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MnNnozAcReuos
Contadores Priblicos Autorizados, C.S.P.

P.O. Box 35 . Guayama, Puerto Rico 00785

INogpTNOENT AUDITOR, S RTPORT

To rsB HoNoResLg Mavon eNo
MEMBERS oF THE MUNICIpAL Lectsletune
MuNrcrper-rry oF CuLreRa, Puenro Rtco

We have audited the accompanying financial statements of the governmental activities, each major fund,

and the aggregate remaining fund information of the Municipality of Culebra, Puerto Rico, as of and for
the year ended June 30, 2008, which collectively comprise the Municipality's basic financial statements

as listed in the table of contents. These financial statements are the responsibility of the Municipality's
management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the respective financial statements are free of material misstatement. An audit includes

examining, on a test basis, evidence supporting the amounts and disclosures in the respective financial
statements. An audit also includes assessing the accounting principles used and significant estimates made

by management, as well as evaluating the overall financial statements presentation. We believe that our
audit and the report ofother auditors provide a reasonable basis for our opinions.

As discussed in Note 5 to the financial statements, the Municipality has not maintained complete and

adequate records in order to obtain sufficient and competent evidential matter related to the Capital Assets

reported in the govemmental activities and, accordingly, the amount by which this departure would affect
the assets, net assets, and expenses of the governmental activities is not reasonably determinable.

As discussed in Note 8 to the financial statements, the Municipality did not comply with the requirements

established by Statement No. 18, Accountingfor Municipal Solid Waste Landfill Closure and Postclosure

Care Costs, issued by the Governmental Accounting Standards Board and the regulations set forth by the

U.S. Environment Protection Agency. At June 30, 2008, the accompanying statement of net assets does

not include the required liability for closure and postclosure care costs of the Municipality's solid waste

landfill. In addition the expenses and result of operations reported in the statement of activities are

understated and overstated, respectively, for amounts that could not be determiced for the fiscal year

ended June 30, 2008.

ff*
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In our opinion, based on our audit and the report of other auditors, because of the effects of the matter

discussed in the preceding paragraphs, the fmancial statements referred to above do not present fairly, in
conformity with accounting principles generally accepted in the United States of America, the financial

position of the governmental activities of the Municipality of Culebra, Puerto Rico, as of June 30, 2008,

and the changes in financial position, thereof for the year then ended.

In addition, in our opinion, based on our audit and the report of other auditors, the financial statements

referred to above present fairly, in all material respects, the financial position of each major firnd, and the

aggregate remaining fund information of the Municipality of Culebra, Puerto Rico, as of June 30, 2008,

*a tt " respective changes in financial position, thereof for the year then ended in conformity with
accounting principles generally accepted in the united States of America.

The Management's Discussion and Analysis on pages 3 through 7 and the Budgetary Comparison

Schedule-General Fund on page 28 are not a required part of the basic financial statements but are

supplementary information required by the Govemmental Accounting Standards Board. We have applied

certain limited procedures, which consisted principally of inquiries of management regarding the methods

of measurement and presentation of the required supplementary information. However, we did not audit

the information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued a report dated March 2, 2009,

on our consideration of the Municipality's internal control structure over financial reporting and our tests

of its compliance with certain provisions of laws, regulations, contracts, and grants. That report is an

integral purt of an audit performed in accordance with Government Auditing Standards and should be

read in conjunction with this report in considering the results of our audit.

The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional

analysis as-required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local

Governments, and Non-profit Organizations, and is not a required part of the basic financial statements.

Such information has been subjected to the auditing procedures applied in the audit of the financial

statements and, in our opinion, is fairly stated, in all material respects, in relation to the financial

statements taken as a whole.

$,rs& fuk-*cPAL
CeRNTTBO PUBLIC ACCOUNTANTS, C. S.P.

Guayama, Puerto Rico
December 1,2008

Stamp number 2395325 was
affixed to the original of this report.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA, PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 3O,2OO8

The management of Municipality of Culebra, Puerto Rico (Municipality) offers this narrative overview and analysis of
the financial activities of the Municipality for the fiscal year ended June 30, 2008. The new reporting model required
by GovernmentalAccounting Standards Board Statement No. 34 was implemented during fiscal 2004. The financial
statements associated with it are described in the following narrative as well as in the Notes to Financial Statements.

The Management's Discussion and Analysis (MD&A) is designed to focus on the cunent year activities, resulting
changes and currently known facts, and much of the information is comparable to prior year. We encourage readers
to consider this information with the Municipality's basic financial statements that follow.

FINANCIAL HIGHLIGHTS

The following are key financial highlights for the fiscal year:

The assets of the Municipality exceeded its liabilities at June 30,2008 by $Z.S million.
The Municipality's total net assets increase by $0Sg thousands during 2008.
As of June 30, 2008, the Municipalig's governmental funds reported combined ending fund balances of
$3.8 million, an increase of $438 thousand from the prior year.
At June 30, 2008, the Unrestricted (Deficit) was $5.3 million.
The Municipality's capital assets inventory has no movement during fiscal year.
The investment in capital assets for this year was not determinable.
Loans principal payments were $85 thousand in 2008 and 2007, respectively.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the Municipality's financial statements. The
Municipality's basic financial statements comprise three components: government-wide financial statements; fund
financial statements; and notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the

Municipalig's finances, in a manner similar to a private-sector business.

The Statement of Net Assets presents information on all of the Municipality's assets and liabilities, with the difference

between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful

indicator of whether the financial position of the Municipality is improving or deteriorating.

The Statement of Activities presents information showing how the Municipality's net assets changed during the most

recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change

occurs, regaidless of the timing of the related cash flows. Thus, revenues and expenses are reported in this

statement for some items that will result in cash flows in future fiscal periods.

Both of the govemment-wide financial statements of the Municipality are principally supported by taxes and

intergovernmental revenues. The governmental activities of the Municipality include general government, public

safeiy, public works, human services and welfare, culture and recreation, physical environment, education and urban

deveiopment. Property taxes, municipal license tax, state and federal grants finance most of these activities.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for

specific actlvities ol objectives. The Municipality, like other state and local governments, uses fund accounting to

ensure and demonstrate compliance with finance-related legal requirements.

*
*
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA, PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 3O,2OO8

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for
speciflc activities or objectives. The Municipality, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements.

Governmental funds

The Municipality's basic services are reported in the government fund financial statements. The government funds
are reported using an accounting method called modified accrual accounting, which measures cash and all other
flnancial assets that can readily be converted into cash. Governmental funds are used to account for essentially the
same functions reported as govemmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term inflows and
outflows of spendable resources, as well as on balances of spendable resources available at the end of the fiscal
year. Such information may be useful in evaluating a govemment's near-term financing requirements. Because the
focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to
compare the information presented for governmental funds with similar information presented for governmental

activities in the govemment-wide financial statements. By doing so, readers may better understand the long-term
impact of the government's near-term financing decisions.

The Municipality adopts an annual appropriated budget for its general fund. A budgetary comparison statement has
been provided for the general fund to demonstrate compliance with this budget.

Notes to the Basic Financia! Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements.

Other lnformation

ln addition to the basic financial statements and accompanying notes, this report also presents certain required

supplementary information containing budget to actual comparisons for the general and major funds.

GOVERNMENT.WIDE FINANGIAL ANALYSIS

Governmental Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government's financial position. ln the

Table I
Statement of Net Assets

As of June 30,

Current and non-current assets..............
Capital assets

Total Assets..

Current liabilities..........
Defened revenues
Long-term liabilities

Total Liabi1ities.............................

Net Assets:
lnvestment in capital assets ...............
Resficted.......
Deficit.............

Total Net Assets...............,.

2008

$ 4,366,336
8.412.866

12.779,202

342,116
183,045

4.314.223
4.839.384

8,277,866
4,954,794

$.292.8r''21
$__z-939318

2007

$ 6,334,946
8.412.866

14,747.812

425,999
't49,352

6.174.378
6.749.729

8,222,866
7,467.828

ff.692.6111
$_1s48-620

case of the Municipality, assets
exceeded liabilities by $Z.g
million as of June 30, 2008
versus $8.0 million as of June
30,2008. Our analysis below
focuses on the net assets (Table
1) and changes in net assets of
the Municipality's governmental
activities.

The largest portion of the
Municipality's net assets reflects
its investment in capital assets
(e.9. land, buildings, machinery
and equipment), less any related
debt used to acquire those assets
still outstanding. These capital
assets are used to provide
services to citizens; consequently
these assets are not available for
future spending. lt should also be



COMMONWEALTH OF PUERTO RIGO
MUNICIPALITY OF CULEBRA, PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 3O,2OO8

noted that the resources required to repay the related debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities.

An additional portion of the Municipality's net assets represents resources that are subject to external restrictions on
how they may be used. The remaining balance of unrestricted net assets may be used to meet the Municipality's

Total Net Assets of the Municipality's governmental activities were $7.9 million. The Unrestricted (Deficit) was
approximately of $5.2 million at June 30, 2008.

Governmental Activities

During fiscal year 2007-2008 the Municipalig offer services that are intended to be primarily funded by taxes, as

-- opposed to charges for services and grants, and those taxes and other general revenues, however revenues exceed
expenses by $OSg thousand. The Municipality expended several of the resources restricted projects in the
community.

Table 2 presents the cost of each of the Municipality's largest programs.

Table 2

Ghanges in Net Assets
For Fiscal Years Ending June 30,

Revenues:
Program Revenues:

Grants and Contributions.................
General Revenues:
Property Taxes ..........
Volume of Business Taxes ..............
Construction Taxes..........
Sales Taxes
lntergovemmental............
Other General Revenues..

Total revenues ........................

Expenses:
General Administration ....................
Public Safety
Public Works
Health and Sanitation.....
Culture and Recreation....................
Human Services and Welfare ..........
Urban Development..........
Education
lnterest Costs...........

Total expenses ................

Changes in net assets
Net assets - beginning, as Restated...

Net assets - ending

2008

$ 1,447,923

532,897
122,504
993,608

1,009,280
2,590,326

168.964
6.865.502

2,426,662
166,661
476,509

91,555
121,893
787,143

1,960,935
157,558

't7.667
6.206.583

658,919
7.280.899

s-1,939.Eft

2007

$ 2,106,658

515,075
213,294
152,928

2,628,734
216.255

5.832.944

2,567,577
186,542
564,832

96,187
108,681

2,254,956
1,063,038

179,153
23.280

7.044.246

(1,211,302)
9.209.385

$_l-998-0E l



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GULEBRA, PUERTO RICO
MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 3O,2OO8

FINANGIAL ANALYSIS OF THE GOVERNMENT'S FUNDS

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

Governmental Funds

The focus of the Municipality's govemmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the Municipality's financing requirements.
ln particular, unreserved fund balance may serve as a useful measure of a governmenfs net resources available for
spending at the end of its fiscal year.

The Municipality has an Unreserved (Deficit) of $1.2 million in its Operating Fund. The remainder of the balance is
reserved to indicate that it is not available for new spending because it hai already been committed ('t) to liquidate
prior year obligations $70 thousand, (2) to pay debt service $421 thousand or (3) for other restricted burpose's $+.S
million.

BUDGETARY HIGHLIGHTS

Budget and actual comparison schedules are provided in the Basic Financial Statements for the General Fund. The
Budgetary Comparison Schedule of the General Fund shows the original adopted budgets, the final revised budget,
actual results, and variance between the final budget and actual results for the generil and major special rereiue
funds.

