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INDEPENDENT AUDITOBS' REPOFT

To the Honorable lvlayor and
l\runicipal Legislature

Municipality of Quebradillas
Quebradillas, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities,
business-type activities, each majorfund, and the aggregate remaining fund information ot
the l/unicipality ol Quebradillas as of and for th€ year ended June 30, 2013, and the
related notes to the financial slatements, which collectively comprise the Municipality's
basic linancial statements as listed in the table of contents.

Management's Besponsibility for the Financial Statements

lvlanagement is responsible lor the preparation and fair presentation oI these financial
statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation ot financial statements that are free
from material misstatement, whether due to fraud or error.

Auditors' Hesponsibility

Our responsibility is to express opinions on these financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standatds, issued the Comptroller General ol the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about lhe amounts and
disclosures in the linancial statements. The procedures selected depend on the auditor's
judgment, including the assessment ot the risks of material misstatements of the financial
statements, whether due to fraud or error. ln making those risk assessments, the auditor

Suitel:l.pOBo\illt5oSrnlud.pR.0{9161::rt.PhororiErrl_16-lt5t1.Fr\118-rlr.1ll:6:



considers internal control relevant to the enlity's preparation and fair presentation of the
Iinancial statements in order to design audit procedures that are appropriate in the
circumstances, but not tor the purpose ol expressing an opinion on the effectiveness of the
entity's internalcontrol. Accordingly, we express nosuchopinion. An audit also includes
evaluating the appropriateness of accounting policies used and lhe reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinions.

Opinions

ln our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of governmental activities, the business-type
activities, each major lund, and the aggregate remaining fund information of the
Municipality of Quebradjllas, as of June 30, 20.l3, and the respective changes in financial
position, and, where applicable, cash tlows thereof for the year then ended in accordance
with accounting principles generally accepted in the United States of America

Other Matters

Requhed Supplementary lnlormation

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis and budgetary comparison information on pages 4
to 1O and 45 to 46 be presented to supplement the basic financial statements. Such
information, although not a part of the basic statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economical, or
hislorical context. We have applied certain limited procedures to the required

supplementary information in accordance with auditing standards generally accepted in the

United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with

management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit 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 sufficient evidence to express an opinion or provide any

assurance.

Other lnlormation

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality of Ouebradillas' basic financial statements. The

accompanying schedule of expenditures of federal awards is presented lor purposes of

ORTIZ, RIVERA?RIVERA & CO,
CERTIFIED PLBLIC,{C'OfTIAXIS ' IALI E^ODFD SERVICES
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additional analysis as required by U. S. Oflice of lvlanagement and Budget Circular A-133,
Audils of States, Local Governments, and Non-Profit Organizations, and is not a required
part of the basic financial statements. Such informalion is the responsibility ol management
and was derived from and relates directly to the underlying accounting and other records
used to prepare the basic financial statements. The information has been subiected to the
auditing procedures applied in the audit ol the basic financial slatements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or
to the basic financial statements lhemselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. ln
our opinion, the schedule of expenditures ol federal awards is fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

Other Beporting Required by Government Auditing Standards

ln accordance wilh Government Auditing Standards, we have also issued our report dated
October 23, 2013 on our consideration of the Municipality of Quebradillas' internal control
over financial reporting an on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opanion on internal control
over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Municipality
ot Quebradillas' internal control over tinancial reporting and compiiance.

San Juan, Puerto Flico
October 23. 20'13

The slamp E65041 ol the Puerto Bic
Society ol Certiiied Public Accoun
was ailixed lo lhe orroinal ol lhis

ORTIZ. RIVERAqRIVERA & CO.
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Commonwealth ot Puerto Rico
Municipality of Ouebradillas

Management's Discussion and Analysis

Year Ended June 30, 2013

The Municipality of Ouebradillas (the "Municipality') discussion and analysis has been designed

- with the followings goals:

a) Assist the reader in locusing on signilicant financial issues,

- b) Provide an overview ol the Municipality's financial activity,
c) ldentily changes in the [.4unicipality's financial position (its ability to address the next and

subsequent year challenges),
- d) ldentity any material deviations lrom the linancial plan (lhe approved budgeo, and;

e) Identify individuallund issues or concerns.

- Since the Management's Discussion and Analysis is designed to locus on lhe current year
activities, resulting changes and currently known facts, please read it in conjunction with the

_ Municipality's financial statements.

FINANCIAL HIGHLIGHTS

. The [runicipality's net position of governmental activities increased by $54,608.

. The General Fund (the primary operating fund) reflected, on a current tinancial

- tesource basis, an increase ol $1,827,059.
. On a budgetary basis, actual revenues exceed actual expenditures by $1,197,645.

Capital expenditures amounted to $581,745.

USING THIS ANNUAL REPORT

This annual report consists of a series ot newlinancial statements with a change in the focus from
previous linancial statements. The new focus as on both the Municipality as a whole (government-

- wide) and the major individual lunds. Bolh perspectives (government-wide and major fund) allow
the user to address relevant questions, broaden a basis lor comparison (year to year or

_ 
government to government) and enhance the Munacipallty's accountability.

Governmenl-Wide Financial Statements

- The Government-Wade Financial Statements are designed lo provide users of the financial
statements with a broad overview of the Municipality's linances in a manne. similar to private-

sector companies.

The Statement ol Net Position presents intormation on all of the l/unicipality's assets and
liabilities, with the ditference between both reported as net position. Over time, increases or
decreases in nel position may serve as a uselul indicator ol whether the financial position of the
Municipality is improving or deteriorating.
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Commonwealth ol Puerto Rico
Municipality ol Ouebradillas

Management's Discussion and Analysis

Year Ended June 30, 2013

The Statement of Activities presents information showing how the Municipality's net position
changed during ihe most recent fiscal yea.. A I changes in net position are reported as soon as
the underlying event giving rise to the change occurs, regardless of the timing of the retated cash
llows. Thus, revenues and expenses are reported in the Slatement ol Activities that will only
result in cash llows in luture liscal periods. The Statement of Activities is focused on both the
gross and net cost ol various activitjes, which are provided by the government's general tax and
other revenues. This is intended to summarize and simplity the user's analysis of cost ol various
governmental 5eryices.

Bolh government-wide financial statements dislinguish governmental activities ol the lvlunicipality
lrom business-type activities that are intended to recover signiticant portion ol their costs lrom
fees and charges. Governmental activities include general government, public safety, culture and
recreation, health and welfare and public work. Business-type activities include park and
recreation ulilities.

Fund Financial Statements

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

Governmental funds are used to account lor essentially the same lunctions reported as
governmental activities in the Government Wide Financial Statements. However, unlike the
Government Wide Financial Statements, Government Fund Financial Statements focus on near
term inflows and outflows ol spendable resources, as well as on balances ol spendable resources
available at lhe end of the fiscal year. Such iniormation is useful in evaluating the Municipality's
near lerm linancial requirements.

Because the focus of governmental lunds is narrower than that of the government wide financial
statements, it is usefulto compare lhe information presented for governmental lunds with similar
inrormation presented for governmental activities in the government wide financial statemenls.
8y doing so, users ol the basic financial statements may better understand the long{erm impact
of the Municipality's near term linancial decisions. Both ol the Governmental Fund Ealance Sheet
and lhe Governmental Fund Statement ot Revenues, Expenditures and Changes in Fund
Balances provide a reconciliation to iacilitate this comparison betlveen govemmenlal funds and
governmental activities.
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Commonwealth ol Puerto Rico
Municipality ol Ouebradillas

Management's Discussion and Analysis

Year Ended June 30, 2013

lnlraslruclure Assets

Historically, a governments largest group of assets (infraskuclure - roads, bridges, traflic signals,

underground pipes [unless associated with a utility], etc.) have not been reponed nor depreciated
in government financial statements. GASB 34 requires that these assets be valued and reported

within the governmental column ol the Government-Wide Statemenls. Additionally, the
government must elect to either (a) Depreciate lhese assets over their estimated useful lile or (b)

Develop a system of assel management designed to maintain the service delivery potential to

near perpetuity. lf the government develops the asset management system (the modified

approach), which periodically (at least every third year), by category, measures and demonstrates
its maintenance of locally established levels of service standards, the government may record its

cost ol maintenance in lieu of depreciation. The information about the condition and maintenance

of condition of the governmenl inlrastructure assets should assist financial statement users in

evaluating a local government and its perlormance over time. The Municipality has elected to
depreciate inirastructure assets instead of using the modilied approach.

FINANCIAL ANALYSIS OF THE MUNICIPALIW AS A WHOLE

Net Position

As noted earlier, net position may serve ovea time as a useful indicator of a government's financial
position. The l\runicipality's net position ot governmental activities iotaled $29.4 million at the end

ol 201 3. compared to $30.7 million at the end of the previous year. The business-type activities'

net position totaled 52.5 million at the end ol 2013, compared to $2.1 of previous year, as restated.

