
OFICINA DEL COMISIONADO DE ASUNTOS MUNICIPALES
AREA DE AsEsoRAMtENTo, REGLAMENTACT6N E rNTERVENcr6N FrscAL

AREA DE ARCHtvo DtctrAL

MUNICIPIO DE QUEBRADILLAS
AUDITORiA 2011-2012

30 DE JUNIO DE 2012



I

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRAOILLAS

BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED

JUNE 30,2012

ORTIZ. RIVERA. RIVERA & CO.
\lIIF ADDED SLR\ICES

Suire l5l PO 8o\ 701j0. Saf lu r. P.R.00916-7150. phone 1787) 756 Nj}. Fr\ t78?) 27.1{561 0r--flt



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30. 2012

TABLE OF CONTENTS

PART I. FINANCIAL SECTION

Paoes

12-13

lndependent Auditors' Report...........

N4anagement's Discussion and Ana|ysis........................

Basic Financial Statements:

Government-Wide Financial Statements:

Statement of Net Assets.......................

Statement of Activities...................

Fund Financial Statements - Governmental Funds

Balance Sheet

Reconciliation of the Governmental Funds Balance Sheet to
Statement of Net Assets................

Statement of Revenues, Expenditures, and Changes in Fund Balances . ...

Reconciliation of the Statement of Revenues, Expenditures, and Chanoes
in Fund Balance of Governmental Funds to the Statement of Acirv[ie-s -

Notes to Basic Financial Statements.....

PART II . REOUIRED SUPPLEMENTARY INFORMATION

Budgetary Comparison Schedule - General Fund

Note to Budgetary Comparison Schedule _ General Fund

ORTIZ. RIVERA. RIVERA & CO.

Str r. l5l. PO Bo\ l0l:0. SrnJurn. PR Cn9.lG?250. PhorcO87r7i6 lt51 Fa{ r78?r 1rJ-056r

1-2

3-9

10

1'l

't4

15

16

17 -43

45

46



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

TABLE OF CONTENTS (CONTINUED)

ORTIZ. RIVERA. RIVERA & CO.

Sunc l5l. POBo\ r0l-i(1. !nlui[.PR il09r6.?]50.Phorlit1r_r56 65:.t.Fr\l]8tttil056l

Paoes

- PART III - SINGLE AUDIT SECTION

Schedule of Expenditures of Federal Awards...... 4a
- Notes to Schedule of Expenditures of Federal Awards............ 49

_ lndependent Auditors' Report on Internal Control over Financial Reportjng
and on Compliance and Other l.4atters Based on an Audit oI Financial -
Statements performed in Accordance with Government Auditing Standards....... 5O_S.l

lndependent Auditors, Fleport on Compliance with Requirements that could
have a Direct and l\,4aterial Effect on Each Major program and on lnternal

_ Control over Compliance in accordance with O[,48 CircularA-133.. ................ 52_53

Schedule of Findings and Ouestioned Costs.......................................................... 54_55

Schedule of Status of pr,or year Audit Findings and euestioned Costs................ 56



PART I - FINANCIAL SECTION

ORTIZ. RIVERA. RIVERA & CO.
f ERIIFIED PL BLIC \f COI]\T1\IS.

suir.l5l. PO Bo\ 70150. Sinluan. PR 0091G7250. phoN 1787r7i6 851.1. [a\ 1787) ]7+0561



Rivera & Co
iis ?id Busrness Adv sors
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CPA \laao ldoiio Rilea Zuiiga

AnenMn linrNE oicenifi ed

Pueno R& BMd ot (mincd

To the Honorable Mayor and
Municipal Legislature

Ivlunicipality of euebradillas
Quebradillas, Puerto Rico

l"^I1- :_r9,.t:9 
the,a.ccompanying financiat statements of the governmentat activities,

:::]ll:i?l-ra. :ld rhe asgresate remaining fund informatio; of the Municipatity oi
li:::jiiii:..; :: 9i "-ld 

for the year ended June 30, 2012, which co ectivety comprissthe
Muntctpa,ry s basrc ftnancial statements, as listed in the table of contents. These financial
statements.are the responsibility ofthe Municipality's managemeni. Oui responsiOitity ls toexpress opinions on these financial statements based on jur audit.

We conducted our audit in accordance with auditing standards generally accepted in theunited states of America and the standards apprriabre to rina"nclar aul,ts contained inGovernment Auditing Standards, issued by the bomptroffer Ceneiat oiine United States.Those standards require that we plan ind perform the arait to oltrin reasonable
assurance about whether the financial statements are free of material ;isstatement. Anaudit includes examining, on a test basis, evidence support;g the amounts anddisclosures in the financiar statements. An audit arso incruaei asie"ssin! tne accountingprinciples used and significant estimates made br/ management, 

"i 
*"if i" 

"r"lr"fing 
ti,"overall financial.statement presentation. We believe thaiour ruOit piorij". u r"""on"ot"

basis for our opinions.

ln our opinion, the financial statements referred to above present fairly, in all material
1"^"j:""1":^,1"-1u-:!*ivefinanciat 

posrtion oI the governmentat activites. er"h ,"j;, fr";ano rne ag-gregate remaining fund information of the Municipality of Quebradillai as ofJune 30,20.12, and the respective changes in financial position, th'ereoifor the fiscalyear
then ended in conformity with accounting principles generally accepLJin tne United States
of America.

ln accordance with Govemment Auditing Standards, we have also issued a report dated
November 28, 2012 on our consideration of the Municipality,s internaiconliot over tinanciat

INDEPENDENT AUDITORS' REPORT

Suik l:1. rcBo\10l50.SmJu4.PR.llt)9167t50.phonct7E7)756-85lt.Farr787)2?.10561



reporting and on our tests of its compliance with certain provisions of laws, regutations,
contracts and grants agreements and other matters. Tie purpose of tnat re-port is to
*:"lP^" ll:.::"1: :j our tesring of internat conrrot over tinancrar reporring anO comprianceano rne. resutts ot that testing. and not to provide an opinton on inleinal control overnnancrat reporttng or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing srandards and sho-urd be considered in assessing
the results of our audit.

Accounting principles generally accepted in the united states of America require that the
management's discussion and analysis and budgetary compatison informatio;n on pages g
to.9 and 45 to 46 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the
Govemmental Accounting Standards Board who considers it to be an essential p;rt of
financial reporting for pracing the basic financiar statements in an appropriate operationar,
economic, or historical contexl. We have applied certain limited procedures to the required
supplementary information in accordance wilh auditing standards generally accepted in the
United States of America, which consisted of inquirie; of manage;ent about the methodsof preparing the intormation and comparing the inlormat-jon for consistency with
management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficaent evidence to express an opinion or provide any
assurance.

Our audit was conducted for the purpose of forming opinions on the financial Statements
that collectively comprise the Municipality of ouebradiflas's financiar statements. The
schedule ol expenditures of federal awards, as required by Ollice of Management and
Budget Circular A-133, Audits ol States, LocalGovenments, and Non_profit OTganizations
(Circulat A- 133) is presented lor purposes of additional analysis and js not a required part
of the financiar statements. such information is the responsi6irity of management and was
derived from and relates direcfly to the underlying accounting ind other records used to
prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financiar statements and certain additionar
procedures, including comparing and reconciling such information direcfly to the underlying
accounting and other records used to prepare the ,inancial statementsbr to the financial
statements themselves, and other additionar procedures in accordance with auditing
standards generally accepted in the United States of Americ a.ln ow opinion, the schedule
ot expenditures of fedetal awads is laily stated in alr material respects in reration to the
financial statements as a whole.

San Juan,
November

Puerto R
28, 201

The stamp E41

VER A. RIVERA & CO

to lhe oriqrnalol

/t (-



Commonwealth of puerto Rico
Municipatity of euebradi as

Management's Discussion and Analysis

Year Ended June 30,2012

INANAGEMENT'S DISCUSS'O,V A'VD A'VALYS'S

The Municipality ofQuebradiIas (the "Municiparity") discussion and anarysis has been designed with
the followings goals:

a) Assist the reader in focusing on significant financial issues.
b) Provide an overview ofthe Municipality,s financial activity,
c) ldentify changes in the l\runicipatity,s financial position (its abitity to address the next and

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

Sincethe Management's Discussion and Analysis (lrD &A) is designed to focus on the currentyear
activities, resulting changes and curren y known facts, please read it in conjunction with the
Municipality's financial statements.