After the original budget is approved, it may be revised for a variety of reasons such as unforeseen circumstances
and other unanticipated revenues. Differences between the original 2007 budget and the final amended budget for
the General Fund were relatively minor and can be summarized as follows:

* The original budget was amended to increase expenditures between expenditures accounts.

CAPITAL ASSET AND DEBT ADMINISTRATION

CapitalAssets

The Municipality's investment in capital assets for its
governmental type activities as of June 30, 2008 amounted to
$8.3 million (net of accumulated depreciation). This investment
in capital assets includes land, buildings, improvements,
machinery and equipment, parks, roads, highways, and
bridges. Additions during the fiscal year was principally for
building construction, purchase of new vehicles and machinery
and equipment, necessary to provides services to our citizens.
Table 3 present the major classes of capital assets.

Table 4
Municipality of Gulebra's

Long-Term Debts
(ln Million)

GeneralObligations... $ t.Z
Others 3.1

Total CapitalAssets $.4i!

mun:cipffirirtumr","
CapitalAssets

(Net of Depreciation, tn Miilion)

Land............. $3.4Buildings...... 4.9
Machinery and Equipment............... 0.1

Total CapitalAssets $Bi

Long-term Debt

At June 30, 2008 the Municipality had totat of 94.3
million in general obligations and others outstanding
debts, as shown in Table 4. Of this amount, 91.2 million
comprises debt backed by the full faith and credit of the
government and $3.1 million is other obligations.

The Municipality is required to limit the amount of
general obligation debt to 1oo/o of the total assessment of property located within the Municipality in order for the
bonds to be repaid with the proceeds of property taxes restricted for debt services. Other obligations include accrued
vacation and sick leaves and advances of property taxes. More detailed information about the Municipality's long-
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MUNICIPALITY OF CULEBRA, PUERTO RIGO
MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 3O,2OO8

term liabilities is presented in the notes to the financial statements. The Municipality continues to meet its financial
needs through prudent use of its revenues and creative debt financing programs.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

Local, national and intemational economic factors influence the Municipality's revenues. Positive economic grov'rth is
correlated with increased revenues from property taxes, volume of business taxes, charges for services, as well as
state and federal grants. Economic growth in the local economy may be measured by a variety of indicators such as
employment growth, unemployment, new construction, assessed valuation, and other revenues.

All of these factors were considered in preparing the Municipality's budget for the 2008 fiscal year. Some cost
reductions helped fund improvements of existing facilities, public safety and works, economic development initiatives

-- and human service improvements.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality's finances for all those with an
interest in the government's finances. Questions concerning any of the information provided in this report or requests
for additional information contact the Municipality's Finance Department at (787) 742-3577.



COMMONWEALTH OF PUERTO RIGO
MUNICIPALITY OF CULEBRA, PUERTO RICO
STATEMENT OF NET ASSETS

June 30

ASSETS:

Cash and lnvestments
Cash with FiscalAgent
Receivables (net):

Property Taxes...
Federal Grants...
State Grants

Accounts Payable and Accrued Expense...
Accrued lnterest...
Deferred Revenue...
Long-Term Liabilities (Note 6):

4,366,336

Capital Assets (Note5):
Land, lmprovements, and Construction in Progress... 3,366,886

Other Capital Assets, [Net of Depreciation]......... " 5,045,980

Total Capital Assets... 8,412,866

Tota! Assets..............' 12,779,202

LIABILITIES:

Governmental
Activities

2,536,386
1,038,484

88,128
319,205
384,133

333,948
8,168

183,045

1,439,767
2,874,456

8,277,866

420,996
2,752,951

633,731
1,147,1',16

(5,292,842\

Due within One Year...
Due in More than One Year...

Total Liabilities.......... 4'839'384

NET ASSETS

lnvested in CapitalAssets, Net of Related Debt.

Restricted for:
Debt Service
State Assigment............
Sales Tax Fund...
Other Specified PurPoses

Unrestricted (Deficit)...

Total Net Assets...... $ 7'939'818

See accompanying notes to basic financial statements'



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF GULEBRA, PUERTO RICO
STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30,2OO8

program Revenues

-

uperatrng GapitalGharges Grants and Grants andFunctions/proqrams

Govenmental Activities:
Mayor and Municipal Legislature.....
General Government..
Public Safety
Public Works
Culture and Recreation.................
Sanitation....
Human Services and Welfare........
Urban Development..........
Education....
lnterest on Long-Term Debt...........

Expenses for Services Contributions Contributions
Net (Expense)

Revenue

$ 547,826
1,979,936

166,661
476,509
121,893
91,555

787J43
1,960,93s

157,558
17,667

527,678

157,558
762,687

(547,826)
(1,878,836)

(166,661)
(476,50e)
(121,893)
(91,555)

(259,465)
(1,198,248)

(17,667)

(4.758.660)

-z

$ 685,236 I 762,687

General Revenues:
Taxes:

Property Taxes, levied for General purposes... 
. .

Property Taxes, levied for Debt Services... ... ... ... ... .

Volume of Business Taxes..........
Construction Taxes..........
Sales Taxes, levied for General purposes. 

. . ..
Sales Taxes, levied for Debt Services............

Total General Revenues and Special |tems........... 5,417,57g

CHANGE IN NETASSETS. 65g,g1g

7,280,899

$ 7,939,818

Net Assets - Beginning of year

3e accompanying notes to basic financial statements.

385,647
147,250
122,504
993,608
80t"084
201,156

2,590,326
20,627

148,337

NET ASSETS . END OF YEAR



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA, PUERTO RICO
BALANCE SHEET - GOVERNMENTAL FUNDS

June 30,2008

General
Fund

State
Assignment

Fund

Sales
CDBG Tax
Fund Fund

Other
Governmental Total

Funds Funds

ASSETS:

Cash and lnvestments (Note 2)......................... $ 561,710 $ 593,128 $ 32,809 $633,731
Cash with Fiscal Agent. .. .

Receivables:
Property Taxes
Federal Grants............ 265,739

88,128

$ 513,812 $ 2,335,190
1 ,239,680 1,239,680

- 88,128
53,466 319,20s
58,799 2,309,290
92,416 384,133

_$____1,e5&123_ j__qfzggq_

Due from Other Funds. .. .

State Grants....
382,385 1,868,106

Total Assets... $ 1,032,223 $ 2,752,951 $ 298,548 $ 633,731

Bonds and Notes Payable.
Accrued lnterest... ..,.....
Due to Governmental Units...... 152,550

LIABILITIES AND FUND BALANGES:

Liabilities:

Accounts Payable and Accrued Liabilities....,....... $

Due to Other Funds............
Deferred Revenue:

Volume of Business Tax... ... ... ... ... .

69,357 $ $ 27,041 $ - - $ 96,398
85,000 85,000
8,168 8,168

- 152,550
199,622 2,309,290

- 85,774

1,838,161

85,774
Federal Grants.

Total Liab11ities................... 2,'145,842

Fund Balances:

Reserve For:

Encumbrances .. 69,868
Debt Service.. . .

2,752,9_51 - 633,731
420,996

1,147 ,116

69,868
420,996

4,533,798
(1 ,183,487)

Other Purposes
Unreserved (Deficit).......... (1,183,487)

TOTAL LtABtLtTtES AND FUND BALANGES... $ 1,032,223 $ 2,752,951 $ 298,548 $ 633,731 $ 1,958,173 $ 6,675,626

See accompanying notes to basic financial statements.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GULEBRA, PUERTO RICO
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

JUNE 30.2OOB

Total Fund Balances - Governmental Funds (Page 8)...............

Amounts reported for GovernmentalActivities in the Statement of Net Assets (Page 6)
are different because:

Capital Assets used in governmental activities are not financial resources and therefore are
not reported in the funds. ln the current period, these amounts are:

$ 3,841,'175

Non Depreciable CapitalAssets....... $ 3,366,886
Depreciable CapitalAssets .. 8,584,604
Accumulated Depreciation............... (3.538.624)

TotalCapitalAssets 8,412,866

Some liabilities are not due and payable in the current period and therefore are not reported
in the funds. Those liabilities consist of:

General Bonds and Notes Payable 1,196,000
Compensated Absences ................. 359,806
Claims and Judgments............ .. 314,738
Treasury Department .. 16,703
Social Security Debt....... 9,853
Municipal Revenue Collection Center 2.417j23

Total Long-Term Liabilities.............. L4$!,ru)
Total Net Assets of Governmental Activities (Page 6)................ $2.9:19.[18

See accompanying Notes to Basic Financial Statements.

11



GOMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GULEBRA, PUERTO RICO
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE . GOVERNMENTAL FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

General
Fund

lntergovernmental.................. .. 2,590,326

Licenses and Permils..... 993,608

Rent............... .. 20,627

Miscellaneous.. 162,628

Mayor and Municipal Legislature...... 547,826
General Government.... 2,028,970
Public Safety.... '166,661

Public Works... . 476,509
Culture and Recreation...... . 12'1,893

Sanitation... .. . .. 91 ,555
Human Services and Welfare.. ',81,021

Urban Development................
Education........

State
Assignment

Fund

263,586

CDBG
Fund

Sales
Tax

Fund

Other
Governmental

Funds
Tolal
Funds

REVENUES

Property Taxes............. $ 385,e17 $
Volume of Business Taxes....... .. 122,504
Sales Taxes.....

-$

808,084

:

't47,250 $ 532,897
- 122,504

201,196 1,009,280

Federal Assislances............... 477,7-',13 242,631
463,993

720,344
3,317,905

993,608
20,627

162,628

547,826
2,O28,970

166,661
476,509
't2't,893

e1,555
7'J7,143

'I,960,935
't57,558

85,000

Total Revenues ... 4,275,340 263,586 477,713 808,084 1,055,070 6,879,793

EXPENDITURES

Cunent:

1,278,138 477 ,713
99,287
75,066

506,835
130,018
157,558

85,000
Debt Service:

Pincipal...........
17,667 ',17,667

Totat Expenditures................. 3,614,435 1,278,'138 477'713 174,353 897'078 6'441,717

oTHER FTNANCTNG SOURGES (USES)

Transfer- Out

TotalotherFinancingSourcesandUseS.'..''..

Net Change in Fund Ba|ances,......................... 660,905 (1,014,552) 633,731 157'992 438'076

Fund Balance - Beginning as Restated (Note12).... (1,774,524) 3,767,503 ----------:- 1'410,120 3'403'099

FundBarances-Endins......... '...-gUGg1gL -9-2Js2Bs1- -S------ '- -!-993Jt1- -$.---l'568,!3- -$-!,91!lI!-

See accompanying notes to basic financial statements

r-lis
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA, PUERTO RICO
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDTTURES, AND CHANGES- lN FUND BALANcE oF GovERNMENTAL FUNDs ro rHE sTATEMENT oF AcnvtrrEs

FOR THE FISCAL YEAR ENDED JUNE 30. 2OO8

Net Ghange in Fund Balances - Total Governmental Funds (page iO)............

Amounts reported for Governmental Activities in the Statement of Activities (Page 7)
are different because:

Revenues in the Statement of Revenues that correspond to Prior Year resources are
recorded as Revenue in the Statement of Activities .............

Repayment of long{erm principal is expenditure in the governmental funds, but the
repayment reduces Long-Term Liabilities in the Statement of Net Assets. ln the
current year the repayments were. .........