The largest portion ot the Municipality's net position consists of the investment made th.oughout
the years in capital assets such as land, buildings, equipment and infrastructure. The Municipality

uses these capital assets to provide services to its citizens; consequently, these assets are not

available lor future spending. Although, the Municipality's investment in its capital assets is

reported net ol related debt, it should be noted that the resources needed to repay this debt must

be provided from the Debt Service Fund, since the capital assets themselves cannot be used to

liquidate these liabilities. The amounts .estricted for debt service represents another portion of

lhe net position, and lhese are resources subject to external restrictions for the purposes

explained above.
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Commonwealth of Puerto Rico
Municipality ol Ouebradillas

Management's Discussion and Analysis

Year Ended June 30, 2013

The unrestricted delicit ol governmental activities is the consequence ol previous budgets which

did not provide funding for incurred long{erm obligations such as compensated absences and

claims and judgments among others. Historically, such obligations have been budgeted on a pay

as you go basis without providing fundlng for their future liquidation. Consequently, the
Nlunicipality cannot draw lrom its existing assels lo provide services lo its citizens and depends
on its taxing ability to continue its operations. The restricted portion consists of monies reserved

for debt service and luture capital expenditures.

Municipalily ol Ouebradrllas

Condensed Slalemenr ol Nel Assels

Jlne 30, 2013 and 2012

Gover.m e.lal Acliv lies Blshess type Acl vrl es

2013 2012 2013 20122013 2412

lnvested i. cap talassels,

512,974,029

33.525.708

s 12 930,15

35,457,942

46.499,737 48788,717

s 117,998 S

2.412.9U 2 016.982

31 917

s 13.092.027 S 12.930.775

35.938.612 37.414.924

4,050,690 5,587,816

13.04917A 12.496.672

2 530 902 2 016.982 49.030.639 50.805 699

4.O18.779

13,049.178

5.587 816

't2,496 472

l7 067.957 r8.084 4aa 31 917 17.099 87:r 18,084,488

30,105,244 33,641,358

2,A26,@7 3.702,046

(3.50O.151) (6.639.r75)

32.518,148 35,654.340

2A2A.657 3,702,046

(3,414.070) (6.639,r7s)

2.412.904

86.081

2.016 942

s 29.431,780 S 30,704,229 S 2,49a,985 S 2,016982 S 31.930.765 S 32.721211

Changes in Net Position - Governmental Activities

The Municipality's nel position increased by $54,608, thirtylwo (33',/.) percent of the N4unacipalily's

lotal revenue came from Taxes generated by lhe general ,und. Federal Grants was eighleen
(309/") percent, while the Slate Contributions made lony (34old percent of the total revenues. The
Municipality's expenses cover a range of services. The largest expenses were lor general

government, public works and public salety.
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Commonwealth oI Puerto Rico
Municipality ot Ouebradillas

Management's Discussion and Analysis

Year Ended June 30, 2013

Changes in Nel Position - Business-typ€ Activities

The Municipality's net position increased by $482,003; ninety two (92old percent ol lotat revenues
came irom conkibutions generated by general fund, and the eight (8old percent came from
charges ol services.

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INOIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting lo ensure and demonstrate compliance
wrth fi nance-related legal requrrements.

Governmental Funds

The focus ol the lvlunicipality's governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is uselul in assessing the
Municipality's financing requirements. ln parlicular, unreserved lund balance may serve as a
uselul measure of a government's net resources available lor spending at the end of the fiscal
yeat.

As of the end of the current fiscal year, the Municipality's governmental funds reported combined
ending tund balances ol $9,230,250 an increase of S371,441 in comparison with the prior year.
There are reseNations of fund balance amounting to $6,315,716.

The general fund is included within the governmental funds; it is the chiel operating fund of the
N,lunicipality. As of June 30, 2013, the general lund has a balance ol $4,154,469. The prior year
surplus ot $2,327,410 was increased by $1,827,059 during liscal year 2013.

GENERAL FUNO BUDGETARY HIGHLIGHTS

Overthe course of the year, the Municipality Council revised the lrunicipality's budget to reclassify
certain expenditures among the different governmental functions. Such reclassif icatjons were
necessary to provide lor the developments that aflected the Municipality's finances.

Revenues ol the current year had decreased by 5839,246 compared with the prior year. The
increase in fund balance is direclly related to a lransfer-in trom Debt Services Fund. The actual
revenues diminished the revised budget revenues by $121,796 (nel). The most significant
variance was the state contribution with $656,695.
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Commonwealth ot Puerto Rlco
Munlcipality o, Quebradillas

Management's Discusslon and Analysls

Year Ended June 30, 2013

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investmenl in capital assets as of June 30,2013, amounts to $45.4 million, net
of accumulated depreciation of 511.9 million, leaving a net book value of $33.5 million. This
investment in capital assets includes land, buildings, improvements, equipment, intangibles,
infrastructure and construction in progress. lnfrastructure assels are items that are normally
immovable and of value only to the state, such as roads, bridges, streets and sidewalks, drainage
systems, lighting systems, and similar items.

The Municipality finances a significant portion ol its construction activities through bond
issuances. The proceeds from bond issuances designated for construction activitjes are
committed in its entirety lor such purposes and cannot be used lor any other purposes.

The i,4unicipality acquired a total of $626,080 ol capilal assets during the fiscal year 2012-2013.
Capital assets acquired during the year were as lollows:

. Construction in Progress - $50,983

. Building and building improvements - $408,6'10

. lntrastructure - $79,257

. Acquisition of Equipment and Vehicles - $87,230

Other projects related to repair and maintenance ot roads (not capitalized) was development
during the year 2013.

Debt Administration

The Puerto Rico Legislature has established a limitation for the issuance of general obligation
municipal bonds and notes lor the payment ol which the good faith, credit and taxing power of
each municipalily may be pledged.

The applicable law also requires that in order for a municipality to be able to issue addilional
general obligation bonds and notes such municipality must have surlicient "payment capacity."
Act No. & provides that a municipality has suflicient "payment capacity'to incur additional
general obligation debt il the deposits in such municipality's Redemption Fund and the annual
amounts collected with respect to such municipality's Special Additional Tax (as defined below),
as projected by GDB, will be sufficient to service to maturity the municipality's outstanding general
obligation debt and the additional proposed general obligation debt ("Payment Capacity').

I



Commonwealth of Puerto Flco
Municipality ol Quebradillas

Management's Discusslon and Analysis

Year Ended June 30, 2013

The Municipality is required under applicable law lo levy the Special Additional Tax in such

amounts as shall be required torthe payment of its general obligation municipal bonds and notes.

ln addition, principal of and interest on all general obligation municipal bonds and notes and on

all municipal notes issued in anticipation of the issuance ot general obligation bonds issued by

the Municipality constitute a {irst lien on the Municipality's Basic Tax revenues. Accordingly, lhe
[Iunicipality's Basic Tax revenues would be available to make debt service payments on

general obligation municipal bonds and notes to the extent that lhe Special Additional Tax levied

by the l,4unicipality, together with moneys on deposat in the Municipality's Fledemption Fund, are

not sutficient to cover such debt service. lt has never been necessary to apply Basic Taxes to pay

debt service on general obligation debt of the Municipality.

ECONOMIC FACTOFS ANO NEXT YEAR'S BUDGETS AND RATES

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

FINANCIAL CONTACT

The l\,,lunicipality's financial statements are designed to present users (citizens, taxpayers,

customers, investors and creditors)wath a general overview of the Municipality's linances and to

demonstrate the l\,,lunicipality's accountability. lt you have questions about the report or need

additional linancial inlormation, contact CPA Mariannet Padin Cubero, Chiel Financial Olficer on

lhe Finance Otfices in the CentralTown, Ouebradillas, Puerto Rico.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF QUEBRADILLAS
STATEMENT OF NET POSITION

JUNE 30,2OI3

Primary Governmenl
Goveanmental

Activities
Busin$s.Type TolalPrimary

Activities Goveinment

Assets

Cash ia bank (Nole3 2 and 4)

Cash wilh fiscal agent (Notes 2 and 4)
Accounts receivable:

Sales and use taxes
Proprielary lund

Due lrom other agencies (Note 8)

Capilal ass6ls, nel (Note l0)

Tolal assets

33.525,708 2,412,904

$ 46,499,737 2.530,902

4,185,007
5,513,880

8,759
86,419
31,917

3,148,O47

s 117,998 $ 4,303,005
5,513,880

8,759
86,419
31,917

3,148,047
35,938,612

$ 49,030,639

Liabilities and Net Posilion

Liabiliiies
Accounls payable and accrued liabilities
Due lo other agencies (Not€ l1)
Matured bonds and interest payable

Deferred reven!€s (Note 12):

Municipal license tax
Claims and judgmenls

Noncurrent liabililies (NotE 14):

Due wilhin one year

Dua in more than one year

Tolal liabilities

Net Posilion
lnvestment in capital assels, net of related debt

Oebl servica
Capital protecls

LJnrestricted

Tolal net posilion

Tolal liabilities and net position

I 794,517
2,142.800

518,479

548,983
14,000

5-1o,241

11,992,873
546,064

17,067.9s7

30,145,244

1,302,151
1,524,536

(3.500.151)

