers.

3) Comnitted - Represent resources used for specific purposes, imposed by
formal action oI the l\,Iunicipal's highest level of decision making authority
(Municipal Legislature through resolutions and ordinances) and can only be
changed by a similar law, ordinance or resolution, no later than the end of
fiscal year.

4) Assigned - Bepresent resources intended to be used by the Municipality lor
specific purposes but do not meet the criteria to be classified as restricted or
committed (generally executive orders approved by the l\ilayor). lntent can be
expressed by the lvlunicipal Legislature, the lvlayor or by an official or body to
which the lvlunicipal Legislature delegates authority in conlormity with the
Aulonomous Municipalities Act of Puerto Rico, as amended. ln governmental
funds other than the general fund, assigned fund balance represents the
remaining amount that is not restricted or committed.

5l Unassigned - Represent the residual classification for the lvlunicipality's
general fund and includes all spendable amounts not contained jn the other
classifications. ln other funds, the unassigned classilication is used only to
report a deficit balance resulting trom overspending for specific purposes for
which amounts had been restricted, committed, or assagned.

Negative fund balance amounls are assigned amounts reduced to the amountthat
will rais€ the fund balance to zero. Consequently, negative residual amounts in
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restricted, committed, and assigned fund balance classification have been

.eclassified to unassigned fund balances

The Municipality reports resources constrained to stabilization as a specified
purpose (restricted or committed fund balance in the generalfund) only if: (1) such

resources meet the olher criteria forthose classifications, as described above and
(2) the circumstances or conditions that signal the need for stabilization are
identified in sufficient detail and are not expected to occur routinely. However, the

lvlunicipality has not entered into any stabilization-like arrangements, nor has set

aside material financial resources for emergencies and has notestablished Iormal
minimum fund balance amounts as of and for the fiscal year ended June 30,
2011 .

ln situations when an expenditure is made for a purpose for which amounts are
available in multiple fund balance classifications, the Municipality uses restricted
resources lirst, and then unrestricted resources. wilhin unrestricted resources, the
l\ilunicipality generally spends committed resources first, followed by assigned
resources, and then unassigned resources when expenditures.

The classification of the Municipality's individual governmental tunds among
general, debt service, special revenue, and capital projects lund types used in
prior fiscal years for linancial reporting purposes was not affected by the
implementation of GASB No. 54. ln addition, the financial positions and the results
of operations reported in the accompanying fund financial slatements as ol and for
the fiscal year ended June 30, 2011 have not been alfected for this change in
accounting principle. Accordingly, the accompanying fund financial statements
have not reported any retroactive restatements or reclassifications of fund equities
as ol July 1 , 20'l 1.

h. Blsk Financing

The l\ilunicipality carries insurance to cover casualty, theft, tort claims and other
losses, lnsurance policies are negotiated by the Puerto Rico Treasury
Department and costs are allocated among allthe municipalities of Puerto Rico.
Cost of insurance allocated to the Municipality and deducted from the gross
property tax collections by the Nlunicipal Revenue Collection Center (the 'CBl[/)
for the year ended June 30, 2011 amounted to approximately $220,638. The
current insurance policies have not been cancelled or terminated- The CRIM also
deducted approximately $167,411 for workers' compensation insurance covering
all municipal employees.
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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 12.016, Section b (2)of the Nilunicipal 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 3'1 of every year, Excess of sick leave must be paid until March 3'1

next every natural year. Excess of vacations can be paid after July 1 of every
fiscal year.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States oI America requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts ol revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist of the contribution received from the Puerto Rico Electric Power
Authority and the l\ilunicipal Flevenue Collection Centercaused by the delayofthe
notification oI the actual revenues and expenditures to the presented in the
financial statements ot the agencies mentioned above.

Future Adoption ol Accounting Pronouncements

The GovernmentalAccounting Standards Board (GASB) has issued the following
statements that the Municipality has not yet adopted:

Statement
Number

k.

Statement Name
Adoption Required

in Fiscal Year

57 OPEB Measurement by Agent
Employees and Agent Mulli-Employers
Plans

Accounting and Financial Reporting for
Service Concession Arrangements

-27 -

ORTIZ. RIVERA. RIVERA & CO.

snnr 152 PO Box r-0li0. Srn Jum PR.00916 ?150' Phone llST)756 85?1 td (?lt7)1?a{56:

2011-12

60 2012-13



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONNNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Statemenl
Number Statement Name

Adoptlon Hequired
in Fiscal Year

61 The Financial Reporting Entity: Omnibus
- an amendment of GASB Statements
No. 14 and 34

62 Codification ofAccounting and Financjal
Reporting Guidance Contained in pre -
November 30, 1989 FASB and AICPA
Pronouncements

63 Financial Reporting of Deferred Outflows
of Flesources, Deferred lnllows of
Resources, and Net Position

U Derivative lnstruments: Application ol
Hedge Accounting Termination
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2012-13

2012-13

2012-13

2011-12

Provisions - an Amendment of GASB
Statement No. 53

The impact oI these statements on the Municipality,s financial statements has
not yet been determined.

3. STEWARDSHIP,COMPLIANCE,ANDACCOUNTABILITY

a, Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis oI
accounting, which is not in accordance with GAAP, and represents departmental
appropriations recommended by the l/ayor and approved by the Municipal
Legislature prior to the beginning ol the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers of appropriations
within the budget, known as Mayor,s Fiesolulions, do not require the approval of
the Municipal Legislature.

The Municipality prepares its annual budget including the operatjons of the
general and the debt service funds.

Revenues and Expenditures - Budget and Actual(Budgetary Basis), accordingly,
includes only the operations of the general and the debt service funds. ihe
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amounts budgeted under the Special Revenue Fund were excluded since they are
received and expended overa period ot 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 atyear-end are reported as
reseNations ol fund 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 fiscalyearwill
lapse at the end oI such fiscal year. Other appropriations, mainly capilal proJect
appropriations, are continuing accounts for which the Nlunicipal Legislature has
authorized that an unspent balance from the prior year be carried forward and
made available lor current spending.