Some expenses reported in the Statement of Activities do not require the use of
current financial resources and therefore are not reported as expenditures in
governmental funds. These activities consist of:

$ 438,076

(14,291)

85,000

Decrease in MRCC Debt........... $ 21,761
Decrease in SocialSecurity Debt........... .. 131,393
Decrease in Treasury Department Debt............ 5,568
lncrease in Compensated Absences............... (8.588)

Total Decreased in Expenditures................. 150,134

Change in Net Assets of Governmental Activities (Page 7)................ $j5Sp1g

See accompanying Notes to Basic Financial Statements.
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-qg!,!.r!gNWEALTH oF PUERTo Rtco
MUNrcrpALrw oF cULEBRA, Fu-iiio nrcoNorEs ro rHE BAsrc rruml'Cnr_ CiliiilEurs
FOR THE YEAR JUNE

NOTE 1 SUMMARY OF SIGNIFIGANT ACCOUNTING POLICIES

The Municipalifu of culebra, Puerto Rico (Municipality) was founded in the-year 1gg0, and operates as a governmentar unit of
the commonwealth of puerio ni"o, ,noer'ihe Law ffib;; ai-#nugr.t eo, tsgt, 6;; as "Autonomy Municiparfties Law of
the commonwealth of Puerto ni"o;'ir'Jlo*rnmentar system ot tnjuunici;riity i;';;";ilsed of the executive and regisrativebodies' The Mavor is the chief e*ecrtire"dm"", 

"nJir 
iJHlriyp;;y#'iil#g5n"r"r erections of the commonwearthof Puerto Rico' The legislative o'ov *'"ii" of a Legisia-6;'i[o'Lr""t"o iri trre generaie]ections of puerto Rico for a four-yearperiod.

The Municipality provides services such as:.health, public works, saaitation, aids and services to row-income and erderry511ffii#rliJ3"";il1[: 
housins an*u'6'-n oevetopmlni;;il;ano recreation,-pLriing, zonins and other generar and

The accounting policies of the Municipality cofform to accounting-ql:.]q:: g.eneralty_accepted in the United states of Americaas applicable to govemmental units. The fllLwing is a summary 6f'the more significant policies.
The accompanying basicfinancial statements of.the-Municipality have..been prepared in conformitywith accounting principlesgenerally accepted in the United States of America(cMpffi;;;rcribed by th; c;;;r;entar Accounting stand'ards Board(GASB)' The GASB is the standaro-slttins'oooy for'govenir"r,i"i"""ornting and Rnanciat reporting. the-eRse periodicaryupdates its codification of the existinj 6overnmental Accounting ano. nn-ancial-n"p-"iirs standards which, arong withsubsequent GASB pronouncements tstaiemenis';il'ffi;filililol"i"on",,,utes G44p forgovemmenrar units.
ln June 1999' the GASB issued Statement.Number 34, Baslc Financiar sfafernenrsa nd Managemenf,s Dlscusslo n andAnalysis-for state and Local Govern Lrr"-1ni" .t"t"r"ni 

""tl;il;"" new financLi ,"p"rtirs requirements for state and rocargovemments' The Municipality adopted the provisions or ensis'i,ro. e+, Nro. ez anJ N;. il. They require new information andrestructure much of the information ihat governments have presented'in the past.

The accompanying basic financial statements prese.nt.the flnancial position and the results of operations of the Municipality andits various funds and fund types' rne uasic fi-nanciat statemeniuiJpr"r"nred.as of .lrne g0, 200g, and for the fiscal year then
;H""1"#"'[:fi,,;':?$:?:l.3l.tn"t" accountins policies 

"i"'oe"crioeo-0"1"* ,.a,'where appropriate, subsequent

A. Financial Reporting Entity

The accompanying basic financiat statements include all departments and organizations units whose funds are under thecustodv and control of the Municipality. ln evaluating tn" rrrr"r[i;;iiii'r" , ,.gpgrtlls entity, management has addressed a, rhe
[:,,.$|].ifli:rui!"$ffi':I* 

decision to include ipotentiai'cJmp6n"nt unit in tn6 i"po'riing entity was made by appryins the

The basic criteria for inctuding. a potential component unit within the reporting entity is if potential component units are financiallyaccountable and other organizations for whiih tne natur" ,no 
-"iiniri""n"e 

of their retationsnip with the entity are such thatexclusion would cause the Municipality's financial statements to oe-misreaoing or incomplete. The GASB has set forth criteria tobe considered in determining financial ,""orrt oility. These criteri'a'incruoi"pp"iniin{'"'roiing majority of an organization,sgoverning body and (1) ability of the Municipality to impose its *iil on tt 
"t 

oroanizlton 
"i rzitnl potentiar for the organization toprovide specific financial benefits to, or impose ipecific financial orio"n. on the Municipality.

B. Measurement Focus and Basis of Accounting

The relative importance of each criterion must be evaluated in light of specific circumstances in order to determine whichcomponents units are to be included as part of the reporting enti6. bur specific ;r;i;ii";; of the criteria applicabre to theMunicipality indicate that no organizations meet the criteria to 6rinci',roeo ," 
"ornpon"nt 

units. n""oroingry, these basic financiarstatements present only the Municipality as the reporting entity.

These financial statements present the-respective. financial position of the governmental activities, each major fund, anci ti;e
fl?:'.'.:'ffi,..,:S?::'llt"l$i,Jfif,lj,|j,;::?irHH'J#y' ;,iiJ,"" ao, 2005, and,'," i""p"Ji," 

"r'"ng"" 
in-ii,anliJ'position,
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COMMONWEALTH OF PUERTO RIGO
MUNIGIPALITY OF CULEBRA, PUERTO RIGO
NorEs ro rHE BAstc FtNANbhL srAreuenrs

FOR THE FISCAL YEAR ENDED JUNE 3O2OO8

NorE 1 suMMARy oF srcNrFrcANT AccouNTrNG polrctEs (continuation)

Government-wide Financial Statements

The government-wide financial statements (the statement of Net Assets and the statement of Activities) are reported usingthe economic resources measurement focus and the accruat basis_of.accounting. n"r"nue is recorded when eamed andexpenses are recorded when a liability is incured, regardless of the timing or,"ra6o'crr-t, no*". Grant and similar items arerecognized as revenue as soon as art etigioitity requirelients have u""n ,"t.
Governmental Fund Financial Statements

The governmental fund financial statements are reported using the current financial resources measurement focus and themodified accrual basis of accounting. Revenues are recorded wh-en susceptible to ,..rrri; ,* soon as it is both measurable andavailable' 'Available" means collectible within the current p"rioo oi"oon enough thereaftei, normally within sixty (60) days, to beused to pay liabilities of the current period. Expenditures ;r; g;;;;rtt recogniled when the ,"trt"a tiabitity is incurred.

*ff-:r?::"*;Xllj:,filTi#:"'t the principaland interest on senerarobrisation rons-term debt and compensated absences,

ln applying the "susceptible to accrual" concept to intergovernmental revenues. (federal grants) pursuant to GASBS No. 33,Accounting and Financial Reporting for Nonexchange rnis.aitir" 1in9 Municipaliiy-mav ,iir" either provider or recipient), theprovider should recognize liabilities and expensei.and the recipient should recognize receivables and revenue when theapplicable eligibility requirements including time requirements, are il"i. n""orr"es tra"nsmitteo before the eligibility requirementsare met should' under most circumstances, be reported as advances by the provider and deflireo revenue by the recipient.

There are essentially two $pes of revenue. For some grants, funds. m.ust h-e expended by the Municipality on the specificpurpose or project before any amounts will be reimbursed. Revenue is, therefore, 
,re;grzet 

as expenditures are incurred tothe extent available' For the other revenue, moneys are virtually unrestricted ,rd ,;;t;;;rally revocable only for failure tocomply with prescribed compliance requirements. Tnese ,""ourc"s are reflected 
". 

,"r"ni" ,i tn" tir" of receipt or earlier if thesusceptible to accrual criteria is met. Expenditures are generally recorded when a liability is incu,ed, as under accrualaccounting. Modifications to the accrual basis of accounting'lnclude ihe following:

' Employee's vested annual vacation and sick leave is recorded as expenditure when utilized. The amount of accumulatedannual vacation and sick leave unpaid at June 30, 2008, has been reported orrv in tn" government-wide financialstatements.

C. Financial StatementPresentation

The basic financial statements include both government-wide (based on the Municipality as a whole) and fund financialstatements' while the previous financial reporting model emphasized fund types (the totat oiitt runos or, prrti"uraitype), in thenew financial model the focus is on either the-Municipality as a whole, oi major inJiriJuai funds (within th" b";[ financiatstatements)' Both the government-wide and fund financialsiatements lwiitrin tre'oasicnnanciar statements) categorize primaryactivities as either governmental or business type.

Government-wide Financial Statements

The government-wide financial statements (the statement of Net Assets and the statement of Activities) report informationof all the activities of the Municipality. For most part, the effect of interfund activlty has been removed from these government-
wide financial statements. Govemmental activities, w.hich normally are supported by taxes and intergovernmental revenues, arereported separately from business-type activities, which rely to a significant extent on fees and ctrarg-es for support- 

- -

The focus of the Statement of Net Assets is designed to be similar to boftom line results for the Municipality and itsgovernmental activities. This statement, for the first time, combines and consolidates governmental fund's current financialresources (short{erm expendable resources) with capital assets and long-term obligationsl

The Statement of Net Assets presents the reporting entities' assets and liabilities, with the difference reported as net assets.Net assets are reported in three categories:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA, PUERTO RICO
NOTES TO THE BASIC FINANGIAL STATEMENTS

NorE 1 SUMMARY oF slGNtFtcANT AccouNTtNG poltctEs (continuation)

C. Financial Statement Presentation (continuation)

' lnvested in Gapital Assets, Net of Related Debt - These consists of capital assets, net of accumulated depreciation and
amortization, and reduced by outstanding balances for bonds, notes, and other debt that are aftributed to the acquisition,
construction, or improvement of those assets.

' Restricted Net Assets - These results when constraints are placed on net assets use, which can be either externally
lmposed by creditors, grantors, contributors, and the like, or imposed by law through constitutional provisions or enabling
legislation.

o Unrestricted Net Assets - These consists of net assets which do not meet the definition of the two preceding categories.
Unrestricted net assets often are designated, to indicate that management does not consider them to be ivailable for
general operations. Unrestricted net assets often have constraints on resources that are imposed by management, but can
be removed or modified.

When both restricted and unrestricted resources are available for use, generally it is the Municipali$'s policy to use restricted
resources first, then the unrestricted resources as they are needed.

The Statement of Activities is focused on both the gross and net costs per functional category. The statement reduces gross
expenses (including depreciation) by related program revenues, operating and capital grants. This is intended to summarize and
simplify the user's analysis of cost of various governmental services.

Governmental Fund Financial Statements

The fund financial statements (the Balance Sheet and the Statement of Revenues, Expenditures, and Changes in Fund
Balances) are, in substance, very similar to the financial statements presented in the previous financial reporting model.
Emphasis here is on the major funds in the governmental category. Non-major funds are summarized into a single column.

Traditional users of governmental financial statements will find the Fund Financial Statements presentation more familiar. The
focus is on Major Funds, rather than the previous financial model's fund types. The Governmental Major Fund Statements are
presented on current financial resources and modified accrual basis of accounting.