29,431,780

$ 46.499,737

$ B26,434
2,142.800

518,479

548,983
14,000

510,241
11,992.873

546,064

31,917

31,917

2,412, 4

86.081
2.49a.985

17.099,874

32,518,148

1,302,151
1,524,536

(3,414.070)

3r,930,765

2.530.902 49.030,639

The accompanying notes are an integral part of these basic financial statements
- 11 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

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

JUNE 30,2013

Total fund balances - governmental funds

- Amounts reported for governmental activities in the statement
ol net position are dilferent because:

$ 9,230,250

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

. Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the governmental funds. (Nole 3)

Net position of governmental activities

33,525,708

(13,324,178)

$ 29,431,780

The accompanying notes are an integral part ol these basic financial statements.
- 15 -
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COT'MONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRAOILLAS

RECONCILIATION OFTHE STATEMENT OF BEVENUES, EXPENDMJSES, ANO

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

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

- Net changs in fund balances - totalgovemmental funds S 371'441

Amounts reported for govemmental activities in th€ statement ot activitigs are

- difterent because:

. Gov€mmental funds report capilal outlays as expenditures. How€ver, in

the statement of activities, the cost of those assets is allocated over their
estimated uselul lives and reported as depreciation expense.

. Depreciation expense on capital assels is reported in the statement of
activities, but they do noi require the use ol current financial resources.
Therefore, depreciation expense is not reported as expendituro in
govemmental lunds.

. Govemmenlal funds report principal payments on long-term obligations as
expenditures, whereas th€ principal paymenls reduces tho long-term
obligations in the statement ot activities.

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

. Some expenses reported in the statement ot activities do not require
lhe use ol current financial resources: therelore, are not reported as

expenditures in govemmental funds.

Changes in net position of govemmental activities

581,745

(1,143,390)

492,302

67,750

(315,240)

I 54,608

The accompanying notes are an integral part ot these basic financial statements.
-17 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBBADILLAS

STATEMENT OF NET POSITION
PROPFIETARY FUNO

JUNE 30,20'13

Aquatic Park
Fund

Assets

Cash in bank
Capital assets, net (Note 10)

Total assets

Liabilitles and Net Position

Liabilities
Accounts payable and accrued liabilities

Total liabilities

Net Position
Net investment in capital assets
Unrestricted

Total net position

Total liabilities and net position

1 17,998
2,412,904

2,530,902

$ 31 ,917
31 ,917

2,412,904
86,081

2,498,985

2,530,902

The accompanying notes are an integral part of these basic financial statements.
- 18 -



COMMONWEALTH OF PUEBTO BICO
MUNICIPALITY OF OUEBRADILLAS

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
PROPRIETARY FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Aquatic Park
Fund

OPERATING INCOME:
Charges lor services

Total operating revenues

OPERATING EXPENSES:
Salaries
Fringe benefits
lnsurance
Oftice materials
Equipment
lvlaintenance materials
Miscellaneous
Bank charges
Depreciation (Note 10)

Total operating expenses

Operating income

CAPITAL CONTFIBUTION

CHANGE IN NET POSITION

TOTAL NET POSITION, BEGINNING, AS RESTATED (NOIE 22)

TOTAL NET POSITION, ENDING

198,018
198.018

59,175

10,240
1,740
3,972

2'l,624
7,55'1

858
47,610

159.547

38,471

443,532

482,003

2,O16,982

2,498,985

The accompanying notes are an integral part of these basic financial statements.
-'19 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

STATEMENT OF CASH FLOWS
PROPRIETARY FUND

FOR THE FISCAL YEAA ENDED JUNE 30,2013

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers
Payments to employees of services
Payment for insurance
Payments to suppliers

Net cash provided by operaling activilies:

NET INCREASE IN CASH

CASH AT BEGINNING OF YEAB

CASH AT ENDING OF YEAF

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES

Operating income
Adjustments to reconcile operating income lo net cash provided by
operaling aciivities:

Depreciation
lncrease in accounts Payable

Total adjustments

Net cash provided by operating activities

Aquatic Park
Fund

$ 198,018
(59,175)
(10,240)
(10,605)

'1 17,998

1 17,998

1 
'17,998

38,471

47,610
31,917

79,527

$ 117,998

The accompanying notes are an integral part of these basic linancial statements.
-20-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRAOILLAS

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

ORGANIZATION

The lilunicipality of Quebradillas, Puerto Bico (Municipality) was founded in 1823.
The Municipality is a political legal entity with full legislative and administrative
faculties in every alfair of the municipal character, with perpetual succession
existence and legal personality, separate and independent from the central
government of the Commonwealth of Puerto Flico. The [/unicipality provides a full
range of services including health, public works, environmental conlrol, education,
public safety, public housing and community development, culture and recreation as
well as many other general and administrative services.

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

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the lvlunicipality 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-setting body for
establashing governmental accounting and financial reporting principles.

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

. Management's Discussion and Analysis - lntroduces the basic financial
statements and provides and anal)'tical overview of the Municipality'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 iust current assets and liabilities, but also
capital assets and long-term liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt).

. Statement of Net Positaon - The statement of net position is designed to display
the financial position ot the Nlunicipality, including capital assets and
inlrastructure.

2.

-21 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRAOILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

The net position of the Municipality will be broken down into three categories;
invested in capital assets, net of relaled debt; restricted; and unrestricted.

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

. Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a government's accountability to the public.

Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government's original budget to the current
comparison ol final budget and actual results.

The following is a summary of the more significant policies.

a. Beporting Entity

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

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

'1) The Mayor appojnts a voting majority of an organization's governing body and,
either (1) the [/unicipality has the ability to impose its will on that organization

-22



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

or (2) the organization has the potential to provide specific financial benefits to,
or impose specific financial burdens on the [/unicipality.

2) The economic resources, for which the l/unicipality is entitled, either received
or held by the separate organization, are entirely or almost entirely for the
direct benefit of the Municipality or its constituents.

GAAP details two methods of presentation: blending the financial data of the
component units' balances and transactions in a manner similar to the
presentatjon ot the Municipality's balances and transactions or discrete
presentation of the component units' linancial data in columns separate from the
[/unicipality'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 [runicipality for the fiscal year ended
June 30, 2013.

b. Governmenl-Wide and Fund Financial Statements

The government-wide linancial statements (i.e., the statement ol net position and
the statement of changes in net position) report information on allthe activities of
the [/unicipality.

The statement of activities demonstrates the degree to which the direct expenses
ol a given function or segments are offset by program revenues. Direct 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
direcily benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead
as general revenues.

The eflect of all interjund activities (assets, liabilities, revenues, expenditures and
other financing sources/uses among governmental funds) have been eliminated
f rom the governmental-wide f inancial statements.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBBADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2013

Separate fund linancial statements are provided for governmental funds and
proprietary lunds. lvlajor governmental funds are reported on separate columns to
segregate transactions related to certain functions or activities in separate funds in
order to aid financial management and to demonstrate legal compliance.

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

On July'1, 2012, the Municipality adopted the provision of GASB 63, Frnancral
Repotting ol Delerrcd Outllows ol Resources, Deferred lntlows of Besources, and
Net Position. GASB 63 provides guidance for reporting deferred outflows of
resources, deferred inrlows ol resources, and net position in a statement of
linancial position and related disclosures. The statementof net assets is renamed
the statement of net position and includes four components: assets, deferred
outflows of resources, liabilities and deferred inflows of resources.

Measurement Focus, Basis ot Accounting, and Financial Statement
Presenlatlon

The accounting and financial reporting treatment is determined by the applicable
measurement focus and basis oI accounting. lveasurement locus indicates ihe
type of resources being measured such as curent financial resources o(
economic resources. The basis ol accounting indicates lhe timing of transactions
or events Ior recognition in the financial statemenls.

The government-wide financial statements are reported using the economic
resources measurement locus and the accrualbasisol accounthg. 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 lor which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

The governmental fund financial statements are reported using the cunent
tinancial resources measurements focus and lhe modified accrual basis of
accounting. Flevenues are recognized as soon as they are bolh measurable and
available. Revenues are considered to be available when they are collectible
wilhin the current period or soon enough thereafter to pay liabilities of the current

-24-



COMMONWEALTH OF PUEBTO RICO
MUNICIPALIW OF OUEBFADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

period. For this purpose, the government considers revenues to be available if
they are collected within 60 days of the end of the current fiscal period.
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. General capital asset acquisitions are reported as expenditures
in governmental funds. lssuance ol long-term debt and acquisitions under capital
leases are reported as other financing sources.