FINANCIAL HIGHLIGHTS

The Municipality net assets increased by g1,940,641.

ln the fund financial statements, general fund revenues increased $93,4g2 (or O.g6%).
The GeneralFund (the primary operating fund) reflected, on a current financial resource
basis, an increase of 91,005,763.
On a budgetary basis, actual revenues exceed actual expenditures by g931,g16.
Capital expenditures amounted to $3,842,707.

USING THIS ANNUAL REPORT

This annual report consisrs of a senes of new financiar statements with a change in the focus from
previous financial statements. The new focus is on both the Municipalaty as a whole (government,
wde) and the major individual funds. Both perspectives (government-wide and majorfund) allowthe
userto address relevant questions, broaden a basis for comparison (year to year or government to
government) and enhance the Municipality's accountabjlity



Commonwealth of puerto Rico
Municipality of euebradi as

Management's Discussion and Analysis

Year Ended June 30, 20.12

Governm€ni-Wide Financial Statements

The Government-Wide Financial Statements are designed to provide users of the financial
statements with a broad ove*iew ofthe Municiparity's frnances in a manner simirarto private-sector
companies.

The statement ol NetAssets presents information on aI ofthe Municiparity's assets and liabirities,
with the difference between both reported as net assets. over time, increases or decreases in net
assets may serve as a useful indicator of whether the financial position of the lrunicipality ls
improving or deteriorating.

The Statement ofActivities presents information showing howthe Municipality,s netassets changed
during the most recent flscal year. All changes an net assets are reported as soon as the underlyjng
event giving rise to the change occurs, regardless of the timing of the related cash flows. Thus,
revenues and expenses are reported in the Statement ofActivities that will only result in cash flows
in future fiscal periods. The statement of Activities is focused on both the gross and net cost of
various activaties, which are provided by the government's general tax and other revenues. This is
intended to summarize and simprify the user's anarysis of cost of various governmentar services.

Fund Financial Statements

The Fund Financiar statements provide detaired information aboutthe rruniciparity's mostsignificant
funds, not the Municipality as a whole. The Municipalaty has only one kind of fund, which is the
governmental fund.

Governmental funds are used to account for essentially the same functions reported as
governmental activlties in the Government wide Financial statements. However. unlike the
Government wide Financiar statements, Government Fund Financiar statements focus on near
term inflows and outflows of spendabre resources, as we as on barances of spendabre resources
available at the end of the flscal year. such inlormation is useful in evaluating the Municipality,s
near term financial requirements.

Because the focus of governmentar funds is narrower than that of the government wide financiar
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmentar activities in the government wide financiar statements. By
doing so, users ofthe basic financial statements may better understand the long_term impact ofthe

-4-



Commonwealth of puerto Rico
Municipality of Quebradi as

Management's Discussion and Analysis

Year Ended June 30, 2012

lvlunicipalaty's near term financial decisions. Both ofthe Governmental Fund Balance sheet and the
Governmental Fund Statement orRevenues, Expendjtures and Changes in Fund Balances provide
a reconciliation to faciritate this comparison between governmentar funds and governmentar
activities.

lnfrastructure Assets

Historically, a government's largest group of assets (infrastructure - roads, bridges, traffic signals,
underground pipes [unless associated with a utility], etc.) have not been reported nor depreciated in
government financial statements GASB 34 requires that these assets be valued and reported
within the governmentar corumn of the Government-wide statements. Additiona y, the government
must elect to either (a) Depreciate these assets over their estimated useful life or (b) Develop a
system ofasset management desagned to maintain the service delivery potentialto near perpetuity.
lf the government develops the asset management system (the modified approach), which
periodically (at least every third yeao, by category, measures and demonstrates its maintenance of
locally established levels olservice standards, the government may record its cost of maintenance
in lieu of depreciation. The information about the condition and maintenance of condition of the
government infraskucture assets should assist financial statement users in evaluating a local
government and its performance overtime. The l\runicipality haselected to depreciate infrastructure
assets instead of using the modified approach.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

As noted earlaer, net assets may serve over time as a useful indicator of a government,s financial
position. The Municipatity's net assets totated $30.7 mi ion at the end of 2012, compared to g28.7
million at the end ofthe previous year.

The largest portion ofthe Municipality's net assets consists ofthe investmeni made throughout the
years in capital assets such as land, buildings, equipment and jnfrastructure. The l\/unicipality uses
lhese capital assets to provide services to its citizens, consequenty, these assets are not avairabre
for future spending. Although, the l\,Iunicipality s investment in its capital assets is reported net of
related debt, it should be noted that the resources needed to repaythis debt must be provided from



Commonwealth ot Puerto Rlco
Municipality ot Ouebradiltas

Management's Discussion and Analysis

Year Ended June 30, 2012

the Debt Service Fund, since the capitat assets themselves cannot be used to tiquidate these
liabilities. The amounts restricted lordebt service represents another portion ofthe netassets, and
these are resources subiect to external restrictions lor the purposes explained above.

The unrestricted deficit is the consequence of previous budgets which did not provide funding for
incurred long-term obligations such as compensated absences and claims and iudgments among
others. Historically, such obligations have been budgeted on a pay as you go basis without
providing tunding lor lheir luture liquidation. Consequenfly, the Municipality cannot draw from its
existing assets to provide services to its citizens and depends on its taxing abitity to continue its
operations. The restricted portion consists of monies reserved for debt service and future capital
expenditures.

Municipality ol Ouebradillas
Condensed Statement of Net Assets
June 30, 2012 and 2011

2012 201'l

Current assets
Capital assets

Total assets

Current ,iabilities
Noncurrent liabilities

Total liabilities

lnvested in capital assets, net ol related debt
Restricted
Unrestricted

Total net assets

44,788,717 42,708,617

$ 12,930,775
35,857,942

$ 12,059,427
30,649,190

5,587,816
12,496,672

3,353,923
10,976,503

18,084,488 13,945,029

33,641,358
3,702,046

(6,639,175)

40,040,272
3,258,019

(14,534,703)

$ 30,704,229 s 28,763,s88

6



Commonwealth of Puerto Rlco
Municipallty of Ouebrad tas

Management's Dlscussion and Analysis

Year Ended June 30, 2012

Changes in Nel Assels

The Municipality's net assets increased by 91.9 mi ion approximately, thirty-two (32ol") percent olthe
Municipality's total revenue came from laxes generated by the general fund. Federal Granls was
eighteen (19%) percent, while the State Contributions made forty (40%) percent ot the totat
revenues. The Municipality's expenses cover a range of services. The largest expenses were tor
general government, public works and public safety.

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the i,runicipality uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds

The locus of the Municipality's governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipality's financing requirements. ln parlicular, unrese.ved tund balance mayserve asa uselul
measure of a government's net resources available lor spending at the end ol the fiscal year.

As of the end of the current fiscal year, the N,4unicipatity's governmentat funds reported combined
ending fund balances ol $8,858,809 an increase of $2,489,684 in comparison with the prior year.
There are reservations of tund balance amounting to $3,586,377.

The general lund is included within the governmental funds; it is the chiel operating tund of the
Municipality. As of June 30,2012, the generallund has a balance ol $2,327,410. The prioryear
superavit ol $'1,321 ,647 was increased by $1,005,763 during fiscat yeat 2O12.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course olthe year, the ilunicipality Council revised the lvlunicipality,s budget to reclassify
certain expenditures among the different governmenlal functjons. Such reclassilications were
necessary to provide for the developments that arlected the Municipality,s finances.

-7 -



Commonwealth ol Puerto Rlco.
Munlcipallty ot Ouebradlllas

Management's Dlscusslon and Analysl3

Year Ended Juna 30, 2012

Revenues ol the current year had increased by $93,4A2 compared with the prior year, The increas€
in fund balance is directly related to this increase in revenues. The actual revenues exceeded the
revised budget revenues by $558,861 (net). The most significant variances were in municipal
licenses and interest, lines and penalties by $225,910 and $160,288, respectively.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assels

The irunicipalivs investment in capitalassets as of June gO, 20.t2, amounts to 946.6 million, net ol
accumulaled depreciation of $10.8 million, leaving a net book value ol935.8 million. This investment
in capital assets includes land, buildings, improvements, equipment, intangibles, infrastructure and
conskuction in progress. lnlrastructure assets are items that are normally immovable and of value
onlytothe stale, such as roads, bridges, streets and sidewalks, drainage systems, tighting systems,
and similar items.