This is the manner in which these funds are normally budgeted. This presentation deemed most appropriate to (a) demonstrate
legal and covenant compliance, (b) demonstrate the source and use of liquid resources, and (c) demonstrate how the
Municipalig's actual experience conforms to the budgeted fiscal plan.

Since the governmental fund statements are presented in a different measurement focus and basis of accounting than lhe
government-wide statements, reconciliation is presented and a separate explanation for each differences.

The Municipality reports its financial position (Balance Sheet) and results of operations (Statement of Revenues,
Expenditures and Changes in Fund Balance) in funds, which are considered separate accounting entities. The operations of
each fund are accounted for within a set of self-balancing accounts. Fund accounting segregates funds according to their
intended purpose and is used to aid management in demonstrating compliance with legal, financial, and contractual provisions.

The new model as defined in GASBS No. 34 established criteria (percentage of the assets, liabilities, revenues, or
expenditures/expenses of either fund category in the govemmental fund) for the determination of major funds. The non-major
funds are combined in a single column in the fund financial statements. The Municipality reports the following major fund:

General Fund - This is the general operating fund of the Municipality. lt is used to account for all financial resources,
except those required to be accounted for in another fund.

State Assiqnment Fund - This is the fund used to account for all the transactions of the State Assignment by
Legislature Resolutions. The primarily objectives of these assignments is the development of projects on communities,
not-for-profit organizations, purchase of equipment and indirect assignment to persons of low and moderate income.
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.qg!!.r{g_rywEAlrH oF PUERTo RtcoMUNrcrpALrry oF cuLEBCA: FuEiio nrcoNorEs ro rHE BAstc rrr,rer,i'Cniiii#ilErrs
FOR THE

moderate income.

.JUNE 30
NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES I"ONON'*ONT

.DBG Fund - This is the fund used to account for art the transactionrfj:,:f] J},,,l'Jli"i:i,v ooiectiveJ-"r'i,',rc o"'lgrrm is to devor^^-o^i :11,"^S:llunitv Deveropment Brock Grantl::.gi:: rtre 
.primaritv- "oi"lrti, 

-";rh[1'r:it Tor all the transactions of the community Devetopment Block Granr

l",X-Jl"%i:,i*i;-ili,s 6n,iion-,lni';;i';i;:f.i: ':.i;#llJT:l*l"lr:t^i:llid,:. by providins decent
housing, a suitabte rirlrJ-lrrir"""#"i'HJ:,n*' is to developr"nlil yirbr. "rrr,ir[[*"lirl'lli,#r1l'rti3J:llmoderateincome. 

- "-"'Y vrrv,vrrrrrurrt ano expancled economic opportunities,-pril.iprirv"ilr r"oon. or to* rnJ
sales Tax Fpnd - This is the fund used to. account for arl rhe fansactions rerated to the citizenship contribution of
1'0%o over all business ot p"iton'i tran.sactions-rlirtJ tl'""r" ,r g-";a rrd-ffie9 mlde on the Municiparity. rn
addition' this'fund is useo-to-Jci'li th9.si"t" JJriiol"tirJ,,g tliir,i',ir,Jr.rur, J, the sares rax. rhe resources
collected bv th-is tax are 

'i"J i" '"ii,ities 
rir<e [eamr"u;il:"., improvements-in lie-"ortror and management of soridH:irXfl:ir5, 

and recvcling ptd',;ms, pubric irpi"r""r"ii., puLric ;;f.r'il ,Iin,"n"n"" of a, pubric facirities of

3l',,?"'#3i,jf ;'jflffi's',*?#:',::l?'l?Iflfl"ifJ;:fJ:,ii:,?-1,r:t,lil"j;i""?^,fffl"1."gbe maintained and incorporates

D. Budgetary Data

The Municipality annualty-adopts the BudgetResolution for ail operating funds of the Municiparityexcept for certain restrictedffi:;:ffi;'l";i#",:'r'HJf"fl;1-.'i"".H!*!#ift"?f#dtiJffiHi:ii,Ht"urt*r;:,,t,ff",,Jr1,,"ffi,n:
rhe Municipatity,s Budgit R"";trli; ffii:":^ir:i#;,#l;lf,rl t, ir," rurff;#T: Managerieni i"JErjg"t Direcror.
within and between departments 

'il i;il;,.'" tong as ,reioilr'olooet; t#il#iiJr"ity 1n"t of interfund triisrers) is noty:r[ii:1,],Jifil,:ljlipT,"i]"T:*:ltffiii[f[t"jff?:?,xi?:i1fltT:,,.,in, apprica,ion" ,," ,r""p,"d by,,,eoutstandins encumbra.nces, andior un"*leno^"0-"pioffi;;i""ril;prition!"ri'v"l;;;i:tilrT"r,;:,fiTir";:r#:i*lf
;"":ffii*%[1H","flilti:38:j;i,1i#i*!I:;::::3:f;:ffi?!i tii",pp,o*r;;",ppi",entarappropriarion(s) 

Durins the

The budget columns (o.riginal and final budoels) of-the Budgetary comparison - Generar Fund reflect the originar budget and theffi,:i",:,,*S::1"!Xi',*mn::"t#1f*iru,;*;h:,S;,,".Tffi""#l",ilffil,,**m"lHs"I",nl"il}
of each fiscal year.

Amendments to the budget' including transfers, require the approval of the Municipar Legisrature. Unencumbered appropriationsfi3i",3[ff1X,"J,.Tfi":i# l'flli*i"*lH:nH"t ,lo*-l3r"L 
p,o""o,res, in accord,n"" *in'Li,;'ft;Ii" estabrish

f 
iJfJ""J#":i,r"if"',T,ffi,i i:il,'il,H,ffi:?tJll..;:lf"g:U::", Lesisrature a proposed budset ror the nscar

2' The budget document is available for public inspection prior to its approval by the Municipal Legislature.3' The commissioner of Municipal Affaill^e1lmines the budget,!o yer!.fu if it complied with the raw,s standards and sends
it to the Mayor for 

"ny 
**,,"nt" otll"orrendation o"ioi" ir,e rimited date estabrishes by the Law.4' Prior to June 13' the annual budget is legally enacted through passage of the annuar appropriation ordinance.5' lf a budget is not.adopted prior to the end of the end of the fiscar year, the annuar budget for the preceding fiscar year,

as approved by the Municipal Legislatu,g,rrgltr" rr,lJvJr, i"'"r,"ratilarrvil;;;,. the ensuing fiscaiyear untir a::[f$lt;lji'tr;iil".fl;#","nf:t"F'id;d;fi;'# continue ,Jri,g'la;ents ror its operating and other

6' Subsequent to the enactment of the 
,annuaf. appropriation ordinance, the Municipar Lgor.slalure has the authority toilff;"t?s:ffi#Hffi:lx;::Ja"*#,i,ru";5i;#i#J;;;;h;;i"i'ii, ii5t,og"t inrormation inc,uded in the

since the budgetary basjs differs from accounting. principres generaily accepte_d in the United states.of America (GMp), actuar
amounts ror rhe Generar Fund in *," ,""rrprrr,;s u;;fiio'"Jril.o; a;il;"Ii"'[;;","d on the budgetary basis to
enhance comparability.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA, PUERTO RICO
NOTES TO THE BASIC FINANCIAL STATEMENTS

NorE 1 suMMARy oF stcNtFtcANT AccouNTtNG poltctEs (continuation)

The principal differences between the budgetary and GAAp bases are the following:

1' Encumbrances are recorded as expenditures under the budgetary basis and as a reserye of fund balances underGAAP.

2' The non-exonerated portion of the property tax advances are presented as revenue in the budgetary basis and asother financing sources under GMp (See lriote 9).

3' lnterfund transactions of the General and special Revenue Funds are not included in the budgetary basis.

4. Certain accrued liabilities and other debts are not included in the budgetary basis.

5' Certain revenues susceptible to accrual, i.e., both measurable and available, are not included in the budgetary data.

All encumbrance appropriations in the operating budget lapse at the end of the fiscal year. property taxes collected during thecurrent year by the Municipal Revenue Collection Center lFiscal Agent) are presented'as revenues in the accounting basis butare not considered in the budgetary schedule i

The special funds of the special Revenue Fund have not been included in the budgetary comparison because balances are notbudgeted' Also the budget prepared for the Federal Finance A*rro" Programs i-nauied in tne capital projects and specialRevenue Funds is based on a program period which is not necessarity a year. Accordingly, it's not practical to present an annualcomparison of budget for such programs.

E. Gash, Cash Equivalent and lnvestment

The Director of Finance of the Municipality is res-ponsible for investing the available resources in certificates of deposit and othershort-term investments. lnvestments are made fiom the available colmnineo funds of the Municipality and, ,""oriirgiv, it is notpractical to disclose certificates of deposit and other short-term investments individually by fund in the combined financialstatements' lnterest earned on certificates of deposit and other short-term investmenti aie recognized as revenue in theGeneral Fund' Cash in the Special Revenue, Debt Service and capital Project Funds are restricted; accordingly, resourcesavailable were not used for pool investments.

Cash with fiscal agent- represents property tax collections retained by the Municipal Revenues Collection Center andundisbursed proceeds of certain bonds, loans or grants which are maintained in a cash custodian account uy irre CovernmentDevelopment Bank of the Commonwealth of puerto Rico.

This sinking fund is maintained by the Governmental Development Bank of Puerto Rico, agency which acts as the insurer andpayer of the Municipality's bonds and notes issued in accordance with law.

F. Receivable

Receivable are stated nets of estimated allowances for uncollectible accounts, which are determined upon past collectionexperience and current economic conditions. Receivable from Federal Government represents amounts owed to theMunicipality for reimbursement of expenditures incurred pursuant to federally funded progrrr".

G. lnventories

The General, Special Revenue and Capital Project Funds, purchases office and printing supplies, gasoline, oil and otherexpendable supplies held for consumption. The cost of purchases is recorded as expenditire ih'tne appropriate tunO anO tneinventory is not recorded in the basic financial statements.

H. Capital Assets

Property, plant and equipment purchased or acquired is carried at historical cost or estimated historical cost. contributed assetsare recorded at fair market value as of the date.received. The Municipality's capitalization tevets are $500 ;" p;r;;;;[roperty.
For improvements other than buildings, the capital outlay must be gr6atei than'$'|0,000, 

"*teno 
the estimated useful life for tenyears, and be greater than 10olo of the original cost of the asset. other costs incurred for repairs and maintenance is expensedas incurred.



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF CULEBRA, PUERTO RICO
NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED JUNE 30,2OO8

NorE t SUMMARY oF slGNlFlcANT AccouNTtNG poLIctES (continuation)

H. Capital Assets (continuation)

Depreciation on all assets is provided on the straight-line basis over the following estimated useful lives: (See Table 1)

Taele I
GlprnrAssers YEARS

Buildings and site lmprovements 20-50
lnfrastructure 20-50
Motor Vehicles, furniture and fixtures 5-10
Machinery and Equipments 5-20

l. CompensatedAbsences

The Municipality accrues accumulated unpaid vacation and sick leave and associated employee-related costs when eamed (or
estimated to be eamed) by the employee. The Municipality's employees are granted 30 days of vacations and 18 days of sick
leave annually. Vacations may be accumulated up to a maximum of sixty (60) days and sick leave up to a maximum of ninety
(90) days. ln the event of employee resignation, the employee is paid for accumulated vacation days up to the maximum
allowed. Separation from employment prior to use of all or part of the sick leave terminates all rights for compensation, except
for employees with ten years of service who are entitled to sick leave pay up to the maximum allowed. The Municipality accrued
a liability for compensated absences, which meet the following criteria:

1. The Municipality's obligation relating to employee's rights to receive compensation for future absences is
attributable to employee's services already rendered.