The annual budget is presented in the Combined Statement of Flevenues and
Expenditures - Budget and Aclual (Budgetary Basis) is the budget ordinance to
June 30, 20'11 representing the original budget.

b, BUdgeVGAAP 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 ditfer signiricanfly from thos€ used
to present financial statements in conlormity with GAAP, a reconciliation of entily
and timing dilferences in the excess ol revenues and olherfinancing sources over
expenditures and other financing use for the year €jnded June 30, 2011 is
presented below for the general and debt service funds:

Excess of revenues over expenditures - budgetary basis

Entity dilferences:
Non-budgeted revenues

Excess of revenues over expenditures - GAAP basis

Debt Service

$ 102,196

378,556

_q_rqqg?-

.29-
ORTIZ. RIVERA. RIVERA & CO.
CIRTIFIED PUBLIC A CCO! NTA N TS .

Suite 152. PO Bok 701511. S lu .PR m936.7250.Pho.er?87)?568524.F {?8?)27.10562



COMMONWEALTH OF PUERTO RICO
MUNICIPAUTY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Explanation oI differences:
Sourcesy'inflows ol resources

Actual amounts (budgetary basis) "avaitable
appropriation' from the budgetary comparison
schedule

Differences - budget to GAAP:
Transters lrom other funds are inflows of

budgetary resources but are not revenues
lor financial reporting purposes

Non-budgeted revenues

Reprogrammed ,unds

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

Uses/outf lows ol resources
Actual amounts (budgetary basis) ,,tolal charges to

appropriations" from the budgetary comparison schedule
Differences-budget to GAAp:
Current year encumbrances recorded as

expenditures for budgetary purposes

Prior year encumbrances

Transfers to other funds are outflow ol budgetary uses
but are not expenditures tor financial reporting purposes

Non budgeted expenditures

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

General Fund

$ 10,324,845

(379,430)

712,469

'181 594

_q1q€99129_

$ 9,404,666

(79,s83)

'16,784

(379,430)

745,47.1

$ 9,707,508

Legal Compllance

The legal level oI budgetary control is at the individual depa(ment level for
general fund expenditures, and principal and interest due for the debt service
fund.

-30-
ORTIZ. RIVERA. RIVERA & CO,
.aRT F Llr ptrBr rc {.c0f \TA\Tt. !

Sui€ 151. mBox r0l50 SrD Jun.PR m9l67l50.Phomi78l)i56-8511 F r?8?r 1141)561



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBBADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOF THE FISCAL YEAR ENOED JUNE 30, 20.I1

4. RECONCILIATION OF GOVEFNMENT.WIDE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes a reconcjliation between fund
balance-governmental funds and net assets of governmental activities as reported in
ihe government-wide 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 $10.7 million differences are as follows:

Bonds payable
Compensated absences
Notes payable
Accrued interest
Other long-term liabilities
Christmas bonus

Net adjustment to reduce fund balance governmental funds
to arrive at net assets of governmenlal activities

5. DEPOSITS

ORTIZ. RIVERA. RIVERA & CO.
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$ 5,46s,000
1,495,846
2,676,600

426,589
366,699
260,000

$10,690,734

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 Fiico statutes, public funds
deposited in commercial banks must be lully collateralized for the amount deposited
in excess of federal depository insurance. All securities pledged as collateralare held
by the Secretary of the Treasury of Puerto Rico. ln addition, the Municipality
maintains deposits with the Government Development Bank for puerto Bico (GDB),
The deposits at GDB ot approximately $1,6'16,156 are restricted principally Ior capitat
projects, and the $2,056,482 in the debt service fund are unsecured and
uncollaleralized, as no collateral is required to be carried by governmental banks.

The Municipality maintains its investments in two (2) banks located al puerto Bico.
All kind of deposit is guaranteed bythe FederalDeposit Insurance 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 Puerto Flico pursuant to applicable laws and
regulations 

- 3i '
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6. PROPERTY TAXES

The Municipal Revenues Collection Center (CRIM) of the Commonwealth of Puerto
Rico is responsible by law for the assessment, levy and collection ol all real and
personal property taxes. The tax on personal property is sell assessed by the
taxpayel. The assessment is made in a return which must be filed with the CRIM by
[/ay 15 of each year. The tax on real propeny is assessed by the CBIM. The
assessment is made as ol January 1 of each year and is based on eslimated current
values oI the property as of yearl957. The tax on personal property must be paid in
lull together with the retum on or berore May 15. The tax on real property is due in
two equal installments in July 1 and Januayl, following the assessment date.

The rates are 8.83o/o for real property and 6.83010 for personal property. The
composition is as follows:

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

_899L Personal

6.00% 4.oo"/"
1.03"k 1.03h
2.O0h 2.00"/"
( .201o\ ( .20/"\

8.f37" oiQ'/.

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 reslricted for debt service and
retained by GDB for such purposes and il is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the Municipality.

The "Additional special property tax - state" is collected by the CHIM for the payment

of principal and interest of general obligation bonds and certain other obligations
issued by the state government.

Residential real property occupied by its owner is exempt by lawlrom the payment of
property taxes on lhe first $15,000 of the assessed value. FoI such exempted
amounts, the Department ol Treasury assumes paymenl of the basic tax to the
Municipality, exceptfor property assessed at less than $3,500, for which no payment
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is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CBIM.

Complete exemption from personal propertytaxes up to an assessment ol$5O,OOO is
granied to merchants with an annual volume of net sales less than $1SO,OOO.