The Municipality linances a signilicant portion ol its construclion activities through bond issuances.
The proceeds lrom bond issuances designated for construction activities are committed in its
entirety ror such purposes and cannot be used for any other purposes.

The Municipality acquired a total of $4,055,621 of capital assets during the fiscat year 201 1-20.t 2.
Capital assets acquired during the year were as folows:

. Construction in Progress - $1,018,938

. Building and building improvements - 92,422,147

. lnfrastructure - $392,'t 3'l

. Acquisition ol Equipment and Vehicles - $200,405

Other projects related to repairand maintenance of roads (not capitalized) was development during
llrc yeat 2012.

Debt Admlnlstrallon

The Puerto Rico Legislature has estabtished a limitation for the issuance of general obligation
municipalbonds and notes forthe paymentof which the good faith, creditand taxing powerof each
municipality may be pledged.

-8-
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Management's Discussion and Analysis

Year Ended June 30, 2012

The applicable law also requires that in orderfora municipatity to be abte to issue additional generat
obligation bonds and noles such municipafity must have sutficient ,.payment capacity.,,Act No.
provides that a municipality has sullicient "payment capacitf,to incur additionat generat obtigation
debt if the deposits in such munrctpality's Redemption Fund and the annualamounts collected with
respect to such municipality's Special Additional Tax (as defined betow), as projected by GDB, wiI
be sufficient to service to maturity the municipality's outstanding generat obtigation debt and the
additional proposed general obligation debt ("Payment Capacity,).

The Municipality is requi.ed underapplicabte tawto levythe Special Additionat Tax in such amounts
as shall be required forthe payment ol its general obligation municjpat bonds and notes. tn addition,
principal of and interest on all general obligation municipat bonds and notes and on afl municipal
notes issued in anticipation of the issuance of general obtigation bonds issued by the Municipatity
conslitute a first lien on the Municipality's Basic Tax revenues. Accordingty, the Municipatity,s Basic
Tax revenues would be available to make debt service payments on general obligation
municipal bonds and notes to the extent that the Speciat Additional Tax levied by the Llunicipatity,
together with moneys on deposit in the Municipaljty's Redemptjon Fund, are not sutricient to cover
such debt service. lt has never been necessaryto apply Basic Taxes to pay debtservice on general
obligation debt ot the L4unicipality.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

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

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayers,
customers, investors and creditors) with a general overview ol the N,lunicipality,s finances and to
demonskate the i,4unicipality's accountabitity. ll you have queslions about the report or need
additional financial information, contact Mr. Domjngo Rivera Beillo, Chief Financjal Officer on the
Finance Offices in the CentralTown, Ouebradillas, Puerto Rico.

9-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

STATEI',ENT oF NET ASSETS
JUNE 30,2012

Assets

Cash in bank (Notes 2 and 4)
Cash with fiscal agent (Notes 2 and 4)
Accounts receivable'

Sales and use laxes
Due from other agencies (Note 8)
Capital assets, net (Note 1O)

Total assets

Liabilities and Net Assets

Liabilities
Accounts payable and accrued tiabjlities
Due to other agencies (Note t.l)
Matured bonds and interesl payable
Deferred revenues (Nole 12):

I\,tunicipal license tax
Noncurrent liabilities {Note 1,t):

Due within one year
Due in more than one year

Accrued interest
Total liabilities

Net Assets
lnvestment in capilalassets, nel of relaled debt
Reslricted for:

Debl service
Capilal projects

Unaeslricled
Tolal net assets

Total liabitities and net assets

The accompanying notes are an integral part of these basic

Governmental
Activities

3,419,014
5.725,757

38,073
3.747,931

35.857.942

$ 4A.78A.717

593,845
2,721,453

517,535

499,133

642,036
12,496,672

613,814
18,084,488

33.641,358
2,177.5t0
1,524,536

(6,639,17s)
30,704,229

$ 4a.788,717

financial statements.
- 10 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF QUEBRADILLAS

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

JUNE 30,2012

Total fund balances - governmentalfunds

Amounts repo(ed for governmental activities in the statement
of net assets are different because:

. Capital assets, net, used in governmental activities are
not current financial resources and therefore are not
reporled 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 funds. (Note 3)

Net assets of governmental actrvities

$ 8,858,809

35,857,942

(14,O12,522)

$ 30,704229

The accompanying notes are an integral part of these basic financial statements.
_14_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITIJRES. AND
CHANGES IN FUNO BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENOEO JUNE 30,2012

Net change in fund balances - tolal governmental funds

Amounts reported for governmental activities in the statement of activities are
different becausel

. Governmental funds report capital ou ays as expenditures However, in
the statement of activities, the cost of those assets ts 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 require the use of current financial resources.
Therefore, depreciation expense is not reported as expenditure in
governmental funds.

Governmental funds report issuance of long{erm debt as other financial
sources because provides current financial resources.

Governmental funds report prjncipal payments on long{erm obtigations as
expenditures, whereas the principal payments reduces the long{erm
obligations in the statement of activities.

. Change in accrued interest expense which does not require the use of
current financtal resources

. Some expenses reported an the statement of activities do not require
lhe use of current financial resources, therefore are not reported as
expenditures in governmental funds

Changes in net assels of governmental activities

$ 2.489.684

3.842.707

(1,069,962)

(3,635,000)

493,216

('187,225)

7.221

$ 1,940,641

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

The [,4unicipality of Ouebradillas, puerto Rico (iilunicipatity) was founded in 1823.
The Municipality is a political legal entity with lull legislative and administrative
faculties in every affair of the municjpal character, with perpetual succession
existence and legal personality, separate and independent from the central
government of the Commonwealth of Puerto Rico. The [,4unicipality provides a full
range of services including health, public works, environmental control, education,
public safety, public housang and community development, culture and recreation as
well as many other general and administrative services.

The l\ilunicipal Government comprises the executjve 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 branches are elected
every four years in the Puerto Flico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the N,4unicipality have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-settinq body for
establishing governmental accounting and financial reporting principtes.

The financial information of the t\4unicipatity is presented in this report as follows:

. [.4anagement's Discussion and Analysis - lntroduces the basic linancial
statements and provides and analytical overview of the l\,lunicipality,s financial
activities.

. Government - Wide Financial Statements - The reporting model includes financial
statements prepared using full accrual of accounting for all of the government,s
activities. This approach includes not jusi 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 PUEBTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAB ENDED JUNE 30, 2012
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOEO JUNE 30, 2012

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

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

. Budgetary comparison schedules - Demonstraling compliance with the adopted
budget is an important component of a government,s accountability to the public.
Under the reporting model, the l/unicipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government,s original budget to the currant
comparison of final budget and actual results.

The following is a summary of the more signilicant policies.

a. Reportlng Entity

A reporting entity is comprised of lhe 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 agencies that are nol legally separate from the l\ilunicipality and for which the
lvlunicipality is f inancial accountable.

The Municipality's management has considered all potential component units
(whether governmental, not-for-profit, or profit-oriented) for which it may be
financially accountable, and other legally separate organizations for which the
Nilunicipality is not financially accountable but the nature and significance of their
relationship with the l\runicipality may be such that exctusion of their basic
Iinancial statements from those of the Municipality would cause the accompanying
basic financial statements to be misteading or incomplete. Accordingly, a legally
separate organization would be reported as a component unity of the Municipality
if all of the following criteria are met:

- 18 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30, 2OI2

1) T.!.e M9y!l ap.points a voting majority of an organization,s governing body and,
either (1) the i/unicipatity has the ability to impose its wilt on that organiration
or (2) the organization has the potential to provide specific financial benefits to,
or impose specific financial burdens on the Nrunicipality.

2) The economic resources, for which the lvlunicipality is entitled, either received
or held by the separate organization, are eniirely or almost entirely for the
direct benefit ot the Municipality or its constituents.