2. The obligation relates to rights that vest or accumulate.

3. Payment of the compensation is probable.

4. The amount can be reasonably estimated.

ln accordance with the above criteria and requirements as established by GASBS No. 16; the Municipality has accrued a liability
for compensated absences, which has been earned but not taken by Municipality's employees. For the government-wide
statements, the current portion is the amount estimated to be used in the following year. For the governmental funds statements,
all of the compensated absences are considered long-term and therefore, are not a fund liability and represents a reconciling
item between the fund level and government-wide presentations (see Note 7).

Table 2

BALANcE RerReuerurs BaulNce
JurY1, New aroCunRerr Juue30,
2007 lssuEs Mnruarrcs 2008

Cunneur Lorue-Trnn
Ponnor PeEIoH

J, lnsurance

The Municipality has insurance coverage for its public facilities, primarily to provide protection from catastrophic losses. Also,
principal officials of the Municipality are covered under various surety bonds. The Secretary of the Treasury Department of the
Commonwealth of Puerto Rico is the agent commissioned to place all of the Municipality's insurance coverage. Corresponding
premiums payable are withheld by the Municipal Revenue Collection Center from quarterly advances of annual property tax and
subsidy send to the Municipality.

K. lnterfundTransactions

lnterfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables and payables as
appropriate and are subject to elimination upon consolidation. Reimbursements occur when one fund incurs a cost, charges the
appropriate benefiting fund and reduces its related cost as a reimbursement. All other interfund transactions are treated as

19

The following is a summary of changes in
the balance of Compensated Absences
for the fiscal year ended June 30, 2008
(l-able 2).
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NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

NorE I SUMMARY oF stGNtFtcANT AccouNTlNG pollctEs (continuation)

K. lnterfund Transactions (continuation)

transfers' Transfers between governmental or proprietary funds are netted as part of the reconciliation to the government-widecolumnar presentation. The Municipality has the foilowinj types of transactions among runoi: 
-

lnterfund loans - Represent amounts provided with a requirement for repayment, which are recorded as due from,, inthe lender governmental fund and "due to" in the bonower governmental fund. lnterfund receivables, which are notconsidered currently available financial resources, are reported as advances. For amounts not expected to be collectedwithin a reasonable period, interfund receivablesi/payables are reduced to the estimated realizabte value and theamount that is not expected to be repaid is reported asa transfer from the governmental fund that made the loan.

L. Reservations of Fund Balance - Governmentat Funds

The governmental fund financial statements present fund balance reserves for those portions of fund balance (1) not availablefor appropriation for expenditures or (2) legally segregated for a specific future use.'The reierves for related assets such asin-ventories and prepayments are examples of the former. Reserves for debt service and other specific purposes are examplesof the latter.

M. Glaims and Judgments

The estimated amount of the liability for claims and.judgments, if any, which is due on demand, such as from adjudicated orsettled claims, is recorded in the General Fund. The Long-Term Liabilities includes an amount estimated as a continient liability
or liabilities with a fixed or expected due date, which will require future available financial resources for its payment. "

N. Use of Estimates

The preparation of the basic financial statements in.conformity with accounting principles generally accepted in the United
9t919" of America requires management to make estimates ani assumptions thli affect thJreportei amounts of assets and
liabilities and disclosures of contingent assets and liabilities at the date of the basic financial statements and the reported
revenue and expenses during the reporting period. Actual result could differ from those estimates.

NOTE 2 CASH AND CASH EQUIVALENTS

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and Government Development Bank
for Puerto Rico (GDB). Proceeds from bonds and funds related to certain grant awards are required by law to be held with
GDB.

The Municipafity adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposit and lnvestment Risk Disctosure, an
Amendment fo GASB Statement No. 3. This statement requires that state and local govemments disclose essential risk
information about deposits and investments. The disclosure requirements cover four main ireas: (1) credit risk, (2) interest rate
risk, (3) custodial credit risk, (4) foreign exchange exposure.

Credit risk - This is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. ln
compliance with the laws and regulations of the Commonwealth, the Municipality has adopted, as it,s cuitodial and
credit risk policy, the Statement of lnvestment Guidelines for the Govemment oi the Commonwealth of puefio Rico.
Accordingly the Municipality invests only in obligations of the Commonwealth, obligations of the United States of
America, certificates of deposits, commercial paper, bankers' acceptances, or in pools of obligations of the
municipalities of Puerto Rico, which are managed by GDB. According to the aforementioned investmeniguidelines, the
Municipality does not invest in marketable securities or any types of investments for which credit risk e*pi"rre ,rV O"
significant' Therefore, the Municipality's management has concluded that the risk related to any possible loss related to
defaults by commercial banks on the Municipality's deposits is considered low at June 30, 200g.

lnterest rate risk - This is the risk that changes in interest rates of debt investments will adversely affect the fair value
of an investment. The Municipality manages its exposure to declines in fair values by: (1i not including debt
investments in its investment portfolio at June 30, 2008, (2) limiting the weighted average maiurity of its invesh[nts to
three months or less, and (3) keeping most of its bank deposits in interests bearing aicounts generating interests at
prevailing market rates. At June 30, 2008, the Municipality's investments in certifiLates of de[osits arj recorded at
cost, which approximates their fair value. Therefore, the Municipality's management has conciuded that at June 30,
2008, the interest rate risk associated with the Municipality's cash and-cash equivalents is considered low.
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NOTE 2 CASH AND CASH EQUTVALENTS (continuation)

custodial credit risk - ln the case of deposits, this is the risk that in the event of a ban-k failure, the Municipality,sdeposits may not be recovered. Pursuani to the sfafem 
"ni 

oi lnn""tment Guidetinis ror the Govemment of thecommonwealth of Puefto Rlco the balances deposited in commercial banl<s ov t 
" rr,|rri"ipality are insured by theFederat Deposit tnsurance Corporation (FDIC) g"i.,"rJry up il rn"-*irm of $100,000 per depositor. tn addition, pubticfunds deposited in commercial banks Ly tle'ilrrrni"iplriti ; ,r',, securities ptedged as coltateral are hetd, in theMunicipality's name, by the agents of the common*Jrrfli" sl#i;r, of rreasury. Deposits with GDB are uninsuredand uncollateralized' However, no losses related to defaultsby e od on deposit transaciions have been incurred by theMunicipality through June 30, 2008. Theref;orej 

lhe_M.u;ii,]piitvt-r"nagement has concluded that at June 30, 2008the custodial credit risk associated with the Municipality's 
"rIn 

,ii.."h equivalents is considered low.

Foreiqn exchanqe risk - The risk that changes in exchange rates will adversely affect the value of an investment or adeposit' According to the aforementioned investment guidJlines, the Municipalii i" G;;ed from investing in foreignsecurities or anv other types of investments in which foGil ;;h;;ge,risk'exptsu;;;;t-t" significanr. Accordingty,management has concluded that the foreign exchange risi rerateJ'ti ftre rrauniciparitv;r'Lposit* is considered low atJune 30, 2008.

At June 30, 2008 the total deposits are as follows:

NOTE 3 INTERFUND TRANSFER AND BALANCES

B. INTERFUND RECEIVABLE AND PAYABLE BALANCES

lnterfund receivables and payables at June 30, 2008 are summarized as follows: (see Table 3)

rrureRruuo trurenruruo TneLe3

REcEtvABLE pnvnslE Auoutr

GeneralFund CDBG Fund $ 1g2,763
General Fund Other Governmental 199,622
State Assignment General Fund 1,77g,362
State Assignment CDBG Fund ' 

8g,744
Other Governmental General Fund Sg.Zgg

TOTAL $ruO9290

Unrestrlcted:

Cash in comrnercial banks,
Total unrestricted derDsits

Restricted (Note 1):

Cash in GDB, as fis€l agenl
Total canytng arnount of
deposits

STATE
GENEMI. ASSIGNMENT

FUND FUND

$ 561,710 $ 593,12S

s56Lz10 $_5gL12S

$ 32,809 $ 633.731

i32.809 i_63XZt1 SIJ5X4'12
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NOTE 4 DUE TO OTHER GOVERNMENTAL UNITS

As of June 30, 2008' balance due to other governmenlal units of the General Fund for services rendered to the Municipality,consists of the following:

AMoUNT

$ 4,307
118,231
20,092
6,033
3,887

$152*550

Water & Sewer Company ..............
State Treasury Department....................
State Retirement System..
ELA Employee Association
General Services Administration...................

Total Due to Governmental Units

NOTE 5 CAPITAL ASSETS

Capital Assets activities for the fiscal year ended June 30, 2008 was as follows (See Table 4)

TABLE 4

DEscRPnoN

Non-Depreciable Capital Assets:
Land...................
Construction in Progress........

Total Non-Depreciable Capital Assets........
:

Depreciable Capital Assets:
Buildings............

1nfrasiructure..................................:.::......:
Machinery and Equipment..
Motor Vehicles...

Total Depreciable Capital Assets
:

Less Accumulated Depreciation:

BALANCE

JULY I,
2007

$ 3,366,886

J

3.366.886

6,285,605

ADJUSTi ENTS

$-

ADDIIoNs

$

REnREMENTS

$-

BALANcE
JUNE 30,

2008

$ 3,366,886

-
3.366.886

6,285,605

872,604
1.626.395

8.584.604

(1,439,153)

672,604
1.626.395

8.584.604

(1,439,1 s3)
lnfrastruclure
Machinery and Equipment......
Motor Vehic|es........,....................................

Total Accumulated Depreciation

Total Depreciable CapitalAssets (Net) ......

CAPTTAL ASSETS, N ET........................... $- t

( 670,869)
fi.428.602)

(3.538.624)

5,045.980

$-8-412.860

( 670,869)
fi.428.6021

(3.538.624)

5.045.980

$-tuue866

During Fiscal Year 2007-2008 no depreciation expense were charged to governmental functions/programs: (See Table E)

Culture and Recreation

Total Depreciation Expenses. .... S -
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NOTE 6 GENERAL LONG.TERM DEBTS

A. GENERAL OBLIGATIONS BONDS

The principal long-term obligations of the Municipality are general obligations bonds and special notes issued
construction and improvements of public facilities and purchase of equipment. The Municipality's obligations
retirements are appropriated and paid from resources accumulated in the Debt Service Fund ('See'Note g)-.