Property taxes, sales taxes, franchise taxes, licenses, and interest associated with
the current fiscal period are all considered to be susceptible to accrual and so
have been recognized as revenues of the current fiscalperiod. Entitlements are
recorded as revenueswhen alleligibility requiremenls are met, including anytime
requirements, and the amount is received during the period or within the
availability period for this revenue source (within 60 days or year-end).
Expenditures-driven granls are recognized as revenue when the qualifying
expenditures have been incurred and all other eligibility requirements have been
met, and the amount is received during the period or within the availability period
for this revenue source (within 60 days of year-end). Allother revenue items are
considered to be measurable and available only when cash is received by the
government.

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 [/unicipality reports the lollowing maior governmental funds:

1) General Fund

This is the operating fund of the lvlunicipality and accounts lor 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-term general obligation debt of
governmental funds.



COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF OUEBBADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

3) Head Start Prooram

This fund accounl for revenue sources to provide essential human services
such as improving maternal and infant health, pre-school education and
services, prevent child abuse and domestic violence and medical and social
science research including the prevention of the outbreak of infectious disease
and immunization services.

4) Loan S3.635,000

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

The government reports the following major proprietary fund:

The Aquatic Park accounts for the operation, maintenance, administration of
aqualic park facilities. Operating revenues and expenses generally result from
providing services in connection with a proprietary ,und's principal ongoing
operations. The principal operating revenues are charges to customers for sales
and services. Operating expenses includes the cosl of sales and services,
administrative expenses, and depreciation on capital assets.

d. Cash and Cash with 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 Rico Treasury
Department (PRTD) or in instruments of the Government Development Bank for
Puerto Flico (GDB). The lilunicipality's policy is to invest any excess cash in

certificates of deposits with instiiutions qualified by the PRTD. Earnings from
these funds are recorded in the corresponding fund.

Cash with fiscal agent in the capital projects fund consists of unused proceeds
from appropriations from the Legislature of Puerto Rico, forthe payment of current
liabilities, and bonds and noles issued for the acquisition and construction o,
major capital improvements. Cash with liscal agent in the debt service fund
represents special additional property tax collections relained by the
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,20.I3

Commonwealth of Puerto Rico and restricted forthe payment of the Municipality's
debt service, as established by law.

lnterfund Beceivables and Payables

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

Capital Assets

Capitalassets, which include property, plant, equipment, and infraslructure (which
is normally immovable and ol value only to the Municipality, such as roads,
bridges, streets' sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide financial
statemenls.

Capital assets purchased or acquired are carried at historical cost or estimated
historical cost. Contributed assets are recorded at fair market value as of the date
donated. Additions, improvements and other capital outlays that significantly
extend the useful life of an asset are capitalized. Other costs incurred for repairs
and maintenance are expensed as incurred.

Depreciation in capital assets is calculated
following estimated useful lives:

lnfrastructure
Buildings and building improvements
Furniture and fixtures
Vehicles and equipment

on the slraight-line basis over the

Usetul Lile

20-50 years
20-50 years

5-20 years
5-20 years

g. Fund Balances

The lvlunicipality adopted the provisions of GASB Statement No. 54, Fund
Balance Repofting and Govemmental Fund Type Detinitions (GASB No. 5a),
which enhanced the uselulness of lund balance information by providing clearer

-27 -



COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOH THE FISCAL YEAR ENDED JUNE 30, 2013

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 lunds.

Pursuant to the provisions of GASB No. 54, the accompanying lund financial
statements reportlund balance amounls that are considered nonspendable, such
as fund balance associaied with inventories. Other tund balances have been
reported as restricted, commatted, assigned, and unassigned, based on the
relative strength of the constraints thal controlhow specilic amounts can be spent,
as described as follows;

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

2) Restticled - Flepresent resources that can be spent only lor the specific
purposes stipulaled by constitutional provisions, external resource providers
(exlernally 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 lilted only with the consent of
resource providers.

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

4) Assigned - Bepresent resources intended to be used by the lilunicipality for
specific purposes but do not meet the criteria lo be classified as restricled or
committed (generally executive orders approved by the Mayor). lntent can be
expressed by the l\,/lunicipal Legislature, the Mayor 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.

28-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

5) Unassigned - Represent the residual classilication 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 for
which amounts had been restricted, committed, or assigned.

Negative fund balance amounts are assigned amounts reduced to the amount that
will raise the fund balance to zero. Consequenlly, negative residual amounts in
restricted, committed, and assigned fund balance classification have been
reclassified to unassigned fund balances.

The Municipality reporls resources constrained to stabilization as a specilied
purpose (restricted or committed fund balance in the general fund) only if: (1) such
resources meet the other criteria for those classifications, as described above and
(2) the circumstances or conditions that signal the need for stabilization are
identified in suflicient detail and are not expected to occur routinely. However, the
Municipality has not entered into any stabilization-like arrangements, nor has set
aside material financial resources for emergencaes and has not established formal
minimum fund balance amounts as ot and for the fiscal year ended June 30,
2013.

ln situations when expenditure is made for a purpose for which amounts are
available in multiple fund balance classifications, the Municipality uses restricted
resources first, and then unrestricted resources. Within unrestricted resources, the
[,4unicipality generally spends committed resources first, followed by assigned
resources, and then unassigned resources when expenditures.

The classification of the Municipality's individual governmental funds among
general, debt service, special revenue, and capital proiects fund types used in
prior fiscal years for financial reporting purposes was not affected by the
implementation ot GASB No. 54.

h. Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. lnsurance policies are negotiated by the Puerto Bico Treasury
Oepartment and costs are allocated among all the municipalities of Puerto Flico.

Cost of insurance allocated to the l/lunicipality and deducted from the gross
property tax collections by the Municipal Flevenue Collection Center (the .CFllM")

29
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

for the year ended June 30, 2013 amounted to $359,1 85. The current insurance
policies have not been cancelled or terminated. The CRli/ also deducted
$145,723 for workers' compensation insurance covering all municipal employees.

Compensated Absences

Employees are entitled to 30 days vacations leave and 18 days sick leave per
year. Sick leave is recorded as expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 10 years in the municipal government. On July 1997, state Law 152
supra amended the Article 12.016, Section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulaled over
the maximum previously permitted by law. Calculations must be made until
December 31 ol 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.

Use of Estimales

The preparation oI financial stalements in conformity with accounting principles
generally accepted in the United States of America requires managementto make
estimates and assumptions that afrecl the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities al the date of the
financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most signilicant
eslimates consist of the contribution received from the Puerto Rico Electric Power
Authorityand the [/unicipal Revenue Collection Centercaused bythedelayofthe
notification ol the actual revenues and expenditures to the presented in the
financial statements of the agencies mentioned above.

t.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOR THE FISCAL YEAR ENDED JUNE 30,2013

k. Future Adoption ot Accounting Pronouncements

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

Statemenl Adoption Required
Number Slatement Name in Fiscal Year

65 ltems Previously Reported as Assets 2013-14
and Liabilities

66 Technical Corrections - 2012. an 2013-14
amendment of GASB Statements No. 10
and 62

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

68 Accounting and Financial Fleporting for 2014-'15
Pensions - and amendment of GASB
Statement No- 27

69 Government Combinations and 2013-14
Disposals of Government Operations

70 Accounting for Financial Reporting for 2013-14
Non-exchange Financial Guarantees

The impact of these statements on the Municipality's financial stalements has not
yet been determined.

l. Deferred lnflows

On July 1, 2012 the Municipality adopted the provisions oI GASB Statement
No- 63, FinancialReporling ofdefened Outtlows of resources, Deterred lntlows ot
Resources, and Nel Position (GASB No. 63).
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ln the GFFS, deferred inllows arises when one of the following situations occur;

. Potential revenue does nol meet both the "measurable" and "available" criteria
for revenue recognition in the current period (reported as "earned but
unavailable revenue" in the accompanying balance sheet-governmental
funds). As previously discussed, available is delined as due (or past due) at
June 30, 2013 and collected within 90 days (60 days for properh/ taxes)
thereafter to pay obligations due at June 30. In subsequent periods, when
both criteria (measurable and available) are met, the liability for deferred
revenue is removed and revenue is recognized.

. The Municipality receives resources before it has a legal claim to them
(reported as "unearned revenue" in the accompanying balance sheet-
governmental funds). ln subsequent periods, when the revenue recognition
criterion is met, the liability for deferred inllows is removed and revenue is
recognized.

Deterred intlows at the government-wide level arise only when the Municipality
receives resources before it has a legal claim to them (reported as "uneamed
revenue" in the accompanying statement of net position). No "earned but
unavailable revenue'is accounted Ior in the accompanying statement of net
position.
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RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

The governmentalfund balance sheet includes reconciliation between fund balance-
governmental funds and net position of governmental activities as reported in the
government-wide statement of net position. 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 oI the
approximately $13.3 million difference is as follows:

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

$ 4,945,000
't,345,333

5,997,100
546,064
215,681
275.000

Net adiustment to reduce fund balance governmental Iunds
to arrive at net position of qovernmental activities

4. DEPOSITS

$ 13,324,178

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

The deposits al GOB of approximately $2,629,582 are restricted principally for capital
projects, and lhe $2,922,762 in the debl service fund are unsecured and
uncollateralized, as no collateral is required to be carried by governmental banks.