GAAP details two methods of presentation: btending the financial data of the
component units' balances and transactions in a manner similar to the
presentation of the [/unicipality's balances and transactions or discrete
presentation of the component units' financial data in columns separate from the
[.'l un ic ipality's balances and transactions.

The Municipality's management has concluded that, based on the aforementioned
criteria, there are no legally separate entities or organizations that should be
reported as component units of the l\,,lunicipality for the fiscal year ended
June 30, 2012.

b. Government-Wide and Fund Financial Statements

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

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

19 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2OI2

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

The Municipality implemented Government Accounting Standards Board
Statement No. 54 (GASB 54), "Fund Balance Reporling and Govemmental Fund
Type Definitions" during fiscal year 2011. GASB 54 enhances the usefulness of
fund balance information by providing clearer fund balance classifications that can
be_more consistently applied, and it clarifies the existing governmental fund type
definitions. lt establishes fund balance classifications thit comprise a hierarchy
based primarily on the extent to which a government is bound to observe
constraints imposed upon the use of the resources reported in governmental
funds.

GASB 54 enhances the usefutness of fund balance information by providing
clearer fund balance classifications that can be more consistentty apptied, anO it
clarifies the existing governmental fund type definitions. lt estabiishes fund
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 repoded in governmental funds.

GASB 54 also provides guidance for classifying stabilization amounts on theface
of the balance sheet and requires disclosure of certain informatjon about
stabilization arrangements in the notes to the financial statements. The definitions
of the General fund, special revenue fund type, capital projects fund type, debt
service fund type, and permanent fund type are also clarified by the provisrons in
this statement.

c. Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The governmenlwide financial statements are reported using the eco,omlc
resources measurement focus and the accrual basis of accoun hg. Revenues are
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

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 measurement focus and lhe modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the government considers revenues to be available if they are
collected within the current period or soon enough thereafter. Expenditures
generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when
payment is due.

Property taxes, franchise taxes, licenses, and interest associated wjth the current
fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues ofthe current fiscal period. Onlythe portion of special
assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available onlywhen cash is received bythe
government.

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

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

Amounts reported as program reyenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or prjvileges provided, 2)
operating grants and contributions, and 3) capjtal grants and contributions,
including special assessments. lnternally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, generalrevenues
include all taxes.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

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

The Municrpality reports the followrng ma,or governmental funds:

1) General Fund

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

2) Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long{erm general obligation debt of
governmental funds.

3) Loan $'1.710.000

The Loan $1,7'10,000 fund is used to account for the financial resources for
the acquisition ofpersonal property and/or construction of major improvements
which are not financed by other funds.

4) Loan $3.635.000

The Loan $3,635,000 fund is used to account for the flnancial resources for
the acquisition ofpersonal property and/or construction of major improvements
which are not financed by other funds.

d. Cash and Cash rryith Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources. The Municipality is restricted by law to invest only in savings accounts
with banks qualified as a depository of public funds by the puerto Riao Treasury
Department (PRTD) or in instruments of the Government Development Bank for
Puerto Rico (GDB).

-22-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRAOILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Cash with fiscal agent in the capital prolects fund consists of 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 of
major capital improvements. Cash with fiscal agent in the debt service fund
represents special additional property tax collections retained by the
Commonwealth of Puerto Rico and restricted for the payment of the Municipality,s
debt service, as established by law.

lnterfund Receivables and Payables

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

Capital Assets

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

Capital assets purchased or acquired are carried at historical cost or estimated
historicalcost. Contributed assets are recorded at fair markel value as ofthe date
donated. Additions, improvements and other capital ouflays that significanfly
extend the useful life of an asset are capitalized. Othercosts incurred for reparrs
and maintenance are expensed as incurred.

Depreciation in capital assets is calculated on the straight-line basis over the
following estimated useful lives:

Useful Life

lnfrastructure
Buildings and building improvements
Furniture and fixtures
Vehicles and equipment

20-50 years
20-50 years

5-20 years
5-20 years
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF OUEBBADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

g. Fund Balances

During fiscal yeat 2011, the N/unicipatity adopted the provisions of GASB
Statement No. 54, Furd Balance Reporling and Govemmental Fund Type
Definitions (GASB No. 54), which enhanced the usefulness of fund balance
information by providing clearer fund balance classifications that can be more
consistently applied. This statement establishes fund balance classifications that
comprise a hierarchy based primarily on the extent to which the Municipality is
bound to observe constraints imposed upon the use of the resources reported in
governmental funds.

Pursuant to the provisions oI GASB No. 54, the accompanying fund financial
statements report fund balance amounts that are considered nonspendable, such
as fund balance associated with inventories. Other lund balances have been
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 - Aepresent resources that cannot be spent readily with cash or
are legally or contractually required not be spent, ,ncluding but not ljmited to
inventories, prepaid items, and long term balances of interfund loans and
accounts receivable.

2) Restricted - Represent resources that can be spent only lor 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 the consent of
resource providers.

3) Conmitted - Flepresent resources used for specific purposes, imposed by
formal action of the Municipal's highest level of decision making authority
([.4unicipal 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 - Fiepresent resources intended to be used by the Municipality for
specific purposes but do not meet the crjteria to be classified as restricted or
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 2OI2

committed (generally executive orders approved by the Mayor). lntent can be
expressed by the Municipal Legislature, the lvlayor or by an official or body to
which the Municipal Legislature delegates authority in conformity with the
Autonomous 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.

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

Negative fund balance amounts are assigned amounts reduced to the amountthat
will raise the fund balance to zero. Consequently, negative residual amounts in
restricted, committed, and assigned fund balance classilication have been
reclassified to unassigned fund balances.

The Municipality reports resources constrained to stabilization as a specified
purpose (restricted or committed fund balance in the general fund) only if: (1) such
resources meet the other criteria forthose classilications, as described above and
(2) lhe circumstances or conditions that signal the need for stabilization are
identified in sufficient detail and are not expected to occur routinely. However, the
Municipaiity has not entered into any stabilization-like arrangements, nor has sel
aside material financial resources for emergencies and has not established formal
minamum fund balance amounts as of and for the fiscal year ended
June 30. 2012.

ln situations when an expenditure is made for a purpose for which amounts are
available in multiple fund balance classitications, the Municipality uses reslricted
resources first, and then unrestricted resources. Within unrestricted resources, the
Nlunicipality generally spends committed resources first, followed by assigned
resources, and then unassigned resources when expenditures.

The classification of the Nrunicipality's individual governmental funds among
general, debt service, special revenue, and capital projects fund types used in
prior liscal years for financial reporting purposes was nol affected by the
implementation of GASB No. 54.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. lnsurance policies are negotiated by the puerto Rjco Treasury
Department and costs are allocated among all the municipalities of puerto Rico.
Cost of insurance allocated to the Municipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center (the "CRlM")
for the year ended June 30, 2012 amounted to $145,867. The current insurance
policies have not been cancelled or terminated. The CRIM also deducted
$123,383 for workers' compensation insurance covering all municipalemployees.

Compensated Absences

Employees are entitled to 30 days vacations leave and 18 days sick leave per
year. Sick leave is recorded as an expenditu re in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for al least '10 years in the municipal government. On July '1997, state Law 152
supra amended the Article 12.016, Section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
next every natural year. Excess of vacations can be paid after July 1 of every
fiscal year.

[Jse of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of Amerjca requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and Iiabilities at the date of the
financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist ofthe contribution received from the Puerto Rico Electric Power
Authority and the Municipal Revenue Collection Center caused by the delay ofthe
notification of the actual revenues and expenditures to the presented in the
financial statements of the agencies mentioned above.

t.

t.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAF ENDED JUNE 30, 2012

k. Future Adoption of Accountinq Pronouncemenls

The Governmental Accounting Standards Board (GASB) has issued the following
Statements that the Municipality has not yet adopted:

Statement Adoption Required
Number Statement Name in Fiscal Year

60 Accounting and Financial Fleporting for 2012-13
Service Concession Arrangements

61 The Financial Fleporting Entity: Omnibus 2012-13
- an amendment ol GASB Statements
No. 14 and 34

62 Codilicalion of Accounting and Financial 2012-13
Reporting Guidance Contained in Pre -
November 30, 1989 FASB and AICPA
Pronouncements

63 Financial Fleporting of Deferred Outflows 2012-13
of Besources. Deferred lnflows of
Resources, and Net Position

65 ltems Previously Reported as Assets 2013-14
and Liabilities

66 fechnrcal Corrections 2012- an 2013-14
amendment ol GASB Statements No. 10

and 62

67 Financial Reporting for Pension Plans - 2013-14
an amendment of GASB Statement No.

68 Accounting and Fioancial Reporting tor 2014-15
Pensions - and amendment ot GASB
Statement No. 27
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

The impact oflhese statements on the Municipality,s financial statements has nol
yet been determined.