Prior to the beginning of each tiscal year, the CRt[,4 informs the Municipatity of the
estimated amountof property tax expected to be collected forthe ensuring fiscalyear.
Throughout the year, the CRIM advances lunds to the Municipality based on the
initial estimated collections. The CFIIM is required by law to prepare a settlement
statement on a fiscal year basis, whereby a comparison is made between the
amounts advanced to the Municipality and amounts actually collected from taxpayers.
This settlement has to be completed on a preliminary basis not later than three
months after fiscal year-end, and a final settlement made not later than six months
after year ends. lt the CBIM remits to the Municipality property tax advances, whjch
are less than the tax actually collected, a receivable from the CRIM is recorded at
June 30. However, if advances exceed the amount actually collected by the CRIM, a
payable to the CRIM is recorded at June 30.

Currenlly, the Municipallty has received the preliminary setflementfrom CBIM related
to fiscal year 2010-1 1 , but not the final settlement as the six months period atter fiscal
year ends, provided by law to CRllvl to issue this, has not yet expired. Management
believes, based in part on the experience from prior years, that when received, the
final settlement from CRIM will not show a significant ditference from the preliminary
settlement and that such difference, if any, will not have a material effect on the
financial condition of the Municipality.

Based on the preliminary settlement already received, during the year ended
June 30, 201 1 , the amount collected by CRI[,r lrom taxpayers and charges exceeded
the amount advanced by CBIM for the same period by approximately 964,802. Such
amount is presented as due from CRIM in the accompanying tinancial statements.
(See note 9).

7. MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the fiscal year in which
payment is due and, accordingly, represent taxes which are due and uncollected at
June 30,2011. The annual Municipal License Tax is determined based on the gross
income of all commerce and industrial organizations who have operations in the
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Municipality of Quebradillas, and are nottotallyor partiallyexempt underthe lndustrial
lncentive Law ol Puerto Bico.

An annual return of business volume should be filed on or before April 1S of each
year and payable in two equal installments due on July 1 and January i . A discount
of 5% is allowed when full payment is made on or before Aprjl 15.

The rates of municipal license in the l\,4unicipality of euebradillas, are as follows:

Savings and loans associations
Financial institutions
Other organizalions:

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

= 1 .OO"/.

=1.507"

= .30"k

= .4O7"

= 50k

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The lvlunicipality invoiced and collected in advance during the current year
approximalely $45'1,824, corresponding to the next fiscal year municipal license.

8. SALES AND USE TAXES

On July 29,2007 the Commonwealth Legistature approved Act. No. 80 (.Act. BO,,)
which imposed to all lhe Municipalities ol Puerto Flico a unilorm municipal sales and
use tax of 1.5%. Effective August | , 200 

'Z 
1olo oI the 1 .5% wilt be collected by the

Puerto Bico Department o, Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
'1.5'l" collected by the Commonwealth Government) to be invested in solid waste an
recycling programs, capital improvements and health and public safety cost. Amount
collected bythe Commonwealth Government will be deposited in accounts of special
funds in the Government Development Bank of Puerto Rico (,,GDB,,), subject to
restrictions imposed and distributed as lollows:

a. .2o/o ol lhe .5olo will be deposiied in a "Municipal Development Fund', to finance
costs as restricted by the Act.

b. .2.k ot the .5% will be deposited in a "l\itunicipat Redemption Fund,' to finance
loans to municipalities subject to restrictions imposed by the Act and,
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c. .17o of the .5% will be deposjted in a "Municipat lmprovement Fund, to finance
capital improvement projects; these tunds wil be disiributed based on legistation
from the Commonweath's Legislature.

9. DUE FROM OTHER AGENCIES

Flepresents grants and contributions due from local and federal agencies:

$2,048,s34
64,802
41 ,818
25,7't0
14,996
8,257
6,826
2,O52
6,231

$2,219,226

10. INTERFUNDTRANSACTIONS

a, Due From/To Other Funds:

The due from and due to other fund balances as ofJune gO, 201.1, are as follows:

Receivable Fund Payable Fund Amount

Puerto Flico Electric Power Authority
CRIM (Preliminary Liquidafion 2O1O-1.1)
CRIM
Labor Department
OCAM
Puerto Rico Department of Justice
Department of Transportation and public Work
U.S. Department o, Agriculture
U.S. Oepartment ol Health and Human Services

General
General
Other Governmental

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

$ 134,158
28,368

431,633

$ 594,159

The balance of $43'1,633 due to the general fund from the Other Governmental
Fund represents amount due from prior years related to state contributions,
grants. Remaining transfers are used to use unrestricted revenu€s collected in the
general fund to finance various programs accounted for in other tunds in
accordance with budgetary authorizations.
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b. lntertund Transters:

lnterfund transfers for the year ended June 30, 201 1 consisted of the following:

Transrer ln Transfer Out Amount

Debt Service
General Fund

General Fund
Debt Service

$ 379,430
874

_$__9!p!91_
The transfers are used to (1) move revenues from the fund that statute or budget
revenues to collect them to the fund that statute or budget requires to expe;d
them, (2) move receipts restricted to debt service from the fund collection the
receipts to the debt service fund as debt service payments become due, and (3)
use unrestricled revenues collected in the general lund to finance various
programs accounled for in other funds in accordance with budgetary
authorizations.

11. CAPITAL ASSETS

Capital asset activity for the N/lunicipality for the year ended June 30, 20.11 was as
,ollows:

Bar.nc.