The Municipality maintains its investments in one bank located at Puerto Flico. All
kind of deposit is guaranteed by the Federal Deposjt lnsurance Corporation (FDIC) up
to $250,000.
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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
regulations.

5. PROPEFTY TAXES

The Municipal Flevenues Collection Center (CRIM) of the Commonwealth of Puerto
Flico is responsible by law lor 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 filed with the CFIIM by
May 15 of each year. The tax on real property is assessed by the CBIM. The
assessment is made as of January 1 of each year and is based on estimated current
values ol the property as of year 1957. The tax on personal property must be paid in
full together with the return on or belore May 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 6.83% for personal property. The
composition is as follows:

Real Personal

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

6.00%
1 .O3"/"
2.007.
( .20%\

_&83%

4.00%
1.O3"/"

__6-83%

The Municipality's basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.

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

The "Additional special property tax - state" is collected by the CRllvl for the payment
ol principal and interest of general obligation bonds and certain other obligations
issued by the siate government.
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Residential real property occupied by its owner is exempt by law lrom the payment of
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
Municipality, except for property assessed at less than $3,500, for which no payment
is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRIM.

Complete exemption trom personal property taxes up to an assessment ol $50,000 is
granted to merchants with an annual volume of net sales less than S150,000.

Prior to the beginning of each fiscal year, the CRIM intorms the Municipality of the
estimated amount of property tax expected to be collected for the ensuring fiscal year.
Throughout the year, the CRI[/ advances funds to the Municipality based on the initial
estimated collections. The CRIM is required by law to prepare a seftlement statemenl
on a fiscal year basis, whereby a comparison is made between the amounts
advanced to the [/unicipality 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 linal settlement made not later than six months afler year
ends. lf the CRI[/ remits lo the Municipality 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 by the CBI[/, a payable to
the CFIIM is recorded at June 30.

Currently, the lvlunicipality has received the preliminary settlement lrom CRIIVI related
to fiscal year 2012-'13, but noi the final settlement as the six months period after fiscal
year ends, provided by law to CRllvl to issue this, has not yet expired. [/anagement
believes, based in part on the experience from prior years, that when received, the
final settlement from CRli/ will not show a signif icant difference f rom the preliminary
settlement and thal such dilference, if any, will not have a material effect on the
financial condition of the Municipality.

Based on the preliminary settlement already received, during the year ended June 30,
2013, the amount collected by CRIM lrom taxpayers and charges exceeded the
amount advanced by CFIIM for the same period by approximately $42,783. Such
amount is presented as due from CRI[/ in the accompanying financial statements.
(See note 8).
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MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the fiscal year in which payment is
due and, accordingly, represent taxes which are due and uncollected at June 30,
2013. The annual Municipal License Tax is determined based on the gross income ot
all commerce and industrial organizations that have operations in the Nilunicipality oI
Quebradillas, and are not totally or partially exempt under the lndustrial lncentive Law
oI Puerto Rico.

An annual return of business volume should be filed on or belore April 15 of each
year and payable in two equal installments due on July '1 and January 1. A discount
ol5% is allowed when rull payment is made on or before April 15.

The rates oI municipal license in the

Savings and loans associations
Financial institutions
Other organizations:

up to $100,000
$100,000 up to s200,000
Over $200,000

[/unicipality of Ouebradillas are as follows:

1.00"/"

.30"/"

.40"/"

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The N/unicipality invoiced and collected in advance during the current year
approximately $548,983, 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 [,4unicipalities of Puerto Flico a uniform municipal sales and
use tax oI 1 .5%. Effective August 1 , 2007 '1'l" of the 1 .5% will be collected by the
Puerto Rico 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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funds in the Government Development Bank ol Puerto Rico ("GDB"),
restrictions imposed and distributed as follows:

a. .2'/" ol lhe.5% will be deposited in a "Municipal Development Fund''
costs as restricted by the Act.

b. .2y" ot lhe .5'l" will be deposited in a "Municipal Redemption Fund"
loans to municipalities subiect to restrictions imposed by the Act and.

c. .1olo of the .5% will be deposited in a "Municipal lmprovement Fund"
capital improvement projects; these funds will be distributed based on
f rom the Commonwealth's Legislature.

DUE FROM OTHER AGENCIES

Represenls grants and contributions due from local and federal

Puerto Rico Electric Power Authority
Administration for Children and Family (Head Start)
OCAM
CRIM (Preliminary Liquidation 20'12-13)
Labor Oepartment
Administration for Children and Family (Food Program)

subject to

to finance

to finance

to finance
legislation

agencies:

$ 2,044,616
889,159

98,634
42,783
41,760
31,095

$ 3,148,047
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9. INTEFFUNDTHANSACTIONS

a. Due From/To Other Funds:

The due from and due to other fund balances as of June 30, 2013, are as follows:

Fleceivable Fund Payable Fund Amount

General
General
General
Other Governmental

Debt Service
Head Start Program
Other Governmental Funds
General

$ 1,153,581
506,355
146,7 49
195,125

$ 2,001 ,810

The balance of $195,125 due to the general fund from the Other Governmental
Fund represents amount due from prior years related to state contributions'
grants. Bemaining transfers 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. lnterfund Transfers:

lnterfund transfers for the year ended June 30, 2013 consisted of the following:

Transter ln Transfer Out Amounl

General Fund
Debt Service

Oebt Service
General Fund

$ r,154,750
2-18,937

-qL9z9s9z-

The transfers are used to (1) move revenues from the fund that siatute or budget
revenues to collect them to the fund that statute or budget requires to expend
them, (2) move receipts restricted to debt service from the fund collection the
receipts to the debt service fund as debt service payments become due, (3) use
unrestricted revenues collected in the general fund to finance various programs
accounted for in other funds in accordance with budgetary authorizations.

-38-
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10. CAPITAL ASSETS

a. Primary Government

Capital asset activity for the Nilunicipality tor the year ended June 30, 2013 was as
foilows:

Governmenril Acllvlile.:
Caoilal assels, not beinq dep.eciated:

Co.siruclion in pro!rcss
Toral capiral asseis, .oi berng depre.ialed

capiral assets. being deprecialedl

Buildinqs and burldinq mprovemonls

Tolal capnal asseis, belng depGcrated

Less accumulaled dep.eciation lor:

Burldings and building imp.ovefi ents

Total acc!mulated deprecialion

Total capial assers. berg dep€cialed, nel

Governmenral acrrv les capilalassets, nel

Jlns 30,2012
Ju..30.20t3

s 1,169,925
199,272

1,369,197

1,552,433
33.583,266

1,',t27,143
22,OOO

2.692,443
5.095.898

44.413,263

3,297,264
2,756,744

883,781
5,500

2,449,097
2,564,362

_ll-g1-cJ!a
32,156,511

s 33 525 708

$ 1.169,925

1,806,081

1.552,433
33,r74.656

r,054,953
22.AOO

2.677,443
5,016,641

43498.166

2,598,305
2 703.116

729.669
2,750

2,314.907
2,424,615

't0,773.362

32,724.404

s 14 s30 885

50,983

408,610
12.230

15.000
79.247

s
447,467
,187,867

698.959
53.632

154,112
2.750

94,190
139.747

1.143,390

1568.293)

"89tC9Z-

Depreciation expense was charged to f unctionvprograms of the Municipality as
follows:

General government
Public satety
Recreation
Public works

Total depreciation expense-governmental activities

$ 10s,257
80,013

101 ,320
8s6,800

39

$ 1,143,390
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b. Business-Type Governmenl

Buslnoss-typs gov€r.msni
Ju.e30.2012
as.es|!i.d lncreaso. Juno 30,2013

s .t0.000

2.420,514
2,420,514

47,610
47,610

Covernmsntal actlvili€3:
capilalassels, nolbeingdeprecaled:

Toial cao lal assers, nor beinq deprecialed

Caplral assers. be ng deprecialed:
Buiding
,oial caprtal assels, being depreciated

Less accumulaled deprecialion lo.:
Buiding
Total accumualed deprecranon

Toral capllal assels, beng deprecBted, nel

Business lype governmenl assels

11. DUE TO OTHER AGENCIES

1,976,982 443 532
1,976 982 ,143 532

47 610
47 610

1,976,982 395 922

s 2016.982 5 J95.922

---------------- ___3g3pL
s - s 2.412904

Puerto Rico Electric Power Authority
Fletirement System Administration
General Services Administration
Puerto Rico Water and Sewer Authority

Total

12. OEFERRED REVENUES

$2,044,615
49,151
34,530
14,504

$2,142,800

a. Municipal License Tax

The deferred revenues of approximately $548,983 in the generaltund related to
municipal license tax collected in liscal year 2012-2013 that will be earned in fiscal
yea( 2013-2014.

40-
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b. Federal Government

The deferred revenues presented as federal government represents the portion of
federal grants received for which qualifying expenditures have not been incurred.