RECONCILIATION OF GOVERNMENT.WDE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes a reconciliation between fund
balance-governmenlal funds and net assets of governmental activities as reported in
the 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 $14 million differences are as foltows:

Bonds payable
Compensated absences
Notes payable
Accrued interest
Other long{erm liabilities
Christmas bonus

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

DEPOSITS

$ 5,210,000
1,488,625
6,157,500

61 3,814
282.583
260 000

$ 14,012,522

Custodial credit risk is the risk that in the event of a bank failure, the government's
deposits may not be returned to it. Under Puerto Rico statutes, public funds
deposited in commercial banks must be fully collateralized for the amount deposited
in excess offederal depository insurance. Allsecurities pledged as collateralare held
by the Secretary of the Treasury of Puerto Rico. ln addition, the l\4unicipality
maintains deposits with the Government Development Bank for Puerto Rico (GDB).
The deposits at GDB of approximately $3,134,497 are restricted principally for capiiat
projects, and the $2,59'1,260 in the debt service fund are unsecured and
uncollateralized, as no collateral is required to be carried by governmental banks.

The l/unicipality maintains its investments in two (2) banks located at Puerto Rico
All kind ofdeposit is guaranteed bythe Federal Deposit lnsurance Corporation (FDIC)
up to $250,000.
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2OI2

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

PROPEFTY TAXES

The Municipal Revenues Collection Center (CRlNi) of the Commonwealth of Puerto
Flico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be tiled with the CBllVl by
May 15 of each year. The tax on real property is assessed by the CRllM. The
assessment is made as of January 1 oI each year and is based on estimated current
values of the property as of year 1 957. The tax on personal property must be paid in
full together with the return on or before l\,4ay 15. The tax on real property is due in
two equal installments in July 1 and January 1, following the assessment date.

The rates are 8.83% for real property and 6.830/0 for personal property. The
composition is as follows:

Real Personal

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

6.00./" 4.oo./.
1 .03% 1 .Osh
2.0010 2.00"/"
( .2O./") (.2O"/"\

8-8t% 0-83%

The [,4unicipality's basic property tax rate represents the portion which is appropriated
lor general purposes and accounted for in the general fund.

The "Additional special property tax - municipal" is restricted for debt service and
retained by GDB Ior such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to lhe lvlunicipality.

The "Additional special property tax - state" is collected by the CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations
issued by the state govemment.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2OT2

Flesidential real property occupied by its owner is exempt by law from the payment ol
property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
Nilunicipality, except lor property assessed at less than g3,5OO, for which no payment
is made. Flevenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRll\r.

Complele exemption from personal property taxes up to an assessmentof $5O,OOO is
granted to merchants with an annual volume of nel sales less than $'150,000.

Prior to the beganning of each fiscal year, the CFIIM informs the l/unicipality of the
estimated amount of property tax expected to be collected lor the ensuring fiscalyear.
Throughout the year, the CRIM advances lunds to the Municipality based on the initial
estimated collections. The CFlll\,4 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 l\ilunicipality 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. lf the CRIM remits to the l/unicipality property tax advances, which 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 bythe CRI[,4, a payable to
the CRIM is recorded at June 30.

Currently, the i,4unicipality has received the preliminary settlement from CFll[/'l related
to fiscal year 201 '1-'12, but not the final settlement as the six months period after fiscal
year ends, provided by law to CFIIM to issue this, has not yet expired. lvlanagement
believes, based in part on the experience from prior years, that when received, the
final settlement from CRIM will not show a significant difference from the preliminary
settlement and that such difference, if any, will not have a material effect on the
financial condition ol the Municipality.

Based on the preliminary settlement already received, during the year ended June 30,
2012, lh'e amount collected by CRIM from taxpayers and charges exceeded the
amount advanced by CRI[/ for the same period by approximately $273,070. Such
amount is presented as due from CBlt/ in the accompanying financial statements.
(See note B).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBBADILLAS

NOTES TO THE F!NANCIAL STATEMENTS (CONTINUED)
FOF THE FISCAL YEAR ENDED JUNE 30,2012

MUNICIPAL LICENSE TAX

lvlunicipal License Tax receivables are recorded in the riscal year in which payment is
due and, accordingly, represent taxes which are due and uncollected at June 30,
2012. The annual Municipal License Tax is determined based on the gross income o,
all commerce and industrial organizations that have operations in the lVunicipality of
Quebradillas, and are not totally or partially exempt under the lndustrial lncentive Law
of Puerto Rico.

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

The rates of municipal license in the lilunicipality of Quebradillas are as lollows:

Savings and loans associations
Financial lnstitutions
Other organizations:

up to $100,000
$100,000 up to $200,000
Over S200,000

.307.

.40./"

.50./.

1 .OO%

1 .50h

The amounts collecled in advance are recorded as deferred revenues in the General
Fund. The Municipality invoiced and collected in advance during the current year
approximately $499,133, corresponding to the next fiscal year municipal license.

7. SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act. No. 80 ("Act. 80")
which imposed to all the Municipalities of Puerto Bico a uniform municipal sales and
use tax of 1 .5olo. Elfective August 1 , 2007 1'l" of the 1 .5% will be collected by the
Puerto Flico Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
1 .5% collected by the Commonwealth Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety cost. Amount
collected by the Commonwealth Government will be deposited in accounts of special
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,20,I2

funds in the Government Development Bank of Puerto Rico ("GDB"), subject to
reskictions imposed and distributed as follows:

a. .2o/o ol lhe.5'l" will be deposited in a "lvlunicipal Development Fund" to finance
costs as restricted by the Act.

b. .2'/" ot the .5% will be deposited in a "lvlunicipal Fledemption Fund".to finance
loans to municipalities subject to restrictions imposed by the Act and,

c. .1% of the .5% will be deposited in a "lvlunicipal lmprovement Fund" to finance
capital improvement projects; these funds will be distributed based on legislation
from the Commonwealth's Legislature.

DUE FFOM OTHER AGENCIES

Represents grants and contributions due from local and lederal agencies:

Puerto Rico Electric Power Authority
OCAM
CBI[/ (Preliminary Liquidation 2011-12)
cB VI

Puerto Flico Administration of Energy Affairs
Puerto Rico Department ol Justice
Labor Department
U.S. Department of Health and Human Services
U.S. Department of Agriculture

$2,625,912
648,056
273,070
103,785
36,896
28,802
21,740
7,658
2,012

$ 3,747,931
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COMMONWEALTH OF PUERTO BICO

MUNICIPALITY OF OUEBRADILLAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

o INTERFUNO TRANSACTIONS

Due From/To Other Funds:

The due from and due to other fund balances as ot June 30, 2012, are as follows:

Receivable Fund Payable Fund Amount

General
Other Governmental

Other Governmental Funds
General

$ 900,365
426.052

-91-'326'411-

The balance o, $426,052 due to the general fund from the Other Governmental
Fund represents amount due from prior years related to state contributions'
grants. Bemaining translers are used to use unrestricted revenues collected in the
general fund to finance various programs accounted for in other funds in
accordance with budgetary authorizations

b. lnterfundTransrers:

lnterfund translers lor the year ended June 30, 20'12 consisted of the following:

Transfer ln Transfer Out Amount

Debt Service
General Fund

General Fund
Debt Service

$ 233,840
1 ,026

-9-?!1,899-

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 expend

them, (2) move receipts restricted to debt service lrom the fund collection the

receipts io the debt service lund as debt service payments become due, and (3)

use unrestricted revenues collected in the general fund to finance various
programs accounted for in other funds in accordance with budgetary
authorizations.