Gov.r.mdrd A. vftrd:
Capiial ass€lB, nol beins d€p..crat6d:
La.d$52o,ooos,$-S
Con.rtucrion in prcgr6s. j,167,069 2.23i,*g
roEl ca!,E ass.rs. nor b.,.s d€Dre'arod ------:6-, o6e ----'-afii oi ---Tz-E- ------z=ti..ii-

Capilar 4sots, b€ing d6p.eiared:
Land improvomenr 1,552,,t"<l
Buirdin$ and buirdi.g improvem6nrs 2a,7a6.945 1.96s,s64Equipm€nt 697,235 2A3,59O

2,4AO,OOA - 2,551,206
-o,rr caplal ass€r.. b6ins dep'edod -----'n6ia1z- -------7iEi5iFF.- -------'---.: --------zj i-:;i

L6ss accumurared depr6iation ror:
Landmproveme.! 53,9€2
Boirdinos and buirding improvemenrc 3,i 14.oaj
Equipm.nr 466,562 129,6j5 596J1772,146,062 76,s30

r.r!ii;",."r,r"uo.p,""i.r." ----a;i:#------idt#;-----, 
-#ilJr!#-Iora r capira I ass€rs, h6ino dopr*iat€d, n6i 2a,962.121 1,7s5,962 3O,753,OS3

! _r0.64q.ieo _s 4 666.e?6 _j___4Lgql _!_____egpq!.€L
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Depreciation expense was charged to functions/programs oI the
follows:

General govemment
Public salety
Recreation
Public works

Total depreciation expense-governmental activities

,2. DUE TO OTHER AGENCIES

Puerto Rico Electric Power Authority
U.S. Department o, Housing and Urban Devslopment
General Services Administration
Puerto Rico Water and Sewer Authority

Total

13. DEFERFED HEVENUES
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Municipality as

$ 99,464
77,830
82,760

729,742

$ 989,796

$2,048,534
8,575

47,617
2'10

$2,104,936

a. Municipal License Tax

The deferred revenues of approxjmatBly 9451,g24 jn ths general fund related to
municipal license tax collecied in fiscal year ZOIO-11 that will be earned in liscal
yeat 2011.2012.

b. Federal Government

The deferred revenues presented as federal government represents the portion of
federal grants received lor which qualifying expenditures have nol been incurred.

The amounts were determined taking into consideration the specilic years of the
grant.
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INTEHGOVEFNMENTAL BEVENUES

It^"lg:y:l1T,"ryt.r,9renues in lhe generat and c€pitat projeds funds consisr mainty
or coflectrcns from the Commonwealth of puerto Bico and the CFllM, and payments in
lieu of taxes from the puerto Rico Electric power Authorjty.

LONG.TERM DEBTS

Bonds and other long{erm liabilities outstanding at June 30, 2011, are as lollows:

$570,000 series of 2002, payable in annual installments of
$10,000 to $50,000 untit Juty t, 2026, interest from
2.7o/" lo 5.6o/". S 44E,OOO

$2,000,000 series of 2OO'1, payable in annual installments of
$20,000 to $175,000 untit Juty 1, 2026, inlerest from5o/olo7o/". 

t,6ts,ooo

$638,800 series ot 2002, payable in annual installments of
$10,700 to $49,200 untit Juty 1,2027, interest from
5o/o lo 7.5o/o.

$670,000 series oI2OO3, payable in annual installments of
$10,000 to $50,000 until Juty t, 2028, interest from
5o/o to 7.5./o.

$2,135,000 series ol2OO5, payable in annual installments of
$65,000 to $165,000 untit Juty 1 , 2024, interest from
4.370/o to 6.510.

$455,000 series of 2004, payabl€ in annuat insta ments ol
$15,000 to $35,000 until July 1,2024, interest from
3.27o/o to 6.5ok.

$1,1 10,000 series of 2008, payable in annual installments of
$25,000 to $10,000 untit Juty t, 202?, inteest kom 6.480/o to
7.50/o.

-38-
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE'3o, 2OI I

$420,000 series of 20lO, payable in annual installments ol
$50,000 to $75,000 unfl Juty 1 , 2Ot 6, interest lrom 5% to

$1,710,000 series of 2010, payable in annual installments of
$25,000 to $145,000 untit Juty 1, 2034, interest from 6% to
7.5"/".

$100,000 series of 2010, payable in annual installments of
$5,000 to $20,000 untilJuty 1,2026, interest from 6% to

Total bonds and notes payable

Other Lono-Term Liabitities

Note payable of 9203,419 represents a repayment agreement
with GDB and CBIM to repay the excess of property taxes
advances from fiscal years up to 2001. The CRll\4 will retain
the principal and interest from the property taxes advances.
The amounts retained by CRIM will be remitted to GDB on
July 1 of each year through 2002. fhe repayment agreement
is payable in annual aggregate princjpal installments of
$15,024 plus interest rate of 6.19%.

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 of
6"/o.

Note payable o, 9268,425 represents a financing agreement
with CRIM to the repaymenl of catastral digitalization. The
agreement is due in semester payment of $1g,OO1 until
November 28, 201 1, at interest rate of 5.95%.

Total other long-term liabitities

_eo-
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF OUEEBADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEDI
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

The annual debt service requirements for the bonds payable and notes payable at
June 30, 2011. are as fo ows:

Bonds Notes Payabla
Principal

$ 255,000
255,000
285,000
300,000
32s,000

1,465,000
1,555,000

610,000
405,000

$ 293,425
326,788
311,866
294,295
275,785

1,188,234
657,856
278,125
62,250

$ 99,100
105,400
111,700
123,100
129,600
809,100

1,154,400
144,200

$ 133,164
175,312
168,136
160,526
152,150
614,810
294,300

12,623

lntelest Inietesl

2012
2013
2014
2015
2016
2017-2021
2022-2026
2027-2031
2032-2036

$ s,465,000 $3.698.624 $ 2,676,600 $ r.711.021

Long-term liability activity for the year ended June 30, 201 1, was as follows;

ftlmary covernm€nr
Beglnnlng Ousw[nh

^ddrron! 
p,,,r€nr! adr,"r,.d ff;jl":

Govsmmantal Acttyttteai

Totat tong-tem dobt

Olh6r lonq-t€m llablfirl€3:

CBIM. L]MS

Comoensaled absences

Toral oth€l tongtom iiabilities

Tolal nohcufiont Iiabititios,
govemmental activities

$ 5,695,000 S $ 230,000
2,769,600 . 93.Om

8,464,600 - 323 om

174,947 3,985
50,941 $,461

236.657 62.4@
1,594,190 112?&3

2.0@,744 . 212. e

$ 10,525,3,14 $ $ 535.600

$ 5,465,000 $ 255.OOO

2.676,600 99.100

8,1.{1.600 3521.100

111,962 4,236
17,480 17,4@

174,257 62.400
1,495,84{t 150.0m

r 862,545 234.116

$ 10,004,145 $ 588.216

$

14,410

14,410

$ 14,410
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FTNANC_|A! STATEMENTS (CONnNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1T

,6. FUND BALANCES

O€br
Gen€.al Servlco

SAGP Loar
Program SI,TIO.OOO

1,488.442

Oths.

Gen6ral govemm€ol

Hoalih and weliar.

G6n€.al govenmenl

Cunurc

Health andw€fiar€

s $ 7,e46
20,746

1,772,520
75,008
67,A74

s 7,846
20,746

'|,772,520
75,008
67,474

1,769,5n

1,490,075

51,4A2
2.324

22,693
45

851
4,4€4

1,084,000

s 6,369,125

1.769,577

51,482
2,324

22,693

851
2.5Aa

1,241,64

s r,32t,647 $ 1.760 57t

{i03.424) _ ol:j13,

$(103,424) _!-ll€!!42 _$-_1,!9?.q!3

1,633

$ (103,424)
(54,240\

17. FUND BALANCE DEFICIT

The following funds had a deficjt jn fund balance at June gO, 2Oj 1:

Fund Deficit

SBGP Program
Other Governmental Funds

Total $-_fi5rc64)

The deficit of these funds wi be etiminated by grant proceeds in fiscal year 20.t2.
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COMMONWEALTH OF PUERTO BICO
. MUNICIPALITY OF QUEBRADILLAS
ScHEOU!E OF FtND|NGS AND OUESTTONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2oii' -

't. SUMMABY OF AUDIT RESULTS

Financial Statements

Type of audito/s report issued:

lnternal control over financial reporting:

Material weakness (es) identified?

Significant deficiency (ies) identified?

Noncompliance material to financial statements noted?

Federal Awards

lnternal control over major programs:

Material weakness (es) identilied?

Significant deficiency (ies) identified?

Type of auditor,s report issued on compliance for major
programs:

Any audit findings disclosed that are required to be
reported in accordance wtth section 510 ia) of OMB
Circular A-133?

ldentitication ol major programs:

14.558
14.255

SBGP
SBGP - Recovery Act Funded

Unqualified ooinion

Yes X No

Yes X No

Yes XNo

Yes

Yes

XNo

XNo

Unqualified oDinion

X Yes No

Dollar threshold used to distinguish between type A and Type B programs:
$300,000

Audited qualified as low-risk auditee? X Yes
-53-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

SCHEDULE OF FINDINGS AND OUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

FINDINGS - FINANCIAL STATEMENTS AUDIT

None

FINDINGS AND OUESTIONED COSTS - MAJOR FEDERAL AWABD PROGRAM
AUDIT

a. SBGP- CFDA No. 14.228

. Condition 1l-1

The Contract 201 1-0OOOSB related to construction purpose, does not include
the Davis Bacon Act clause.

Cause

The program's managementfiled to monitorthat the required clause is included
in lhe construction contract.

Effect

The program is not in compliance with the Davis Bacon Act.

Criteria

The Oavis Bacon Act as amended, requires that each contract over 92,O0O for
construction, alteration, or repair of public building or public works sha contain
a.clause setting forth the minimum wages to b; paid to various classes ol
laborers and mechanics employed undei contract.'

Becommendation

The contracts made by the Municipality should be reviewed with state and
federal regulations before be signed.

Questioned Cost

None

-54-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAB ENDED JUNE 30, 2011

Condition 11-2

The Federal Program Office did not request the extension for the 2OOg year
Program contract (OCAM) on time.

Cause

The federal program did nol maintain a due date schedule for request the
extension for the contracts.

Eflect

The program is not in compliance with the OCAM contract clauses. Theprogram operates without a valid contract.

Criteria

The federal funds of SBGp can be available through a signed contract into the
Mlnicipality and OCAM for each program year. Bised dn ninth ctause oi tfre
sHGp program 2008 contract, the funds are available for 24 months after the
contract is signed. Then, based on fourth clause, the Municipalitv can reouest
an extension that shoutd be reatized at teast 45 days before ih" iontrrcidnos.

Flecommendation

The. Federal Program Office should establish a due dale schedule for
monitoring the due date of each program year contract.

Questioned Cost

None

-55-
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COMMONWEALTH OF PUERTO FICO
MUNICIPALIry OF OUEBFADILLAS

SCHEDULE OF STATUS OF PRIOR YEAR
AUOIT FINOINGS ANO QUESTIONED COSTS

FOR THE FISCAL YEAF ENDED JUNE 30, 2011

_ The Municipality of euebradillas has no prior year audit findings.
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CORRECTIVE ACTION PLAN
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CORRECTIVE ACTION PLAN

Octobe|I '1, 2011

Cognizant or Oversight Agency for Audit:

yyllfrlty."f. g*bradillas_ respecttully submits the following corrective action plan for
the year ended June 30, 2011.

IaTe_1!dlqdJess of independent pubtic accounting firm; Ortiz, Rivera, Rivera & Co.,
Suite 152, PO Box 70250, San Juan, puerto Rico 00036_7250.

Audit period: Fiscal year ended June 30, 2011.

T,he findings from the June 30, 2011 schedule of findings and questioned costs are
discussed below. The findings are numbered consistenfly-with the numbers assigned in
the schedule.