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

INTERGOVEHNMENTAL REVENUES

lntergovernmental revenues in the general and capital projects funds consist mainly
ol collections f rom the Commonwealth of Puerto Rico and the CBllvl, and payments in
lieu of taxes from the Puerto Bico Electric Power Authority,

LONG-TEBM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2013, are as follows:

$570,000 series ol 2002, payable in annual installments of
$10,000 to $50,000 until July 1,2026, inlerest from 2.77" to
5.6%. $

$2,000,000 series of 200'1, payable in annual installments of
$20,000 to $175,000 until July 1, 2026, interest from 5% to

$638,800 series of 2002, payable in annual installments of
$10,700 to $49,200 until July 1,2027, interest from 5olo to

$670,000 series of 2003, payable in annual installments of
$10,000 to $50,000 until July 1,2028, interest from 5olo to

405,000

1,490,000

472,100

-41 -
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$2,135,000 series oI 2005, payable in annual installments ot
$65,000 to $165,000 until July 1,2024, interest from 4.37%
ro 6.5%.

$455,000 series of 2004, payable in annual installments of
$15,000 lo $35,000 until July 1, 2024, interest lrom 3.27"/. lo
6.5%.

$1,1 10,000 series of 2008, payable in annual installments of
$25,000 to $10,000 until July 1 , 2027, interest from 6.48% to

$420,000 series of 2010, payable in annual installments ol
$50,000 to $75,000 until July 1, 2016, interest lrom 5% to

$1,710,000 series of 2010, payable in annual installments of

$25,000 to $145,000 untit July 1, 2034, interest from 6olo to

$100,000 series of 2010, payable in annual installments of
$5,000 to $20,000 until July '1, 2026, interest from 6olo to
7.5./..

$3,635,000 series ol 2012, payable an annual installments oI
$55,000 to $310,000 until July 1 , 2036, interest from 6olo to
7.5./..

Total bonds and notes payable

1,425,000

300.000

925,000

210,000

1,600,000

80,000

3,525,000

$ 10,942,100
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Other Lonq-Term Liabilities

Note payable of $203,419 represents a repayment agreement
with GDB and CRll\il 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 6.19%.

Note payable o, $936,377 represents a financing agreement
with the Treasury Oepartment to pay the debt related to social

security tax from 1982 to 1986. The linancing agreement is
payable in monthly installments ol $5,200 plus interest rate of

6"/..

Total other long-term liabilities

166,224

49,457

$ 215,681

The annual debt service requirements tor the bonds payable and notes payable at
June 30, 2013, are as follows:

Notes Payable
lnterest Principal lnterest

201 4
2015
2016
2017
2014
2019-2023
2024-2024
2029-2033
2034-2038

Principal

$ 285,000
300,000
325,000
260,000
275.000

1.650.000
1,120,000

585,000
145,000

$ 4,945,000

$ 242,944
293,570
275,410

239,930
949,358
462,670
192,000

10.875

$ 171.700
188,100
199,600
211 ,200
237,900

1,454,100
1.619.500
1,060,000

855,000

$ 303,120
384,174
372,234
359,562
346,165

1,537,984
1 ,031,413

570,375
132.000

s2,922,4a9 $ 5,997.100 $ s,037,031

Bonds
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Long{erm liability activity for the year ended June 30, 2013, was as follows:

Prlmary Government
Beglnnlng
Balrnco Addltlons Paylllenis

Endlng ouo wlthln
Aahncs On6 Year

Govarnmenial Acllvltles:
Aonds payable
Noles payable

Totaltong'iem debt

Oih6r long-torm I 
jablllll.!:

CBiM'Law 42
Treasury Deparimeni
Compeftaled absences

Total olher long'lerm liabrliti6s

Total non€lref,t liabrlrl es,
govemm€nial aclivitios

15. FUND BALANCES

s 5 210.0@
6 157.500

11.367.500

170.726
111,857

1,4A8,625

Oebl

s 265.000 s 4.945.000 s 285.000
160,4@ 5.997,100 171.000

425.4@ 10.942,100 456.000

4.502 166,224 4,7U
62,400 49,457 49,457

143,292 1,345 333

1.771208 ' 210,194 1.561,014 54.241

s 13,138 708 S - S 635,594 S 12,503 114 S 510.241

oth€f
Head Stan Loan Govornm6nlal
Program 53,650,000 Fond!

Genaral govehmenl

Heallh and we{aE

Genelalqovehmenl

cuhore and re.reaton
Hearth and wellare

$ 30,552
712

832,8.10
30,964

5,632

979.347

5 30 s52
712

832,840
30 s64

5,632
1,302.r51

2 503.883
361.816

122S.833
244

2.084
15 001

2.e57 315

s 9.173 031

1.302,151

1,524 536
361.8r6

1,229 833
244

2,044
12,145

?.652,940

s4.097.250

2 856
_ 4 375

s1.302.151 5 36r,816 S1524,536 S 1.847278

-44-



Net position invested in capital assets, net of
following:

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

Total invested in capital assets, net ol related

17. RETIREMENT PLAN

COMMONWEALTH OF PUERTO BICO
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FOR THE FISCAL YEAR ENDED JUNE 30, 2013

16. NET POSITION

related debt, is comprised of the

33,525,708
(4,945,000)
1,524,536

$ 30,105,244

a. Plan Description

The Employee's Retirement System ot the Government of Puerto Rico and its
lnstrumentalities (EHS) is the administralor of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Flico. The System
was created under the ACT 447, approved on May 15, '1951 , as amended, and
became elfective on January 1, 1952.

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

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

ERS provides retirement, death and disability benelits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Fletirement benetits depend upon age at retirement and number of
years ol credited service. Benefits vest after ten years ol plan participation.

l,4embers who have attained an age of at least liftyjive (55) years and have
completed at least twentyjive (25) years of creditable service or members who
have attained an age of at least lifty-eight (58) years and have completed at least
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ten (10) years of creditable service, are entitled to an annual benefit, payable
monthly for lite.

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

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty{ive
(55) years of age will receive 65% ot the average compensation or if they have
attained fiftyJive (55) years oI age will receive 75ol" of the average compensation.
Disability retirement benefits are available to members for occupational and non-

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

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

On September 24, '1999, an amendment to Act No. 447 ol May'15, '1951, which
created EBS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the current system as ol
December 31, 1999, may electto stay in the defined benefit plan ortransfer to the
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 2000 is a hybrid delined contribution plan, also known as a cash balance
plan. Under thas new plan, there will be a pool of pension assets, which will be
invested by EFIS, together with those of the current defined benefit plan. Benefits
at retirement age will not be guaranteed by the Commonwealth of Puerto Rico.
The annuity will be based on a formula which assumes that each year the
employee's contribution (with a minimum of 8.275% ol the employee's salary upon
to a maximum of 10%) will be invested in an account which will either: (1) earn a
fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn rate
equal to 75olo ol the return of the ERS's investment portfolio (net of management
fees), or (3) earn a combination of both alternatives. Participants will receive
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periodic account statements similarto those of defined contribution plans showing
their accrued balances. Disability pensions will not be granted under System
2000. The employe/s contribution (10.275"k ot the employee's salary) will be
used to ,und the current plan.

b. Contribution Fequlrements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275ok ol gross salary in excess of $6,600. The
lif unicipality's contributions arc 11.275yo of gross salary. Contributions'
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2013
was approximately S246,731. The Municipality's payrollfor employees covered by
ERS was approximately $2.2 million. The lilunicipality tolal payroll for all
employees was approximately $5.6 million.

Additional inlormation on the EFIS is provided in its financial statements for the
year ended June 30, 2O'13, a copy of which can be obtained from the ERS,
lvlinillas Station, PO Box 42003, San Juan, PB 00940.

18. RISK MANAGEMENT

The Risk l\ilanagement Division oI the Municipality's Legal Department is responsible
ol assuring that the Municipality's property is properly insured. Annually, the Flisk

Management Division compiles the intormation oI all property owned and its
respeclive market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality's properties to the Area of Public
lnsurance al the Department of the Treasury ol the Commonwealth of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

- 19. LEASES

Operating Leases

Leasing Arrangement with the Municipality as Lessor:

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

b. Total income from leases during the year ended June 30, 20'13 was approximately
$25,824.

c. The Municipalily retains title to its leased property. The Iessee pays taxes,
licenses, insurance, and maintenance costs of the leased assels.

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

20. CONTINGENCIES

The l/unicipality receives Federal Grants for specific purposes that are subiect to
review and audit by the grantor agencies. Although such audils could generate
expenditure disallowances under the terms ot the grants, management believes that
any required reimbursements would not be material.

21. COMMITMENTS

The Municipality of Quebradillas had outstanding or planned construction pOects as
ol June 30, 2013. These projects are evidenced by contractual commitments with
contractors. The construction projects are commitments ol the Other Governmenlal
Funds that amounted to approximately $16,812.

-48.