General obligations bonds as of June 30, 2008, are comprised of the following individual issues:

DescRrplor.r

General Obligations Bonds:

to finance tlle
long-term debt

Atvtoulr

$170,000, Series 2003, for capital outlay purposes, payable in semi annual installments ranging from $20,000
_ to $30,000, excluding interests at 4.1O, through Juty 1, 2009. $ 30,000

$220,000, Series 2005, for capital outlay purposes, payable in semi annual installments ranging from 925,000 to
$35,000, excluding interests at4.62o/o,through Juty 1,2011 105,000

- $220,000, Series 2006, for capital ouflay purposes, payable in semi annual installments ranging from 925,000 to
$35,000, excluding interests at 6.00%, through July 1,2012.. 135,000

> $926,000, Series 2006, for capital outlay purposes, payable in July 1, 2007, excluding interests at 4.50o/o 926.000

The annual requirements to amortize the general obligations outstanding as of June 30, 2008 are as follows (See Table 6):

IABLE 6
Yeln Eruorue PRtNctpAL INTEREST ToTAL

JUNE 30. PAYMENT PAYMENT PAYMENT

2009 $1 ,021,000 $ 13,730 $1,034,7302010 70,000 9,492 79,492
2011 70,000 5,817 75,817
2012 35.000 2.100 37.100

ToTAL $l;196-000 $3L139 $1221-1sg

B. OTHER LONG.TERM DEBTS

Following are the Other Long-Term Debts (See Table 7):

TABLE 7
BALANcE
JULY,, RETIREMENTS BALANGE
2OO7 NEw AND JUNE3O,

DEscRrpfloN AsRESTATED lssuEs ADJusTi,tENT 2008

Property Taxes - MRCC. $2,438,884 $ 8,572 $ 30,333 $2,417,123
Treasury Department...... 22,271 - 5,568 16,703
Claims and Judgments... 314,738 314,738
Compensated Absences. 351,2'18 8,588 - 359,806

ToTAL .. $3268J57 $17.160 $157294 $3J11822II
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NOTE 6 GENERAL LONG-TERM DEBTS (continuation)

B. Notes Payable to CRIM

Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter into a financing agreement of up to
$200 million, for a term not exceeding 30 years. The financing agreement allows for the financing of a debt that the
municipalities of Puerto Rico have with CRIM, arising from the final settlements of property tax advances versus actual
collections through fiscal year 2000. The amounts that the municipalities will collect from the additional property taxes
resulting from the increases in the subsidy from the Commonwealth to the municipalities are assigned through this law to
repay such loan. The increase in this subsidy was the result of the Public Law No. 238 of August 15, 1999.

ln addition, on July 1,2002, the Municipality entered into a repayment agreement with GDB and CRIM to pay off the
remaining $2,617,416 of excess of property tax advances through prior fiscal year. CRIM retains the principal and interest
from the property tax advances of the Municipality. The amounts retained by CRIM are remitted to GDB on July 1 of each
year through July 1,2032. The repayment agreement bears interest at variable rates determined by GDB. Th:
outstanding principal balances of the note payable to CRIM amounted $2,396,174, at June 30, 2008. The principal and
interest maturities are as follows:

Yean Eruorruc

Jurue 30,

2009
2010
2011
2012
2013

2014-2018
2019-2023
2024-2028
2025-2033

TOTAL

Pnrrucrpnl.....INTEREST Torll
Peyuerur...... PIvMENT PAyMENT

45,393 ....147,572 192,965
48,246....144,720 192,966
51,277....141,688 192,965
54,499....138,466 192,965
57,923....135,042 192,965

349,002....615,825 964,827
473,316....491,51 1 964,827
641,910....322,916 964,826
674.608 97.253 771.861

s 2.396.174 $ 2.234,

Financinq of delinquent property tax accounts sold - On July 1, 2007, the Municipality entered into a financing agreemert
with CRIM in the amount of $8,571 for the payment of delinquent property tax account sold to private investors. The
financing agreement in the form of a line of credit bearing interests at 6.22% during the first 5 years, and variable interests
125 points over LIBOR rate during the next 25 years. At June 30, 2008, the outstanding principal balances amounted to
$8,229.

The principal and interest maturities are as follows:
PRrrucrpll.....lrweResr TorRr-
Pnvuerur...... PRvlaerut PRYuerur

343...........512 855
343...........490 834
343...........469 812
343...........448 791
343...........427 769

1,714........1,813 3,527
1,714 1,280 2,994
1,714 746 2,460
't 372 213 1 585

$___8229 S__ff98 $_il-A27

Yenn Euorr,rc
JuNe 30,

2009
2010
20'11
20't2
2013

2014-2018
2019-2023
2024-2028
2029-2033

TOTAL
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NOTE 6 GENERAL LONG-TERM DEBTS (continuation)

LlMq - On June 28, 2001, the Municipality entered into a financing agreement with CRIM for the payment of the Municipality's
share of the cost of an information management system, acquired by CRIM on behalf of all municipalities, for the managenrerit
of a digital database of taxpayers properties located in Puerto Rico. The face amount of the loan was $30,415 and bears no
interest. The note is payable in semi annual installments of $2,040 through December 1,2011. This note has an imputed
interest rate of 5.95%. At June 30, 2008, the balance of this note amounted to $12,719. The principal and interest maturities
are as follows.

YeeR ENorr'rc PRttrtctpat.....lrureResr Torel
Jurue 30, Pnvuexr......Peyueur Pavuerut

2009
2010
2011
2012

3,372...........707 4,079
3,575...........504 4,079
3,791 ...........288 4,079
1 s81 59 2 040

TOTAL $__12.719..$__l-558 l-14271_

- c. CHANGEs IN GENERAL LoNG.TERM DEBTs

The following is a summary of changes in long-term debts for the year ended June 30, 2008 (See Table 8):

TABLE 8
BALANCE
JULY 1,

2007
DEscRlPTtoN As RESTATED

General $1,281,000
OthersDebts.... 3.268.357

TOTA1............ f43t9J5Z

RETTREMENTS BATANGE AMOUNTS AMoUNTS
AND JUNE 30, DUE WTHIN DUE AFTER

ADJUSTIENT 2OO8 ONEYEAR NEXTYEAR

$ 8s,000 $1,196,000 $1,021,000 $ 17s,000
167.294 3.1',18.223 4',18.767 2.699.456

$25225A MJL14223 $!r39J6Z $237AAffi

NEw
lssuEs

$-
17.160

$lilIio

NOTE 7 DEBT RETIREMENT

Revenues of the debt service fund consists of the ad-valorem property taxes which are recognized as revenue when collected
from taxpayers and reported by the Municipal Revenue Collection Center of the Commonwealth of Puerto Rico to the

v Municipality (See Note 8).

These property taxes are accumulated by the Municipal Revenue Collection Center in costs of the general obligations bonds

- issued by the Municipality (See Note 6). Payments are made to the Government Development Bank of the Commonwealth of
Puerto Rico from such accumulated funds by the Municipal Revenue Collection Center of Puerto Rico.

_ NOTE 8 LANDFTLL CLOSURE AND POSTCLOSURE GARE GOSTS OBLIGATION

The Municipality owns a municipal solid waste landfill. However, the Municipality has not adopted the required provisions of
Statement No. 18, Accourrting for Municipal Solid Waste Landfill Closure and Postclosure Care Costs, issued by the
Governmental Accounting Standards Board (GASB No. 18) and the regulations set forth by the U.S. Environmental ProtectionL 
Agency (EPA) in its "solid Waste Disposal Facility Criteria", issued on October 9, 1991. According to these standard and
regulations, the Municipality is required to place a final cover on its landfill site when closed and perform certain maintenance
and monitoring functions at the landfill site for 30 years after closure. Although closure and postclosure care costs will be paid

only near or after the date that the landfill stops accepting waste, the Municipality reports a portion of these closure and
postclosure care costs as an operating expense in each period based on landfill capacity used as of each statement of net
assets date. The accompanying statement of net assets does not include the required liability for closure and postclosure care

_ 
costs of the solid waste landfill using current cost allocated based on the actual landfill capacity used at June 30, 2008.
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NOTE 9 PROPERW TAXES

The Municipal Revenue Collection Center of the Commonwealth of Puerto Rico is responsible for the assessment of all real and
personal property located within the Municipality and for the levy, administration and collection of the conesponding tax
contribution.

The propefi tax contribution is levied each year over the appraised value of the property at the beginning of the calendar year.
The real property assessment is based on the cunent value existing in the year 1957 and the perional [roperty at the current
value at the date of the assessment.

The tax rate per annum is 8.08% for real property and 6.08% for personal property of which 1.03o/o of both belong to the
Commonwealth of Puerto Rico and 7.25o/o and 5.25o/o, respectively, belongs to the Municipality. From the portion belonging to
the Municipality, 6.00% and 4.00%, respectively, represents the Municipality's basic tax rate that is appropriated for general
purposes and therefore accounted for through the General Fund.

The remaining portion belonging to the Municipality of 1.25Yo represents the ad-valorem property taxes withheld by 1e
Municipal Revenue Collection Center of the Commonwealth of Puerto Rico and restricted for debt service, which is accounted
for through the Debt Service Fund (See Note 7). The Municipality has not reached the maximum statutory tax rate limit for the
basic tax while there is no limitation for the ad-valorem tax rate.

The Commonwealth of Puerto Rico grants complete real property tax exoneration on the first $15,000 assessed valuation on
residential units occupied by their owners. However, the Municipality receives the full amount levied, except for residential units
assessed at less than $3,500 on which a complete exemption is granted. The Municipal Revenue Collection Center, instead of
the property taxpayer, becomes the source of payment in these cases.

The Municipality grants a complete exemption from personal property taxes up to an assessment value of $50,000 to retailers
with an annual net sales volume of less than $150,000. The Municipal Revenue Collection Center advances to the Municipality,
on monthly payments, 100o/o of the contribution assessed over property for each fiscal year. ln accordance to Law, these
advances will be contributions by the Municipal Revenue Collection Center from taxpayers. The Municipal Revenue Collection
Center periodically informs to the Municipality the amounts collected from taxpayers and applied to outstanding advances.

The Municipality records as revenue in the general fund the property tax contribution when received from monthly advances
from Municipal Revenue Collection Center.

Due to the fact that collections of property tax are applied to the advances of property tax paid by the Municipal Revenue
Collection Center, the amortization of the advance at end of year was not available due to that is in process of verification by
external auditors.

NOTE 1O VOLUME OF BUSINESS TAX

The volume of business tax is levied each year based on the prior year's gross revenues for all commercial and industrial
organizations doing business in the Municipality and which are not totally or partially exempt from this tax under the lndustrial
lncentives Laws of the Commonwealth of Puerto Rico. All taxpayers are required to file their declarations by April 23 of each
year. The tax rates are as follows:

a. 1.50% for financial institutions and savings and loan associations.

b. 0.50% for all other organizations.

Taxes are payable in two equal semi-annual installments on July 1 and January 1 following the date of levy. lf they are paid with
declaration, the taxpayer is granted a 5o/o of discount. Collections of taxes during current fiscal year, applicable to the next fiscal
year, are recorded as deferred revenues in the General Fund.

NOTE 11 SALES TAX

On July4,2006, the Governor of Puerto Rico signed into lawtheTaxpayerJusticeAct (ActNo.117, H.8.2193).Thenew
law imposes a municipal sales tax at a rate of 1.5% (effective July 1, 2006) and the Commonwealth sales tax at the rate of
5.5%, with an effective date of November 15, 2006. Conversely, the Commonwealth of Puerto Rico eliminated the excise tax of
6.6% on some imports (taxes on cigareftes, liquor, and cars are still in effect) and implemented the sales and use tax ("sales
tat'') system. Accordingly with this law the municipal sales tax is administered at the local level, and the Commonwealth sales
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NOTE 11 SALES TAXES (continuation)

tax is administered through the Puerto Rico Treasury Department. Consequently, separate registration and filing forms are
required of retailers.

ln Fiscal Year 2007'20Q8, the Municipal Legislature of the Municipality of Culebra approved an Ordinance establishing a
citizenship contribution of 1 .0o/o over all business or personal transactions related to sale'of goods and/or services made on the
Municipalities boundaries. The resources collected due to this tax assesment will be used in local activities like improvements in
health services, improvements in the control and management of solid waste disposal and recycling programs, public
improvements, improvements of public safety, and maintenance of all public facilities of the Municipality.