FINDINGS. FEDERAL AWARD PROGRAIII AUDITS, DEPARTI'ENT OF HOUSING
AND URBAN DEVELOPMENT

Finding l1-1: SBGP -CFDA i4.228

Reportable Condition: See Condition .11-1

Recommendation

The.contracts_ made by the Municipality should be reviewed with state and federal
regulations before be signed.

Action Taken

The. Federal Prog*m office oirector wi,r revise the construction contracts before
signing in order to ensure the contract includes all required clauses.



Finding 1l-2: SBGP - CFDA 14.228

Reoortable Condition: See Condition 11-2

Recommendalion

The Federal Program Office should establish a due date schedule for monitoring the
due date of each program year contracl.

Act,on Taken

The Federal Program Oftice Oirector is monitoring all due dates, in order to give the
follow-up necessary to comply with lhe requiremenG.

lf the Cognizant or OversightAgency forAudit has questions regarding this plan, please
call Luis O. FemArdez at (787) 291-0162.

Cordialty,

Luis O. Fem'6ndez
Federal Program Director

O- ,O* , r* Qr"Or"ditlas, pR 00678
Ettil mq u ebrodi I la sp r@g m o i l..o m
Teldfonor (787) 89s.1 1 25 1 1244 1 1 O7O
F, (787) 895-7734



COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

18. NET ASSETS

Net assets invested in capitar assets, netof rerated debt is comprised ofrhe foflowing:

Capital assets, net of accumulated depreciation.
Outstanding balance on capital related debt
Unspent capital debt proceeds

Total invested in capital assets, net of relaled debt

19. BETIREMENT PLAN

a. Plan Descriptlon

The Employee's Betirement System of lhe Government of puerio Rico and its
lnstrumentalities (EBS) is the administrator of a cost-sharing multiple-employer
retirement system established bythe Commonwealth of puer6 nico. fne Systirm
was created under the ACT 447, approved on May 1S, 1951, as amended, and
became effective on January t, 1952,

ERS covers all regular employees of the Commonwealth of puerto Rico and its
instrumentalities and of certain municipalities and components units nol covered
by their own retirement systems.

Participation is mandatory except for members ot the Legislature, Government
Secretaries, Heads for Agencies and public lnstrumentali-ties, Assistants to the
Governor, the Comptroller ol puerto Rico, Gubernatorial goaiO anJ Committee
appointees and Experimental Service Station employees.

EBS provides retirement, death and disabjlity benefits. Disabilitv retirement
benelits are available to members for occupational and non_occupational
disabilities. Betirement benefits depend upon age at retirement and number of
years of credited service. Benerits vest aiter tenrears ol plan particjpation,

Members who have attained an age ot at least fiftyJive (55) years and have
completed at least twentyjive (25) years of creditabie service.or members who
have atta ined an€ge oJ at least fitty-eight (5g) years and have completed at least
ten (10) years of creditable service, are entjtied to an annual benefit, payable
monthly for life.

$ 33,085,197
5,465,000
1,490,075

$ 4,940272
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOB THE FISCAL YEAR ENDED JUNE 30,2O1I

The amounts of the annuity will be one and one-halI perceni of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 2%.of the average compensation multiplied by the number of years oi
creditable service in excess of twenty years. ln no case the annuity will be less
than $200 per month.

Participants who have completed at least thirty (30) years of creditable servtce are
en_titled to receive the Merit Annuity. participants who have not attained fitty{ive
(55) years of age will receive 650/o of the average compensation or if theyiave
attained fifty-five (55) years ofage will receive 75olo of the average compensation.
Disability retirement benefjts are available to members ror occuipational and non_

occupational disability. However, for non-occupational disability a member must
have at least ten (10) years of service.

No benefit is payable if the participant receives a refund ol his accumulated
contributions.

On September 24, '1999, an amendment to Act No. 447 of May 1S, 1gsi, which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees partjcipating in the curaent system as of
December 3l , 1999, may elect to stay in the definea benefit ptan or tr;nsf€r to the
newprogram. Persons joining the Municipality on orafter January 2OOO, willonly
be allowed to become members o, System 2OOO. System 2OOO 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 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a poolol pension assets, which wifl be
invested by ERS, togelher with those oI the current defined benetit plan. Benefits
al retirement age will not be guaranteed by the Commonwealth oi puerto Rico.
The annuity will be based on a formula which assumes that each year the
employee's contribution (with a minimum of 8.275% of the employee,s saliry upon
to a maximum ol 10olo) will be invested in an account which wi ;ither: (t ) earn a
tixed rate lased on the two-year Constant MaturityTreasury Note or, (2jearn rate
equalto 75olo of the return of the EFlS,s investment portfolio (net of management
fees), or (3) earn a combination ol both alternatives. participants will ieceive
periodic account statements similarto those oI defined contribuiion plans showing
their accrued balances. Disability pensions will not be granted under System
2000. The employe/s contribution (9.275ol. ol the employee,s salary) will be used
to tund the current plan.
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOB THE FISCAL YEAR ENDED JUNE 30, 201.I

b. Cont bution Requirements

Commonwealth legislation requires employees to contribute S.77S% of gross
salary up to $6,600 plus 8.275o/o ol gross salary in excess of $6,600. The
Municipality's contributions ae g.27,yo ot gross salary. Contribulions,
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 201.1
was approximately $280,454. The [/unicipality,s payrollfor employees covered by
ERS was approximately S3.3 mi ion. The Municipatity totai payroll for ail
employees was approximately 94.5 million.

Additional intormation on the ERS is provided in its financial statements for lhe
year ended June 30, 201 '1, a copy oI which can be obtalned from the ERS,
Minillas Station, PO Box 42003, San Juan, pR OO94O.