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF OUEBRADILLAS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 20I3

22. RESTATEMENTS

The beginning net position ofthe statement of net position forthe Governmental and
Business TypeActivities has been restated to reclassify amount ofcapitalassets and
to adding additional assets as follows:

Governmental Business-Type
Activities Activities

Beginning net assets, as previously recorded

Reclassification of net assets

Understatement of capital assets

Beginning net assets, as restated

23. SUBSEQUENT EVENTS

$ 29,377,172 2.016.982

$ 30,704,229

(1,976,982)

649,925

1,976,982

40,000

ln preparang these flnancial statements, the Municipality has evaluated events and
transactions for potential recognition or disclosure through October 23, 2013, the date
the flnancial statements were available to be issued.
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COMMO WEAITH OF PUERTO HICO
iIUNICIPAUfY OF OUEBRADILLA!}

BUOGETARY COIIPARISON SCHEDULE. GENEFAL FUND
FOR THE FISCAL YEAR ENOEO JUNE 30,2013

Vadatlca wltlr
Aatual A,no{nll Flnal BudgEl.

(E rdg.r.ry BE lt) Po3ltlv.
G.. iblc r) (N.gafv!)
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Municipal lic6ns6 laxss

Licanses and pormits

Chaqos lor s€Mcas and r€nt
lnlergovsrnmenlal r€vsnu€s:

stat6 contibutions
lnlerssl, lines and p€nalli€s

EXPENOITUBES

6€n€6r govemmenl

Total exp€nditu.os
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Beprcgramming !unds

E)cess ol rav€nu€s ov6r

s s09.r82
50?1.@o

820.000
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34,000

7,306,002
115,000
121,389
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4,575,44E
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705,705
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34,7',tO

10,441,178 9,'t21,137 1 319,441

402 305 402,305

s- 1,197,645

The accompanying note to Budgetary Comparison Schedule
is an integral part ot this schedul€.
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF OUEBRADILLAS

NOTE TO BUDGETARY COMPARISON SCHEDULE . GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

NOTE 1 - STEWABOSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of accounling, 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 Municipal Legislature prior to the beginning ot the fiscal year.
Amendments to the budget require the approval of the Municipal Legislature. Transfers of
certain appropriataons within the budget known as Mayois Executive Ordersdo not require
the approval of the Municipal Legislature. The tvlunicipality prepares its annual budgei
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 atyear-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 presenled in the Budgetary Comparison Schedule - General Fund is
the budget resolutions at June 30, 2013 representing the original budget.
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Federal Grantor/Program Tills

COMMONWEALTH OF PUEBTO RICO
MUNICIPAUTY OF OUEBRADILLA:i

SCHEOULE OF EXPET'IDmJRES OF FEDEBAL AWAROS
FORTHE FISCAI YEAi ENOEO JUNE 30.2013

CFOA

U,S. Deparlrn€nl ol Housing and Urban
Oevelopment (HUD)

Seclion 8 Housinq Choice Vouche.s
Passlhrough Commissioner Ollc€ ol MunlcipalAltails -

Communily Developmeni Block GGnvslats's Program
Neighborhood Slabilizaiion Progam (NSPI)- Becovery Acl Funded
Nerghborhood Srabilizalion Progam (NSP3) - BecoveryAci Funded

Passrhrough Depa.imenl ol Famrly:

Em€rgency Shollor Granls Program (Prcvenlion)
Homelessness Prevernon a.d Fapid Ce.HoLsin9
Prcgram (Becovery Act Funded)

subiotalu.s. Department ol HUD

U.S. Doparlmenl ot agrlcultur€
Pass-lhrough Education Oepanm6nti

Child and Adult Care Food Prcgram-Child Care
Child and Adult Care Food Prcqram-Head Slart

Sublotal U.S. Deparlment ol Agriclrliure

U.s. Depanmsnt ol Jusllco
Oirccr Proqram:
C me Viclim Assistance

Subioial U.S. Deparlment ol Jusuce

t .S. Dspartmonl ol Heallh and Xuman S.rvic$ (HHS)

Passrhrough the Plerio Eico Governois ollce (Eldedy A,lairc
Olllce):

Speca' Prog,ams lor rhe Agrng, T,lle lll. oan C

SpeclalProqra,ns lor lhe Agrng, Tille lll, Pad D

Nutil on Services lflcenlN€ Prcgram
Passrhrolgh Ihe Ollic6 ol Adminlsiraiion lorChildren and Famrles:

Child and Care and Developrn€nl Elock Granl
Passlhrough the Ollice ol Adminlstralron lorChirdren and Familes:

Head Slart
Subiotal U.S. Depanmen! ol HHS

U.S. Deparhent ot Ensrgy
Passlhrough lhe Pueno Bico Admrnisllalion ol Enerqy Allairs:

Ene€y Ellicienry and Consetuation Block Grant Program
Subrotal U.s. Depanme.t ol Energy

14.871

14.224
14.224
14.224

14.231

14.257

10 558
10 558

28,265
167.348

Expenditure3

s 246.423

897.805
203,957
479,950

10,834

61 331

1900,300

195.613

16 575 49,764
49,768

24,404
7,055

27,211

203,474

93.045
93.043
93.053

93.575

93.600 1 921.976
2144.520

81 128
86.919

Expenditures of
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TOTAL

See notes to schedule of Federal Awards.

4.417,120



1.

COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF OUEBRADILLAS

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWAROS
FOB THE FISCAL YEAB ENDED JUNE 30, 2013

SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity ol the Municipality ot 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 difler from amounts presented in, or used in the
preparation of, the basic financial statements.

BASIS OF PRESENTATION

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

Exoenditures

2.

Expenditures as per basic financial statements:

Federal expenditures included within:

Other governmental funds
Head start program

Total

Total expenditures per schedule of expenditures
of federal awards

$ 2,495,',t 44
1.921.976

s 4.417.120

$ -4AL7t29
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTBOL OVER FINANCIAL
REPORTING ANO ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT

OF FINANCIAL STATEMENTS PERFOFMED IN ACCOHOANCE WITH
GOVERNMENT AUDITING STANDAFDS

-56-

Suirel5l.POBo\?0lt0.Sanluii.PR00SlGll50.Phoneij$rrj.i68jl.l.Fa\1i8lr:71056:

To the Honorable Mayor and
Municipal Legislature

lvlunicipality of Quebradillas
Ouebradillas, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General o, the Uniled States,
the financaal statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information oI the Municipality of
Quebradillas', as of and for the year ended June 30, 2013, and the related notes to the
financial statements, which collectively comprise the Nlunicipality's basic financial
statements, and have issued our report thereon date October 23, 2013.

lnternal Control over Financial Feporting

r planning and performing our audit ol the financial statements, we considered the
Municipality's internal control over financial reporting (internal control) to determine the
audit procedures that are appropriate in the circumstances for the purpose of expressing
our opinions on the financial statements, but no for the purpose of expressing an opinion
on the eflectiveness of the Municipality's internal control. Accordingly, we do not express
an opinion on the elfectiveness ot the Municipality's internal control.

A deficiency in internal control exisls when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevenl, or detect and correct, misstatements on a timely basis. A material
weakness is a deficiency, orcombination ofdeficiencies, in internal control, such thatthere
is a reasonable possibility that a material misstatement of the entity's financial statements
will not be prevented, or detected and corrected on a timely basis. A signilicant deliciency
is a deticiency, or a combination of deficiencies, in internal control ihat is less severe than
a material weakness, yet important enough to merit atlention by those charged with
governance.



Our consideration of internal control over financial reporting was lor the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control that might be material weaknesses or, significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in
internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identilied.

Compliance and Other Mafters

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

Purpose of this Beport

The purpose of this report is solely to describe the scope of our testing of internal control
and compliance and the results ol that testing, and not to provide an opinion on the
effectiveness of the entity's internal control or on compliance. This report is an integral part
of an audit perlormed in accordance with Government Auditing Slandards in considering
the entity's internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

San Juan. Puerto Rico
October 23, 2013

t"\ r
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INOEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR
FEDERAL PROGFAM AND ON INTERNAL CONTBOL OVEB COMPLIANCE

BEOUIRED BY OMB CIRCULAR A.133

To the Honorable Mayor
and Municipal Legislature

l\.4unicipality of Quebradillas
Ouebradillas, Puerto Rico

Report on Compliance for each Major Federal Program

We have audited Municipality of Quebradillas' compliance with the types of compliance
requirements described in lhe OMB Cicular A-133 Compliance Supplement that could
have a direct and material elfect on each of Municipality's major federal programs for the
year ended June 30, 2013. lvlunicipality's major federal programs are identitied in the
summary of auditor's results section of the accompanying schedule of findings and
questioned costs.

Management's Responsibility

Management is responsible tor compliance with the requirements of laws, regulations,
contracts, and grants applicable to its federal program.