.JJ.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

10. CAPITAL ASSETS

Capital asset activity for the ftIunicipality for the year ended June 30. 2012 was as
follows:

Pdnary Gov.rnmenr Jun€ 30,2011

2327114

!624510

Balanc.
OecEa6.. June30,2012

s s 520000
212914 2 61313A
2r2!t,1 3 j33133

5016641
43 493 r66

2 424 615
r0773 362

Gov.mmenbl A.tivariell
Cap alassers nor be'ng depclared

Constructun n prc9ess
Totarcpiara*rs rot be nO deprft'ared

Capd assels be 
^g 

deprccaied

Bu rd'nqsand bu'ld 
^!,mprovemenls

Totar€p'Iaras*is be nq deprec'ated

L*s 2@umuraled deprec'aton lo.

Au ldmgs and bu'rd ng,mpro€m_.n6

Iolai accumu ated depGc aion

Tobr€p Erass€rs. be nO depEared ner

Governme4rar adv'les €prat as*rs nel

Depreciation expense was
follows:

General government
Public safety
Recreatron
Public works

ury r ?,!!!,a!!=

charged to functions/programs

- 32 724.AO4

$ 2r29r4

of the Municipality as

2 222 592

r 0r3 933

392.131

101.791
76 897
80 795

804,479

Total depreciatton expense-governmenlal acttvrties
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF OUEBFADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

,I1. OUE TO OTHER AGENCIES

Puerto Flico Electric Power Authority
U.S. Department of Housing and Urban Development
General Services Administration
Puerto Rico Water and Sewer Authority

Total

12. DEFERBED REVENUES

$2,625,912
14,515
s0,336
30,690

$2,721,453

a. Municipal License Tax

The deferred revenues of approximately 9499,133 in the general fund related to
municipal license tax collected in fiscal year 201 1-12 that will be earned in fiscal
yeat 2O12-2013.

b. Federal Government

The deferred revenues presented as federal government represents the portion of
federalgrants received forwhich qualifying expenditures have notbeen incurred.

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

13. INTERGOVERNMENTAL REVENUES

lntergovernmental revenues in the general and capital projects funds consist mainly
of collections from the Commonwealth of Puerto Fiico and the CRIM, and payments in
lieu of taxeS from lhe Puerto Flico Electric Power Authority.
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF QUEBBAOILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

14. LONG.TEBM DEBTS

Bonds and other long-term liabilities outstanding at June 30 ,2012, are as follows:

$570,000 series of 2002, payable in annual anstallments of
$10,000 to $50,000 until July 1, 2026, interest from 2.7% to
5.6o/". $ 425,OOO

$2,000,000 series ol 2001, payable in annual installments of
$20,000 to $'175,000 until July 1 , 2026, interest from 5ol. to
7o/". 1,555,000

$638,800 series of 2002, payable in annual installments of
$'10,700 to $49,200 until Jvly 1,2027, interest from 5% to
7.5%. 492.500

$670,000 series of 2003, payable in annual installments of
$10,000 to $50,000 until July 1,2028, interest from 5% to
7.5'/.. 530.000

$2,135,000 series of 2005, payable in annual installments of
$65,000 to $165,000 until July 1 , 2024, interest from 4.37%
to 6.506. 1,S2O,OOO

$455,000 series of 2004, payable in annual installments of
$15,000 to $35,000 until July1,2024, interest lrcm 3.27o/o lo
6.5"k. 32O,OOO

$1,'110,000 series of 2008, payable in annual installments of
$25,000 to S10,000 until July 1 , 2027, interest from 6.487" to
7.5%. 960.000

-36-

ORTIZ. RIVERA. RIVERA & CO.

Suirel5l.fuBor70150.SanJuan.PR.m9]6750'Phone(r8l)75685:1.F l7E7)17l{561



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

$420,000 series of 2O1O, payable in annual installments of
$50,000 to $75,000 until Juty '1, 2016, inierest from 5% to
7vo.

$1,710,000 series of 2010, payable in annual installments of
$25,000 to $'145,000 until Juty 1,2034, interest from 6% to
7.svo.

$100,000 series of 2010, payable in annual installments of
$5,000 to $20,000 until July 1, 2026, interest from 6% to
7 .SYo.

$3,635,000 series ol2012, payable in annual installments of
$55,000 to $310,000 until July 1, 2036, interest from 6% to
7.5%.

Total bonds and notes payable

Other Lonq-Term Liabilitios

Note payable of $203,419 represents a repayment agreement
with GDB and CRIM to repay the excess of property taxes
advances from fiscal years up to 2001. The CRIM 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 2032. The repayment agreement
is payable in annual aggregate principal installments of
$15,024 plus interest rate of 6.190/0.
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOB THE FISCAL YEAF ENDED JUNE 30, 2OT2

Note payable of $936,377 represents a financing agreement
with lhe Treasury Oepartment 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"/".

Total other long-term liabilities

111 857

$ 282,583

bonds payable and notes payable at

Notes Payable

The annual debt service requirements for the
June 30, 2012, are as follows:

Bonds

2013
2014
2015
20't6
2017
2018-2022
2023-2027
2024-2032
2033-2037

lnteresl

s 285,812
31 1,866
294,295
275,785
267,158

1,071,223
562,785
232,875

31,875

$ 160,400
171,700
188,100
199,600
21 1,200

1,358,800
1,732,700
1,035,000
1,100,000

$ 328,002
392,701
403,949
400,424
386,750

1,588,0'r8
1,150,889

647,500

Principal

$ 265,000
285,000
300,000
325,000
260,000

1,555,000
1,395,000

545,000
280,000

Principal lnterest

$ 5,210,000 $3,333,674 _9__-Qt!2i90 -9-9L!199-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

Long-term liability activity for the year ended June 30, 20'12,

869inning
P.ima.y Govomm6nt aabnca addition3 Paymonts

was as follows:

Ending Dlos(hi.
Aahnca Ono Ysar

Govsrnmental ActivitiG:
Bonds payab e
Notes payable

Total ong-term debt

Other lon9-t€m liabilitios:
cRlM - Law 42
CRIM , LIMS
Treasury Oepariment
Compensaled absenes

Total other lonq-term liabill€s

Total noncurrenl iabl(ies
governmental actN lres

15. FUND BALANCES

s 5.465.000 $
2.676.600 3.635000

$ 255 000
154 100

409100

4 236
17 480
62 404
66 083

150199

s s.210 000
6.157 500

5 265 000
I60 400

174. 2
17,480

174,257
1,495.846 58.862

8.141,600 3.635 000

1.862.545 58 862

11367500 425 4AO

170 726

111 857
1.488 625

1771 204

other

4 236

62,400
150 000

216 636

$ 10 004.14s 5 3.693 862 S 559 299 S 13.138 708 5 642 036

Oebt
11,710,000 $3,650,000

General govemmenl S

Health and we ia€

Ge.eral govemment

Culrue and Ecreal on
Hea lh and lellare

2177 514

$ 19 598
640

1 394.030
97 069

1 350

1 280

$ 19 596
640

1 394 030
97 069

1 350
2177 510

3 008 413

38 051
3 569

48
2 532

12219
2.103780

r 482 597 1 524 536

38051
3 569

48
2 532
98/7

2 273 363
2 372

(169 583)

$2327 41o s2llljlL !.1-481 5r' _11!?1116 9 L9191!q q_!je!!q
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF QUEBRAOILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

16. NET ASSETS

Net assets invested in capital assets, net of related debt is comprised of the lollowing:

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

Total invested in capital asseis, net ot related

17. FETIREMENT PLAN

35,857,942
(5,210,000)
2.993,416

33,641 ,358

a. Plan Description

The Employee's Retirement System oI the Government of Puerto Rico and its
lnstrumentalities (EBS) is the administrator of a cost-sharing multiple-employer
retirement syslem established by the Commonwealth of Puerto Rico The System
was created under the ACT 447, approved on May '15, '1951 , as amended, and

became effective on January 1, '1952.

ERS covers all regular employees ol the Commonwealth ol Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirement systems.