RISK MANAGEMENT

The Risk Management Division of the Municipality,s Legal Department is responsible
of assuring thal the Ldunicipality's property is properly insured. Annually, the Bisk
Management Division compiles the inrormation of all property owned and its
respective market value. After evaluating this information, the Bisk Management
Division subm jts the data regarding the l\,4unicipality,s properties to the Area oi publjc
lnsurance at the Department of the Treasury of the Commonwealth of puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

LEASES

Operating Leases

Leasing Arrangemenl with the Municipality as Lessor:

a. The Municipality leases spaces in its Market place under operating lease
agreements with terms ranging from one to five years,

b. Tolal income from leases during the year ended June 30, 201 1 was approximately
$29,822.

21.
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF OUEBBADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

c. The Municipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets.

The Municipality is obligated under noncancellable operational leases, with periods
not longer than one year.

CONTINGENCIES

The l\runlcipality receives Federal Grants for specific purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms of the grants, management believes that
any required reimbursements would not be material.

COMMITMENTS

The Municipality of Quebradillas had outstanding or planned construction projects as
of June 30, 20'1 1 . These projects are evidenced by contractual commitments with
contractors. The construction pOects are commitments of the Other Governmental
Funds, and SBGP Program that amounted to approximately 9129,S74.

SUBSEQUENT EVENTS

ln preparing these financial statements, the Municipality has evaluated events and
transactions for potential recognition or disclosure through December 12, 20.l 1, the
date the financial statements were issued.
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COMi.IOI'IWEALIII OF PUERTO RICO
MUNICIPALITY OF OUEBRAOILLAS

SCHEDULE OF EXPENOIIURES OF FEOERAL AWAFDS
FOR THE FISCAL YEAN ENDED JUNE 30,201,I

Fedoral
CFDA

Numb6t

Fodoral
0lsbursements/
Exp6ndltures

Dovolopment (HUD)
Direct Programs:
Seclion I Housing Choico Vouchers

Pass-through Commissioner Onice o, [,lunicipal Afiaj.s -
Community D6vetopm6nt Block Grant-states:
Program SBGP
Program SBGP-Becovery Acl Funded
Neighbofiood Slabilization program - Flecovory Act Fundad
Em€rgency Shotter Grants program

Pass-through Dopartrnent ol Famity;
Homelessness Pr6vention and Rapid Re-Housing
Program (Recovery Act Funded)

Subtotal U.S. Depadment ot HUD

lJ.S. Oepartment ot Agrlculture
Communily Development:

Child and Adult Care Food program
Pass-through Rural Development:

Rural Housing Pres€rvalion Granls
Subtotal U.S. Departm6nt of Agriculture

[J.S. Departm€nt of Justlco
Direcl Program:

Crimo Victim Assistance
Pass-through Puerto Pico Oepartment of Justjce
Edward Byrne MemorjalJustjc€ Assislance Grant program

subiotal u.s. oepartment ol Justice

U.S. O6partment oI Heatth and Human S6rvice3 (HHS)
Governor's Ollice (Elderty Atfairs Otf ics):

Special Programs ror the Aging Tifl6 l , pa( B,
Grants for Supportivo Services and Senior Centors
Aging Congregat€ Nutrition Services lor Stales

Pass-th.ough lhe O,fice of Adminjstration lor Children and Families
Child and Care and Development Block Granl
ARBly'Child and Car6 and Development Block Grant

Subtotal U.S. Oepartfient of HHS

14.871

14.228
14.255
14.256
14.231

14.257

1m,587

2.@4,244
132,132
176,115
22.521

10.558

10.433

16.575

16.738

93.044
93.707

93.575
93.713

118,726
3.328.325

39,500

oct o11

139,443

27,603

129.520
157,123

82,679
883

231,869
41,969

357,400

TOTAL

See the notes to the Schedule of Expendltures oI Federal Awards.
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1. SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures o, FederalAwards includesthe federal
grant activity of the lvlunicipality of Quebradi as and is presented on the moditied
accrual basis of accounting. The information in this schedule is presented in
accordancewith the requirementsof OMB CircularA-.133. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the
preparation of, the basic financial statements.

EASIS OF PFESENTATION

The expenditures of the schedule are included in the Municipality,s basic financial
statements in the accompanying Statementot Flevenues, Expenditures and Changes
in Fund Balances-Governmental Funds. The reconciliation of expenditures jn the
basic financial statements to the Schedule of Expenditures o, Federal Awards is a
follows:

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAB ENDED JUNE 30, 2011

Exoenditures

2.

Expenditures as per basic financial
slatements:

Federal expenditures included within other governmental funds

SBGP Program Fund

Total expenditures per schedule of expenditures
of federal awards

See the notes to the Schedule of Expenditures of FederalAwards.
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To the Honorable Mayor and
Municipal Legislature

Municipality of Quebradillas
Quebradillas, Puerto Flico

we have audited the financiar statements or the governmentar activities, each major Iund
and the aggregate remaining fund information of the Municipality oI euebradillas, as of and
for the year ended June 30, 20'l 1, which collectively comprl;e the Municipality,s basic
financial statements and have issued our report theieon dated October 1 

.i, 
2d1 i. We

conducted our audit in accordance with auditing standards generally accepted in the united
States of Ameica and the standards ap,licable to linancial aud;ts contained in
Governmenr Auditing stardards, issued by the comptroler Generar of the united states.

lnternal Control over Financial Fleportino

Management of the Municiparity is responsibre for estabrishing and maintaining effective
internal control over financial reporting. ln planning and performing our iudit, we
considered Municiparity of Quebradi[as' internar controiover financiar re;orfing as a basis
for designing our auditing procedures for the purpose of expressing our opinions on the
financlalstatements, but notforthe purpose of expressing an opinio; on the etfectiveness
of the [/unicipality's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of lhe Municipality's internal control over financial
Ieporting.