Auditors' Responsibility

Our responsibility is to express an opinion on compliance for each of Municipality s major
federal programs based on our audit of the types ot compliance requirements referred to
above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to linancial
audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States; and Ol\,,1B Circular A-'133, Audits of States, Local Govemments, and
Non-Profit Oeanizatlons. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requjrements referred to above that could have a direct and
material effect on a major lederal program occurred. An audit includes examining, on a test
basis, evidence about [,'lunicipality's compliance with those requirements and performing
such other procedures as we considered necessary in the circumstances.
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We believe that our audit provides a reasonable basis for our opinion on compliance for
each major federal program. However, our audit does not provide a legal determination of
Municipality's compliance.

Opinion on Each Maior Federal Program

ln our opinion, the N4unicipality complied, in all material respects, with the types of
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, 2013.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are
required to be reported in accordance with OMB CircularA-133 and which are described in
the accompanying schedule of findings and questioned costs as items 2013-'l to 20'13-3.
Our opinion on each major federal program is not modified with respect to these matters.

Municipality's response to the noncompliance findings identified in ouraudit is described in
the accompanying corrective aclion plan. Municipality's response was not subjected tothe
auditing procedures applied in the audit of compliance and, accordingly, we express no
opinion on the response.

Report on lniernal Control over Compliance

Management of Municipality is responsible for establishing and maintaining effective
internal control over compliance with the types of compliance requirements referred to
above. ln planning and performing our audit of compliance, we considered Municipality's
internal controlover compliance with the types of requirements that could have a directand
material effect on each major federal program to determine the auditing procedures that
are appropriate in the circumslances for the purpose of expressing an opinion on
compliance for each major federal program and to tesl and report on internal control over
compliance in accordance with OMB CircularA-133, but notforlhe purpose ofexpressing
an opinion on the effectiveness of internat control over compliance. Accordingly, we do not
express an opinion on the effectiveness of Municipality's internal control over compliance.

A deficiency in intemalcontrol over compliarce exists when the design or operation of a
controlover compliance does not allow management oremployees, in the normalcourse of
performing their assigned functions, to prevent, or detect and correct, noncomplianc€ with
a type of compliance requirement of a federal program on a timely basis. A material
weakness in intemal control over compliance is a deficiency, or a 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. A signifrcantdeficiency
in intemal control over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a federal



program that is less severe lhan a material weakness in internal control over compliance,
yet important enough to merit attention by those charged with governance

Our consideration of internal control over compliance was for the lim(ed purpose described
in the first paragraph oi this section and was not designed to identily all deficiencies in

internal control over compliance that might be malerlal weaknesses or significant
deficiencies. We did not identily any deficiencies in internal control over compliance that
we consider to be materlal weaknesses. However, materlal weaknesses may exist that
have not been identified.

The purpose ol this report on internal control over compliance is solely io describe the

scope ot our testing of internal control over compliance and the results ot that lesting
based on the requirements of Ol\,48 Circular A-133. Accordingly, this report is not suitable
for any other purpose.

o^ a-\ / )I t1 .
btvLt( t)I,L.(L r' /4J L.iSan Juan. Puerto Rico

Ociober 23. 2013
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRAD!LLAS

SCHEDULE OF FINOINGS ANO OUESTIONED COSTS
FOB THE FISCAL YEAB ENDED JUNE 30, 2013

1. SUMMARY OF AUDIT RESULTS

Financial Statements

Type of auditor's reporl issued:

lnlernal control over Iinancial reporting:

Material weakness (es) identif ied?

Significant deficiency (ies) identified?

Noncompliance material to financial statements
noted?

Federal Awards

lnternal control over major programs:

Material weakness (es) identified?

Significant def iciency (ies) identitied?

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 5'10 (a) of oMB
Circular A-133?

ldentification of maior programs:

CFDA 93.600 Head Start Program

Unqualified opinion

Yes X No

Yes X No

Yes x No

_ Yes X No

X Yes No

Unqualified opinion

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

$300,000

Audited qualified as low-risk auditee?

X Yes _No

- 61 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

- 2. FINDINGS. FINANCIAL STATEMENTS AUDIT

None

3. FINDINGS AND OUESTIONED COSTS - MAJOR FEDERAL AWARO PROGRAM
AUDIT

a. Head Start Program - CFDA No.93.600

. Condition l3-1

The lilunicipality did not minimize the time elapsed between the transrer of
funds lrom the Agency and disbursements.

Cause

The Municipality did not make disbursements nor reimbursements to the
General Fund immediately after receiving the federal funds from the Agency.

Eflect

The l/unicipality is not in compliance with cash management requirement. The
internal control procedures are not operating as established.

Criteria

Based on 31 CFB Part 205, ihe Municipality musl minimize the time elapsing
between the transfer of Iunds lrom the agency and disbursements.

Becommendation

The Municipality should improve the internal control procedures in order to
minimize the time elapsed between the lransfer ol lunds and the
disbursements.

Questioned Cost

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF OUEBRADILLAS

SCHEDULE OF FINDINGS AND OUESTIONED COSTS
FOR THE FISCAL YEAF ENDED JUNE 30,2013

. Condition 1&2

The Municipality did not report the financial reports on time. The First Funds
Requestwas submitted 1 1 days after the deadline and the Annual Reportwas
submitted 93 days after the deadline.

Cause

The Municipality managed the lederal funds tor first time in 2012-2013. ln
addition, there were personnel changes and the personnel in charge of
preparing the reports, had not been hired yet in the Municipality.

Effect

The Municipality is not in compliance with reporting requirements and the
signed contract. The Agency cannot verify the operations promptly.

Criteria

Based on ConlJacl 241-2012-000'196 from the Family Department and the
Northwest Consortium, the First Request should be submitted during the Iirst
five labor days alter signing the contract, and lhe Annual Report should be
submitted during the 20 days after the program year has ended.

Flecommendation

The lvlunicipality should assign personnel to enforce that the financial reports
are prepared and submitted on time.

Questioned Cost

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

SCHEDULE OF FINDINGS AND QUESTIONEO COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

. Condition l3-3

The Annual Report submitted as of February 28, 2013 does not include the
Administrative Report.

Cause

The Municipality managed the federal funds for first time in 2012-2013. ln
addition, there were personnel changes, and the personnel in charge of
preparing the reports had not been hired yet in the Municipality.

Effect

The Municipality cannot evidence the costs of administrating the Program
which did not exceed the 15 percent of the annualtotal program costs.

Criteria

Based on Con|Iact 241-2012-000196 from the Family Department and the
Northwest Consortium, octave clause, Administrative Cost Report should
Submitted trimestral.

Recommendation

The Municipality should assign personnel to prepare the report as required in
the Contract.

Questioned Cost

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF QUEBRADILLAS

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

The Nilunicipality have no prior year flndings.
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ESTAOO I.I8RE ASOCIADO DE PUERTO RICO

MUNICIPIO DE QUIEARDIttAS
PROGRAMA OE HEAD STANT

Heod
5to

CORRECTIVE ACTION PLAN

October 23, 2013

Cognizant or OveGight Agency for Audit:

Municipality of Quebradillas respeclfully submits the following correclive action plan for the year
ended Jun€ 30, 2013.

Name and address of indgpendent public accounting ,kmi Ortiz, Ravera, Rivera & Co., Suate
'152, PO Box 70250, San Juan, Puerto Rico 00936-7250.

Audit period: Fiscal year ended June 30, 20'13

The findings from the June 30, 2013 schedule of findings and queslioned costg are discussed
below. The lindings are numbered consistently with the numbers assigned in the schedul€.

FINOINGS . FEDERAL AWARD PROGRAM AUDITS

Flndlng'13-'l - Head Start - CFDA No. 93.600

Reportable condition: See co.dition 13-1

Recommendation:

The [ilunicipality should improve the internal control procedures in order to minimize the time
elapsing between the transfer oflunds and the disbursements.

Management response:

The Municipalily 'a/ill establish internal control to minimizo the lime rrom the receipt of federal
funds and disbursement of expenses incurred.



Flnding l3-2. Hoad Start -CFDANo.93.600

Reportablo condition: See condition 13-2

- 

^"aormendation:
- The Municipality should assign personnel to enlorce the financial reporb will be prepared and

submitted on time.

- Management response:

The Program hasappointed a newaccountant wilhexperiencein the preparationof thistype of

_ reporl. ln addilion, anassislantaccountant was hiredin order toenslrethat theinformation is

beingpostedmonthlyto meetthe required datesforfilingreports to theACUDEN.

_ Finding l3-3 - Hoad Slart -CFOANo.93.600

_ 
Reportabls condition: See condition 13-3

Recommendation:

- The Municipality should assign personnel in order to prepare the report as required on the

Contracrt.

- l\4anagemenl rssponse:

The tvlunicipalityis receivingtechnicalassislancefrom ACUDEN lorthe preparation and lilingot this

- report.

lf the Cognizant or Oversight Agency for Audit has questions regarding this plan, please call Ms

- Clara Crespo Mendez at (787) 895-2900.

Cordia,lY,

t^.('\ - ---t (.)" 
\,"__-__'

CLra Crespo lt endezl

- Program Director