Participation is mandatory except for members o, the Legislature, Government
Secretaries, Agency Heads and Public lnstrumentalities, Assistants to the
Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

EBS provides retirement, death and disability benefits Disability retirement

benefits are available to members for occupational and non-occupational

disabilities. Fetirement benefits depend upon age at retirement and number of
years of credited service. Benelits vest afier ten years ol plan participation.

lvlembers who have attained an age of at least filty-five (55) years and have

completed at least hventyjive (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) years and have completed at least

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

monthly lor life.
-40-
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The amounts of the annuity will be one and one-halI percent of the average

compensation multiplied by the number of years ot creditable service up to twenty
years, plus 2% ol the average compensation multiplied by the number of years of
creditable service in excess of twenty years. ln no case the annuity will be less

than $200 per month.

Participants who have completed at leastthirty (30)years of creditable service are

entitled to receive the [/erit Annuity. Participants who have not attained fiftyjive
(55) years of age will receive 65010 of the average compensation or if they have

attained lifty-five (55) years ol age will receive 75% of the average compensation.
Disability retirement benefits are available to members for occupational and non-

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

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

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

created EFIS, was enacted with the purpose of establishing a new pension

program (System 2OOO). Employees participating in the current system as of
beclmber Ct, 1999, may electto stay in the defined benerit plan ortranslertothe
new program. Persons joining the Municipality on or after January 2000 will only
be allowed to become members of System 2000. System 2000 will reduce the
retirement age from 65 years to 60 for those employees who joined the current
plan on or after April 1, 1990.

System 2OOO is a hybrid defined contribution plan, also known as a cash balance
pian. Under this new plan, there will be a pool of pension assets, which will be

invested by EFIS, togetherwith those otthe currentdefined benefit plan. Benefits

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

The annuity will be based on a lormula which assumes that each year the

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

to a maximum of 1O%) will be invested in an accouni which will either: (1)earn a

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

equa! to 75% of the return of the EFIS's investment portfolio (net of management
fees), or (3) earn a combination of both alternatives Participants will receive

periodic account statements similar to those of defined contribution plans showing

iheir accrued balances. Disability pensions will not be granted under System

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

2000. The employer's contribution (10.275% of the employee's salary) will be
used to fund the current plan.

b. Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross

salary up to $6,600 plus 8.275% ol gross salary in excess of $6,600. The
Municipality's contributions are 10.27sok of gross salary. Contributions'
requirements ara established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2012
was approximately $259,015. The Municipality's payrollfor employees covered by

ERS was approximately $2.5 million. The Municipality total payroll for all
employees was approximately $4.3 million.

Additional information on the ERS is provided in its flnancial statements for the
year ended June 30, 2012, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.

18. RISK MANAGEMENT

The Risk Management Division of the Municipality's LegalDepartment is responsible
of assuring that the Municipality's property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality's properties to the Area of Public
lnsurance at the Department of the Treasury of the Commonweallh of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all

municipalities.

19. LEASES

Operating Leases

Leasing Arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its i/arket Place under operating lease
agreements with terms ranging from one to five years.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

b. Total income from leases during the year ended June 30, 2012 was approximately
s26,131.

c. The N4unicipality 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.

20. CONTINGENCIES

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

21. COMMITMENTS

The Municipality of Quebradillas had outstanding or planned construction projects as

of June 30, 2012. These proiects are evidenced by contractual commitments with

contractors. The construction projects are commitments of the Other Governmental
Funds that amounted to approximately $127,364.

22. SUBSEQUENT EVENTS

ln preparing these financial statements, the l\,4unicipality has evaluated events and

transactions for potential recognition or disclosure through November 28, 2012' the
date the financial statements were available to be issued.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

BUOGETARY COMPARISON SCHEDULE . GENERAL FUND
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

Varianc€ wit r

Actual Amounts Final Budg.l-
(BudgetaryBa3i3) Positivo

(se€ Noto 1) (Negativ6)

REVENUES

MunrcDalllceose laxes

Lrce.ses and pemrts
Charges for setoices and renl
lnlergo!€mmental revenues:

lnlered nnes and penallies

EXPENDITURES

Genelalgorehmenl

Tolalexpendtues

OTHERFINANCING SOURCES

Reprogramming runds

Fre.s of revenues dver

s 1 910 815
500 000
i45 000
194 551

59 000

5.699 811

110 000
132 000

1.910.815

500 000
745.000
194.551
59.000

5.699.811
116,000

132.000

1.910.815
725.910
852.817
260.215

58,852

5.653.836
2T6.2AA
169.305

225.910
107 417
73.664

(148)

(45,975)
160.268
37.305

9 357 177 9.357.1tl I916 038 558 861

4 345 322
844 385

3 185 879
251 544
730 051

5.302.861
765.385

3,r32.328
238.540
711.051

5.070.E33
729,448

3.107.576
213.977
655,776

232.028
36.337
24,752
24.563
55 275

9 357 177

792 9AA 792 9AA

931816

The accompanying note to Budgetary Comparison Schedule
is an integral part of this schedule.
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Adual am@nls (budqelary bas's) lolalchangd to approp. al ons'l@m Ihe budqelary @mpans schedu e

O'fie@n6 - budgel to GAAP

Fn( year €ncumb.ances rMrded a3 cure yeai expe.dlLres fo. GMP basLs

Ner chanqe m payabl6
curenr year encumb.a.c6 rMded as erpend{ures lq budaetary plrpo*s

Tor al exp.nddures as reponed on Irre staleme.l ol revenles erp€nd ues. a.d chanqes n tund balanes

9 916 033

I016.926

5 10 932 954

s I777 210

s 9 694 337

s
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRAOILLAS

NOTE TO BUDGETARY COMPARISON SCHEDULE . GENERAL FUND
FOR THE FISCAL YEAR ENOED JUNE 30, 2OI2

NOTE 1 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgstary Control

The [Iunicipality's annual budget is prepared on the budgetary basis of accounting, which
is not in accordance with accounting principles generally accepted in the United States of
America, and represents departmental appropriations recommended by the Mayor and
approved by the N/unicipal Legislalure prior to the beginning of the fiscal year.
Amendments to the budget require the approval of the Municipal Legislature. Transfers of
certain appropriations within the budget known as Mayor's Executive Orders do not require
the approval of the Municipal Legislature. The Municipality prepares its annual budget
including the operations of the general fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e. ,

purchase orders, contracts) are considered expenditures when incurred. For USGAAP
reporting purposes, encumbrances outstanding at year-end are reported as reservations of
fund balances and do not constitute expenditures or liabilities because the commitments
will be honored during the subsequent year. ln addition, under the budgetary basis of
accounting, revenues are recorded when cash is received.

The unencumbered balance of any appropriation at the end of the fiscal year will lapse at
the end of such fiscal year. Other appropriations, mainly capital project appropriations, are
continuing accounts for which the Municipal Legislature has authorized that an unspent
balance from the prior year be carried forward and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule - General Fund is
the budget resolutions at June 30, 2012 representing the original budget.
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Fe.leral Gr.ntor/ProsEm Tltlo

COiI ONWEALTH OF PUERTO RICO
UNICIPALITY OF OUEARAOILLAS

SCHEOULE OF EXPENOITURES OF FEDERALAWAROS
FOR THE FISCAL YEAR ENDEO JUNE 30, 2OI2

CFOA

11471

14 224
$ 254
14 231

11257

Erp€nditurc!