A deficiency in internal contror exists when the design or operation of a control does not
allow management or employees, in the normal course b, performing their assigned
functions, to prevent, or detect and correct misstatements on a timely 6asjs. A maierial
weakness is a deficiency, or combination of deficiencies, in internarconiror, such thatthere
is a reasonable possibility that a material misstatement of the entity,s financial statements
will not be prevented, or detected and corrected on a timely basis.

INDEPENDENT AUDITOFS' REPORT ON INTEBNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTEBS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCOROANCE WITH GOVERNMENT AUOTTING STANDARDS
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Our consideration ol internal control over financial reporting was for the Iimited purpose
described in the first paragraph of this section and was not designed to iddntii a[
deficiencies in internal control over Iinancial reporiing that might be deficiencies, significant
deficiencies or materialweaknesses. we did not identify any deficiencies in intem, control
over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other l\ratters

As part of obtaining reasonable assurance aboutwhether the Municipality of euebradillas,
financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions ol 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 Sta;dards.

We noted certain other matters that we reported to management of the Municipality of
Quebradillas in a separate letter dated October 11, 201.1.

This report is intended solely for the information and use of management, Commissioner
Office of [4unicipal Affairs, others within the entity and the federal twarding agencies and
pass-through entities and is not intended to be and should not be used by anyone other
than these specified parties.

O^t r?,",^uJ;,,.,- tr (.
The stamp E16503 was aff
lo the original ol this reporl.

San Juan, Puerto Rico
December 12, 2011
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND

MATEFIAL EFFECT ON EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAF A.133

To the Honorable l\rayor
and Municipal Legislature

Municipality of Ouebradillas
Quebradillas, Puerto Rico

Compliance

We have audited Municipality of Ouebradillas' compliance with the types of compliance
requirements described in the U. S. Otlice of Management and Budget OMB Cicular A-
133 Compliance Supplement that could have a direct and material effect on each
Municipality ot Quebradillas' major federal programs for the year ended June gO, 201 1.
Municipality ol Quebradillas' major federal programs are identified in the summary of
auditor's results section of the accompanying schedule ot findings and questioned costs.
Compliance with the requirements ot laws, regulations, contracts and grants applicable to
each of its major lederal programs is the responsibility of Municipality of euebradillas,
management. Our responsibility is to express and opinion on Municipality oI euebradillas,
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; ths standards applicable to financial audits
contained in Govenment Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133. Those standards and Ol\ilB Circular A-1gg require
that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types ot compliance requirements referred to above thal could
have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about Municipality of Ouebradillas, compliance with
those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination on l\ilunicipality of euebradillas
compliance with those requirements.
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ln ouroplnion, the Municipality of euebradillas complied, in all material respects, with thecomprianc. requirements referred to abovo thatcouid have a direct and materiar effect on
::!hoI its major federal programs for the year ended June 30, 20t 1. However, tire results
or ourauor$ng procedures discrosed instances of non compriance with those requirements,
which.are required to be rsported in accordance with Of,/g Circufii A-1ss and which is
described in the accompanying Schedule of Findings and euestioneO iosts as items I t_t
and 11-2.

lntemal Control over Compliance

Management of Municipality ot euebradiIas isrcsponsible for estabtishing and maintaining
effective internal control over compliance with ine requirementi oi Li*", regutations,
contracts and grants applicable to federal programs. ln pianning and performing-our audit,we considered Municipatity of euebradi ai internai contr6t ovei compliance with
requiremenls that could have a direct and material etfect on a ,iio, fed"r"l program todetermine the auditing procedures. for the purpose ot exfressinf our opinion on
l9T!liqncg ,nd 

!o^lest and report on internat control over comiriince i-n accoroance wtttruM., utrcurar A-133, but not for the purpose of expressing an opinion on the et ectiveness
or-rnrernat controt over compliance. Accordingly, we do nol express an opinion on the
effectiveness of the Nrunicipality,s internal contiol over complianie. 

-- -

A deliciency in internal control over compliance exists when the design or operation of aconlrolover compliance does not allow management or employees, in i'he normalcourse ofperlorming theirassigned functions, to preveit, or oetect aridioiie-a non-comptiance wittr atype oI compriance requirement of a federar program on a timev-oiiis. A materiarweakness in internal controt over compliance is a defiaie;;y;' o-i-combination oldeficiencies, in internalcontrolover comptiince, such tfratiheie is lieasonaOfe possiUifity

,,l,it::l"j,lllglggmptiance with,a type or compriance requiremeni oialo"r"r prosra,
wflr not De prevenled, or detected and corrected, on a timely basis,

our consideration of int€rnarcontrorovercompriance was forthe rimited purpose described
in the f,rst paragraph of this section and was not designeo to ioentitvli oericiencies ininternal. control over comptiance that might Oe Oeticiincies, sig;it'icl,ii oeticten"ies o,material weaknesses. We did not ideniiry any deficiencies i"n internaf control over
compliance that we consider to be material wealinesses, as oerineJ iioL.
Municipality's responses to the findings identified in our audit are described in theaccompanying schedule of findings and questioned costs. We did not audlt Municipality,s
response and, accordingly, we express no oplnion on it.
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This report isintended solely for the information of the management, Commissioner Officeof N/unicipat Atfairs, others within the entity and the federat ;warJing-alencies anO pass-
through entities and is not intended to be and shoutd nor O" uieJ 6V invone other thanthese specified parties.

San Juan, Puerto Rico
December 12,2011

The slamp E16504 was a,rixed
lothe o ginalol this report.

C"u"iR;r-o 3rrr^o A L

-52-
ORTIZ, RIVERA, RIVERA & CO.
CERTIFIED PUBLIC AC'OUNTANTS. \ALUI IDDED S6R!]CES

Sute 152. PO Box 70150, Sd Jun. pR 0091c7250 . phore i?8?) ?5G851r. Fax 081 2740562

0R8
rl

c0.