Any person/corporation is required to register with each municipality in which it conducts commercial transactions and in the
Puerto Rican Treasury to obtain a Retraile/s Registration Certificate, exemption certificates, and tax returns forms. The retailers
are required to file and send monthly sales tax returns by the 20th day following the month in which the tax was collected.

Also, on July 29, 2007 , lhe Governor of Puerto Rico signed into Law an amendment of Act No. 1 
.l 7, H.B. 2193 known as Act

No. 80. The most significant amendments were: first, to uniform the tax rate at 7o/o of which the municipalities will collect 1%
and the Puerto Rico Treasury Department the other 60/o,05o/o of the 6% belongs to the municipality and ii is Oistributed through
three separate funds: Municipal Development Fund, Municipal Redention Fund and Municipal lmprovements Fund; second'ly
the establishment of a Local Commercial Rule and the elimination of source and nexus rules to impose the sale and use tax.

These funds are administered by the Govemment Development Bank for Puerto Rico. Finally, the Law restricts the use of the
funds by the municipalities to certain specific activities.

NOTE 1 2 INTERGOVERNMENTAL REVENUES

lntergovemmental revenues consist primarily of funds received from the Commonwealth of Puerto Rico, "in lieu of tat', payments
from the quasi-public corporation, Puerto Rico Electric Power Authority, and federal financial assistance received from federal
government.

Grants and subsidies received from the Commonwealth of Puerto Rico and federal agencies include, among others, a general
subsidy for urban development and capital improvements. lntergovemmental revenues are accounted for ttirough the General
Fund except for those directly related to urban development and capital improvements, which are accounted ior through the
Special Revenue and the Capital Project Funds. Federal Financial Assistance is recorded in the Special Revenue Fund.

NOTE 13 EMPLOYEE'S RETIREMENT PLAN

The Employee's Retirement System of the Government of Puerto Rico and its instrumentality (ERS) is the administrator of a
cost-sharing multiple-employer retirement system established by the Commonwealth of Puerto Rico. The ERS was created
under the Acl 447 , approved on May 15, 1951 , as amended, and became effective on January 1 , 1952. ERS covers all regular
employees of the Commonwealth of Puerto Rico and its instrumentality and of certain municifialities and components units not
covered by their own retirement systems.

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of Agencies and public
lnstrumentality, Assistants of the Governor, the Comptroller of the Puerto Rico, Gubernatorial Board and Coirmittee appointees
and Experimental Service Station employees. ERS provides retirement, death and disability benefits. Disability ietirement
benefits are available to 

-members 
for occupational and non-occupational disabilities. Retiremeht benefits depend upon age at

retirement and number of years of credited service. Benefits vest after ten years of plan participation.

The Municipality adopted the requirements of GASBS No. 25 for all the career employees that are covered under the
Commonwealth of Puerto Rico Employee's Retirement System, a multiple-employer'public employee retirement system,
established by State Laws.

Under the plan, the employees and employer portions are contributed, for which, the employee amount is withheld from salaries.
covered employees are required by commonwealth statute to contribute 5.775o/o toi ttre first $550 of monthly salary plus
8.275% for the excess of this amount, or on the alternative, 8.275% of all salary. The Municipality contributes to tne syitem
9.275% of the participating employee's salaries.

Law Number 305 of September 24,1ggg, amendments the Act Number 447 lhalestablish a savings program. All employees
active in the system as of December 31, 1999 may elect to transfer from define contribution programs to the new savings
program (a defined contribution plan). Employees In the savings program may now contribute from a minimum of B.2TSo/o up t6
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NOTE 13 EMPLOYEE'S RETIREMENT PLAN (continuation)

a maximum of 10% of their monthly salary, and will invested in an account which will either: (a) earn a fixed rate based on ti:e
two-year Constant Maturity Treasury Note or, (b) earn a rate equal lo 75% of the return of the System's investment portfolio (net
of management fees), or (c) earn a combination of both alternatives. lf at time of retirement accumulated benefits amount to
$10,000 or less may elect to receive a lump sum distribution up to the accumulated benefits. Under the new program the
retirement age is reduced from 65 to 60 for those employees who joined the current plan on or after April 1, 1990.

The pension benefit for participants who retire with less than 30 years of service is computed at the rate oI lTzYo of their average
compensation for each year of credit service for the remaining years. The System also provides for death and disability benefits
and the assets of the System pertaining to the participant employees.

A variety of significant actuarial assumptions are used to determine the standard measure of the pension benefit obligation and
these assumptions are summarized below:

a. The present value of the future pension payments was computed by using a discount of 9%.

b. Future pension payments reflect an assumption of a 60/o salary increase.

All employees that do not elect to transfer for the new program and who at the time of employment are 55 years old or less are
eligible to participate in the System.
Pension benefits for participants
with 30 years of service are as
follows (See Table 9)

YEARS PARTtctPANT's TABLE g
OF SERVICE AGE PENSIoN BENEFITS

30 or more 55 or less 65% of the average of the three years of highest salary during the
employee's service period.

30 or more 58 or more 75% of the average of the three years of highest salary during the
employee's service period.

30 or more 65 or more 
#';,""J"!: 3JffH"#,:1"(:H??"J::f ,?:#lY:ffif?-:;Trn,lX:
1 990).

The amount of the total pension benefit obligation is based on a standardized measurement established by GASBS No. 27,
Financial Reporting for Defined Benefit Pension Plans and Nofes Drsc/osure for Defined Contibutions P/ans. The standardized
measurement is the actuarial present value of estimated defined pension benefits, adjusted for the effects of projected salary
increases and step-rate benefits, estimated to be payable in the future as a result of employee services performed to date. The
measure is intended to help users assess the System's funding status on a going-concern basis, assess progress made in
accumulating sufiicient assets to pay benefits when due, and make comparisons among other public retirement systems. The
measure is independent of the actuarial funding method used to determine contributions to the plan.

The membership of retirees and beneficiaries currently receiving benefits and terminated employees entitled to benefits, but not
yet receiving benefits, and active employees and the distribution of active employees between vested and non-vested is not
readily available.

Contributions in 2005 and prior years were made based on percentages established by the law. Such percentage has not been
based on actuarial studies, as required by accounting principles generally accepted in the United States of America. An actuarial
compilation of the annual contribution applicable to the Municipality has not been prepared. Accordingly, the accounts by which
the actual contributions differ from the required actuarial contributions are not known.

The total pension expendilures recorded in the category of administration for the Fiscal Year Ended June 30, 2008, was
approximately $10{ ,915. All employees who at the time of employment are 55 years old or less are eligible to participate in the
System. No benefit is payable if the participant receives a refund of his accumulated contributions.

The historical trend information regarding the accumulation of assets and pension benefit obligation in the ERS is not available.
For the ten-year trend information, refer to the separately issued financial statements of the ERS as of and for the fiscal year
ended June 30,2008. The P.R. Retirement Plan Administration provides additional information of the ERS. They issue a publicly
available financial report that includes financial statements and required supplementary information for ERS, as a component
unit of the Commonwealth of Puerto Rico. That report may be obtained by writing to the Administration at PO Box 42003,
Minillas Station, San Juan, PR 00940.



FOR THE FISCAL YEAR ENDED JUNE 30

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA, PUERTO RICO
NOTES TO THE BASIC FINANCIAL STATEMENTS

NOTE 14 CONTINGENCIES

A. CLAIMS AND JUDGMENTS

The Municipality is, at present, a defendant in a number of legal matters that arise from alleged improper application of policies
and negligence in the ordinary course of the Municipality's activities. The legal counsel of the Municipality has advised that at
this stage in the proceedings of lawsuits he cannot offer an opinion as to the probable outcome.

ln addition, the Municipality is a defendant or co-defendant in several legal proceedings, which are in discovery stage. Certain of
these claims are covered by insurance. Legal counsel with the information currently available can not determine the final
outcome of these claims.

The financial statements include a debt for claim and judgments from fiscal year 2007-2008 related to a collection claim by a
contractor. This lawsuit is in appeal in court.

B. FEDERALGRANTS

ln the normal course of operations, the Municipality receives grants from various Federal and State agencies. The grant
programs are subject to audit by agents of the granting authority, the purpose of which is to ensure compliance with conditions
precedent to the granting of funds. Any liability for reimbursement which may arise as the result of these audits is not believed to
be material.

NOTE {5 ACCOUNTING CHANGES, CHANGES IN REPORTING ENTIryAND RESTATEMENTS

The following schedule reconciles the June 30,2008 Net Assets, as previously reported to Beginning Net Assets, as restateJ,
July 1 ,2007.

Table 10

NET ASSETS RESTATED

The following schedule reconciles the June 30,2OOB Net Assets, as previously reported to
Beginning Net Assets, as restated, July 1, 2007

NetAssets as, Previously Reported, atJune 30 2007................. $7,998,083

Adjustment in CDBG Fund as per GASB 33 ................ (2,342,205)

Claims & Judgments settled by lower amount.. 1.625,021

Beginning NetAssets, as Restated, AtJuly 1, 2007.................... $7280*899

The following schedule reconciles the June 30,2008 Fund Balances, as previously reported to Beginning Fund Balances, as
restated, July 1,2007.

FUND BALANCE RESTATED
OTHER

GENERAL GoVERNMENTAL
FUND FUND

Fund Balance (Deficit),
as Reported, June 30,2008. $ (1 ,722.524) $1 ,358,1 20

lnterfund balance not supported........ .... (52.000) 52.000

Beginning Fund Balance (Deficit)
as Restated, Juty 1,2007 SuJTas2$ $futlIll2o



COMMONWEALTH OF PUERTO RIGO
MUNICIPALIW OF CULEBRA, PUERTO RICO
NOTES TO THE BASIG FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED JUNE 30 2008

NOTE 16 SUBSEQUENT EVENTS

On July 29,2007 was enacted the Act 80, to amend the Act. No. 120 of October 31, 1994, as amended, known as the "Puerto
the lntemal Revenue Code of 1994", particularly certain provisions included in Act No. 117 of July 4, 2006, known as the
"Taxpayer's Justice Act of 2006", in order to make mandatory in all the Municipalities of Puerto Rico, the imposition of a uniform
municipal tax of one point five (1.5) percent, from which the municipalities shall collect one (1) percent of the sales and use tax
pursuant to what is established in Sections 2410 and 6189 of said Act, which may be levied discretionally, through municipal
legislation, on food and food ingredients, as defined in Section 23O1 (a) of the Act and to provide for the collection by the
Secretary of the Treasury of the remaining point five (.5) percent without including food and food ingredients as defined in
Section2301 (a) of the Act, to be used in accordance with the purposes established in the Act 80; to provide for the
establishment of the Municipal Development Fund, the Municipal Redemption Fund and the Municipal lmprovement Fund, as
well as for matters relative to the purposes, implementation and administration of said funds; to provide for the establishment of
the necessary mechanisms for the collection of the municipal tax; and for other purposes.