$ 237.293

U.S. o€p€lirnort of HoEing and Urtan
oovslopm€nt (HUD)

S€clion E Housing Choic€ Vouchens
PassrhDugh Commisson6r Ofite ol Muniopal Afiai.s '
Commuiity D€\€lopme.t Bloci G,anl-Stateg
Prcgram SBGP
Nerghborhood Sl,abrlizal,on Plogmm - Recove.y Acl Funded
Emergency Sheller Glanls Program

Passlhough Oepa.hent of Family:

Homelessness Prevention and Rapid ReHousing
PrcgBm (tucov€ry Ac1 Fonded)

subrotalu s Deparrment of HUD

U.S. Department ol Agricultur.
Pass-irtrough Govsmo/s Office of child SeNices and Community

Chiid and Adult Cale Food ftogram
SubiolalU S O6patunent of &nculu€

U.S. oopa.tmoirt ol Jurtico

C m6 Mciim Assistance
Paselhrcugn Pue(o Rico Oepa,lrnent oi Justice

Edwad Bym€ Memorial Justic€ Assislance Gra.l ProgEm
Subrotal U.s. Departrneni of JustLce

U.S. D€partm€nt o, Hoalth and Human S€rvic6(HHS)
Ofiice (Eldeny affaiB Ofiice):

Special Prcgrams for ihe Aging Titls lll PadB,
Gmnisior Supponrc Servtces and SeniorCente6
Pgng CongEgat6 Nuldtion Setuices for Siai€s

Pass-ih.olghthe Omce ol ldminislraiion forChlldrcn and FamiLies

Child and Care and De!€lopdenl Elock Glanl
Subtoral U S Oepadment of HHs

U.S. Departmant ol Energy
Pass-lhrough lh€ P!€no RrcoAdmnElratrcn ol EneqyAriarr3
Stale Ene€y Prcgmm
Eneqy Eflioanc) and Conseryaton Bloc.l( Glanl Program

subtotalu s. oepaftmeni of Eie€y

u.s. Depa.hsnt of Ho.neland Socu ty
Pass-ih,oogh the Federal Emergsnc-y Managemenl Age.c-y
Olsasrsl G6nts - Public Assislance (Presdsntrally Oelared Oisasters)

subtotal u s Depa.tm6nr of Homeland secunty

1.009.200

922.49
26.708

126,263
2.U1.894

10 558

97 036

37,569
37 569

16 575

16 736

93.044
93 707

93.575

52.645

41.073
10,331

210.759
262163

81041
81 12E

90 420
52 920-...............-.-fiv,gr

12,333
12 333

See notes to schedule of Expenditures of Federal Awards.
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO SCHEDULE OF EXPENOITURES OF FEDERAL AWABDS
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

1. SIGNIFICANTACCOUNTINGPOLICIES

The accompanying Schedule of Expenditures of Federal Awards includes lhe federal
grant activity ol the Municipality of Quebradillas and is presented on the modified
accrual basis of accounting. The information in this schedule is presented in

accordance with the requirements of OMB Circular A-133. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the
preparation of, the basic financial statements.

2. BASIS OF PRESENTATION

The expenditures ol the schedule are included in the lilunicipality's basic financial
statements in the accompanying Statementof Revenues, Expenditures and Changes
in Fund Balances-Governmental Funds. The reconciliation ot expenditures in the
basic financial statements to the Schedule ol Expenditures of Federal Awards is a
follows:

Expenditures

Expenditures as per basic financial
statements:

Federal expenditures included within other governmental funds $2.850.424

Total expenditures per schedule of expenditures
of federal awards $2-85Ql2t
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To the Honorable Mayor and
Municipal Legislature

Municipality of Quebradillas
Quebradillas. Puerto Rico

We have audited the financial statements of the governmental activities, each major fund
and the aggregate remaining fund information ofthe Municipality of Quebradillas, as of and
for the year ended June 30, 2012, which collectively comprise the Municipality's basic
financial statements and have issued our report thereon dated November 28, 2012. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in
Govemment Auditing Standards, issued by the Comptroller General of the United States.

lnternal Conlrol over Financial Reoortinq

l\4anagement of the Municipality is responsible for establishing and maintaining etfective
internal conlrol over financial reporting. ln planning and performing our audit, we
considered Municipality of Quebrad illas' internal control over financial reporting as a basis
for designing our audiling procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose ofexpressing an opinion on the effectiveness
of the Municipality's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness ofthe Municipality's internal control over financial
reporling.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct misstatements on a timely basis. A material
weakness is a deflciency, or com bination of deflciencies, in internal control, such that there
is a reasonable possibility that a material misstatement oflhe enlity's flnancial statements
will not be prevented, or detected and corrected on a timely basis.

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
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Our consideration of internal control over financial reporting was for the limited purpose

described in the lirst paragraph of this section and was not designed to identify all
deticiencies in internal control over financial reporting that might be deficiencies, significant
deliciencies or material weaknesses. We did not identify any deliciencies in internal control
over financial reporting that we consider to be material weaknesses, as defined above.

Comoliance and Other lvlatters

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

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

San Juan, Puerto Flico
November 28. 2012

The starnp E41531 was ai{
to the orig nai ol lh s
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INDEPENDENT AUDITOFS' REPORT ON COMPLIANCE WITH
BEOUIREMENTS THAT COULD HAVE A DIRECT AND

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

To the Honorable lvlayor
and Municipal Legislature

N/unicipality of Ouebradillas
Quebradillas, Puerto Bico

Comoliance

We have audited N/unicipality of Ouebradillas' compliance with the types of compliance
requirements described in the U. S. Office of Management and Budget OMB Cicular A-
133 Compliance Supplement that could have a direct and material effect on each
l.4unicipality of Quebradillas' major federal programs for the year ended June 30, 2012.
l/unicipality of Ouebradillas' maior federal programs are identified in the summary of
auditor's results section of the accompanying schedule o, findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to
each of its maior federal programs is the responsibility ol Municipality ot Ouebradillas'
management. Our responsibility is to express and opinion on N4unicipality of Ouebradillas'
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United Statesi and ONiIB CircularA-133. Those standardsand OMB CircularA-133 require
that we plan and perlorm the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could
have a direct and material elfect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about [/unicipality ol Ouebradillas' compliance wlth
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 lvlunicipality of Ouebradillas
compliance with those requirements.
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ln our opinion, the Municipality of Quebradillas complied, in all material respects, with the
compliance requirements referred to above that could have a direct and material effect on
each of its major federal programs for the year ended June 30, 2012.

lnternal Control over Comoliance

l\,4anagement ol Municipality of Ouebradillas is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. ln planning and pertorming our audit,
we considered Municipality of Ouebradillas internal control over compliance with
requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures for the purpose of expressing our opinion on
compliance and lo test and report on internal control over compliance in accordance with
OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness
of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Municipality's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operalion of a
control over compliance does not allow management or employees, in the normal course of
performing their assigned functions, to prevent, or detect and correct noncompliance with a

type of compliance requirement of a federal program on a timely basis. A material
weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility

that material noncompliance with a type of compliance requirement of a federal program

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

Our consideration of internal control over compliance was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in

internal control over compliance that might be deficiencies, significant deficiencies or
material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information of the management, Commissioner Otfice
of Municipal Affairs, others within the entity and the federal awarding agencies and pass-

through entities and is not intended to be and should not be used by anyone other than
these specified parties.

San Juan, Puerto Rico
November 28.2012 O.Lf,lr-o!'',^n A 6'
The stamp E41532 was
to the orrginal oi lh s rep
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

SCHEDULE OF FINDINGS AND OUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

1. SUMMARY OF AUDIT RESULTS

Financial Statements

Type of auditor's report issued:

lnternal control over financial reporting:

Material weakness (es) identified?

Signillcant deficiency (ies) identilled?

Noncompliance material to flnancial statements
noted?

FederalAwards

lnternal control over major programs.

Material weakness (es) identified?

Significant deficiency (ies) identifi ed?

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

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

unqualified opinion

Yes X No

Yes X No

Yes X No

Yes X No

Yes X No

Unqualified opinion

Yes X No

ldentification of major programs:

,14,558 SBGP
14 256 Neighborhood Stabilization Program - Recovery

Act Funded

Dollar threshold used to distinguish between Type A and Type B programs:

$300,000
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

- Audited qualified as low-risk auditee? X Yes No

2. FINDINGS - FINANCIAL STATEMENTS AUDIT

None

- 3. FINDINGSANO QUESTIONED COSTS- MAJOR FEDERAL AWARD PROGRAM
AUDIT

- None

ORTIZ. RIVERA. RIVERA & CO.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF QUEBRADILLAS
SCHEOULE OF STATUS OF PRIOR YEAR

AUDIT FINOINGS AND OUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30' 2012

Condition '11-1 - Davis Bacon Act

The Contract 201 1-000058 related to

construction purpose, does not include the

Davis Bacon Act clause.

Condition 11'2 - Period of Availability

The Federal Program Office did not request the

extension for the 2008 year program contract
(OCAM) on time.
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StatusProgram

SBGP,
CFDA No.
14.228 Condition

was
corrected.

Condition
was
corrected.
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