END OF NOTES
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COMMONWEALTH OF PUERTO RICO
iIUNIGIPALITY OF GULEBRA, PUERTO RICO
REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE . GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

Original

Resources (lnflows)

PropertyTaxes... ...... $ 385,647
Volume of Business Taxes. .. ... 198,770
lntergovermental Revenues. .. 2,626,9'10
License and Permits... 989,160
Rent...... 12,052
Miscellaneous ........ 224,950

Total Resources (lnflows)..... .. 4,437,489

Charges to Appropriations (Outflows)

- Mayor and Municipal Legislature... 652,885
General Government... 2,419,303
Public Safety. 213,468
Public Works. 588,293

- Culture and Recreation......... 180,869
Sanitation...... 139,701

Budset Amounts
Actua! Amouns

(Budgetary Basis)
(See Note A)

$ sas,64z
122,5M

2,590,326
993,608

20,627
162,628

4,275,340

Variance with
Final Budget

Positive (Negative)

$-
(76,266)
(36,584)

4,448
8,575

(62,322)

(162,1491

Final

$ 385,647
198,770

2,626,910
989,160

12,052
224,950

4,437,489

677,262
2,404,428

2',14,165
596,161
162,952
134,O71

552,403
2,000,273

167,501
478,892
't28,494
91,555

124,859
404,155
46,664

117,269
34,458
42,516
74,565

844,486

Human Services and Welfare... 242,970 248,450 173,885

TotalChargestoAppropriations............... 4,437,489 4,437,489 3,593,003

Excess(Deficiency)ofRevenuesoverExpenditu."".....'f,$.$"',J,,

See accompanying notes to required supplementary information.

682,337
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA, PUERTO RICO
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

- FOR THE FISCAL YEAR ENDED JUNE 30,2OO8

NOTE A Explanation of Differences between Budgetary lnflows and Outflows and GAAp
Revenues and Expenditures

GerueRar- Funo
Sources/lnflows of Resources:

- Actual Amounts (Budgetary Basis) "Available for Appropriation" from the

Difference - Budget to GAAP:

Differences

- Total Revenues as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 10) .. $A,ZES$

_ Uses/Outflows of Resources:

ActualAmounts (Budgetary Basis) "Total Charges to Appropriation" from the

_ 
Budgetary Comparison Schedule (See Page 25)............. $ 3,593,003

Difference - Budget to GAAP:

L Prior Year expenditures are not outflows of budgetary resources but are expenditures
For financial reporting purposes.... 73,153

Encumbrances for supplies and equipment ordered but not received are reported

- in the year the order is placed for budgetary reporting purposes.... (62,896)

Adjustment to Expenditures. ............ .. 11.11s

Total Expenditures as Reported on the Statement of Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See Page 10) .. S 3,614.435

END OF THIS SECTION
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COMMOITWEALTH OF PT'ERTO RICO
MUMCIPALITY OF CULEBRA, PUERTO RICO
SCHEDULE OF EXPEIYDITURES OF FEDERAL AWARDS
FOR THE FTSCAL YEAR ENDED JUNE 30, 2OOS

Fpornar, Gnnvron / pess Trnoucn
Gnalrron / Pnocn:qrd on CrusrBn Trrre

U. S. Departrnent of Agriculture:

Pass Through State - Deparment of Education

Childand Adult Care Food program

U. S. Deparhent of Housing and Urban Development:

Pass Through StAe - Office of the
Commissioner of Municipal Affairs

State Block Grant Program (SBGP)........

U,S. Deparfinent of Health and Human Services

Pass-Through Office of the Governor,
Regional Elderly Office:

Special Programfor Agng Tifle Itr, partB .............

Pass-Through Adminisfiation of Children and Families:

Child Care and Development Block Grant

Total U.S. D@artment ofHealth and Human Services

U.S. Deparnnent of Homeland Security:

Pass- Through Office of the Governor:

Public Assistant Grant-

TOTAL E)(PENDI:IURES OT' FEDERAL AWARDS

FppBnar
CFDA

Nul,gBn

Pess-Trnoucn
En-myloprrrrnrc

Numpn

N/AV

Torer
E:<ppNomrnss

$ 16,062

477.7t3

68,527

157.558

226.08s

76"732

$_726.592

I

1'
I

10.558

14.228

B.A4s

93.575

97.036

03-FD
02-FU-
Ol.FD
99-FD
98.FD
97.FD
95-FD
94-FD

N/AV

N/AV

N/AV
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COMMOIYWEALTH OF PUERTO RICO
MUMCIPALITY OF CT]LEBRA, PUERTO RICO
NOTES TO SCEEDT]LE OF EXPENDITTIRES OT EDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

NOTE 2

NOTE 1 GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
activity of the Municipality of Culebra, Puerto Rico (Municipality) and is presented on the
modified accrual basis. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-profit
Organizations. Therefore, some amounts presented in this schedule may differ from amounts
presented in, or used in the preparation of, the general-purpose financial statements. The reporting
entity is defined in Note (1) (A) to the general-purpose combined financial statements.

SUMMARY OF' SIGI\IFICAI\T ACCOUNTING POLICIES

A. The accompanying Schedule of Expenditures of Federal Awards is prepared from
Municipality's accounting records and is not intended to present financial po.itio, or the
results ofoperations.

B. The Municipality in accordance with the terms records the financial transactions and
conditions of the grants, which are consistent with accounting principles generally accepted
in the United States of America.

C' Expenditures are recognized in the accounting period in which the liability is incurred, if
measurable or when acfually paid, whichever occurs first.

NOTE 3 T'EDERAL CFDA N{'MBER

The CFDA numbers included in this Schedule are determined based on the program name, review
of grant contract information and the Office of Management and Budget's Catalogue of Federal
Domestic Assistance.

NOTE 4 PASS-THROUGII GRANTOR'S I\UMBER

State or local government redistribution of federal awards to the Municipality, treated as if they
were received directly from the federal government. OMB Circular A-133 requires the schedule
to include the name of the pass-through entity and identifying number assigned by the pass-
through entity for federal awards received as a subrecipient. Numbers identified as N/AV are not
available.

NOTE 5 MAJOR PROGRAMS

Major programs are identified in the Summary of Auditor's Results Section of the Schedule of
Findings and Questioned Costs.
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fft MsNoozAcReuos
Contadores Priblicos Autorizados, C.S.P.

P.O. Box 35 r Guayama, Puerto Rico 00785

INDEPENDENT AUDMORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTER BASED ON AN AI]DIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDTTING STANDARDS

To the Honorable Mayor and
Members of the Municipal Legislature
MriNtclpaury oF CULEBRA, PUERTO RICo

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining firnd information of the Municipality of Culebra, Puerto Rico (the "Mtmicipality") as of ana foittre
fiscal year ended June 30, 2008, which collectively comprise Mturicipality of Culebra' s basic financial
statements and have issued our report thereon dated December 1, 2008. 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 Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Municipality's internal control over financial
reporting as basis for designing our auditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Municipality's intemal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Municipality's internal control over financial reporting.

Our consideration of intemal control over financial reporting was for the limited purpose described in
preceding paragraph and would not necessarily identifu all deficiencies in intemal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.
A conhol deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements on
a timely basis. A significant deficiency is a contuol deficiency, or combination of control deficiencies, that
adversely affects Municipality's ability to initiate, authorize, record, process, or report financial data reliably
in accordance with generally accepted accounting principles such that there is more than a remote likelihood
that a misstatement of Municipality's financial statements that is more than inconsequential will not be
prevented or detected by Municipality's internal control. We consider the deficiencies described in the
accompanying schedule of findings and questioned costs to be significant deficiencies in intemal control over
financial reporting. See finding 08-01 and 08-02.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a material misstatement of the financial statements will not be prevented or
detected by Municipality's internal control.
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Our consideration of intemal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are
also considered to be material weaknesses. However, of the significant defiJiencies described above, we
consider items 08-01 to be material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grants, noncompliance with which could have a direct and material effect on the determination
of financial statement amounts. However, providing an opinion on compliance with those provisions was not
an objective of our at'dit, and accordingly, we do not express such an opinion. The results of our tests
disclosed instances of noncompliance or other matter that are required to be reported under Government
Auditing Standards and which are described in the accompanyirg r.h.dul" of findings and questioned costs
as items 08-01 and 08-02.

TNDEPENDENT AUDITORS' REPORT

Municipality's response to the finding identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit Municipality's response and, accordlngl),, ;e express no
opinion on it.

This report is intended solely for the information and use of the management, Municipal Legislature, Office
of the Commissioner of Municipal Affairs, federal awarding agen"ies, state funding agencies, and pass-
through entities and is not intended to be and should not be used by anyone other than theselpecified pailes.

rl L.r
#tr#ffi"fr"kbnns,..,) ffits
CsnTlrtBo PUeUc ACCoT,NTANTS, C.S.P.

Guayama, Puerto Rico
March 2,2009

Stamp number 2395326 was
aflixed to the original of this report.
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* c l;{"1x?,gr#*,",*#"yg?
PO. Box 35 . Guayama, Puerto Rico @7g5

INDEPENDENT AI]DITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TOEACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COVTPTMNCE IN ACCORDANCEWTTH OMB CIRCIILAR 4-133

To the Honorable Mayor and
Members of the Municipal Legislature
MtrNTcper-ITY oF CuTrgRe, PUERTo RICo

Compliance

we have audited the compliance of the Municipality of GULEBRA, puerto Rico (the ,.Municipality,,) withthe types of compliance requirements described ln the u. s. ffi9e of Managient and Budget (oMB)circular A-l33 conpliance Supplement that are applicable to each of its major federal programs for the fiscalyear ended June 30, 2008. The Municipality's major federal programs are identified ii the .r-rnury ,rauditor's results section of the u"compunying Schedule of Findings and euestioned Costs. Compliance withthe requirements of laws, regulations, contracts and grants applicable to each of its major federal programs isthe responsibility of the Municipality's management. oui iesponsibility is to express an opinion on theMunicipality's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the comptroller General of the united states; and oMB circular 4-133, Audits of states, Local
Governments, and Non-Profit organizations. Those standards and oMB Circular e-is: ,"quio that we planand perform the audit to obtain reasonable assurance about whether noncompliance with the types ofcompliance requirements referred to above that could have a direct and materiai effect on a maior"ibderalprogram occurred' An audit includes examining, on a test basis, evidence about the ttlunicipality,s
compliance with those requirements and performing such others procedures, as we considered necessary inthe circumstances. We believe that our audit providis a reasonabli basis for our opinion. our audit does notprovide alegal determination on the Municipality's compliance with those requirements.

As described item 08-03, 08-04, 08-05 and 08-06 in the schedule of findings and questioned costs, theMunicipality did not comply with requirements regarding Equipment and [.eal properfy, procurements
Standards, Suspension and Debartment and Special Tist that are applicable to its Community Development
Block Grant Program. Compliance with such requirements is necessary, in our opinion, for the Municipality
to comply with the requirements applicable to that program.

In our opinion, except for the noncompliance described in the preceding paragraph, the Municipality
complied, in all material respects, with the requirements referred to above th--at'are lpplicable to each of itsmajor federal programs for the Fiscal year Ended June 30, 200g.
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INDEPENDENT AIIDITORS' REPORT

Intemal Control Over Compliance

The management of the Municipality is responsible for establishing and maintaining effective intemal controlover compliance with requirements of laws, regulations, contacts-and grants applilable to federal programs.In planning and performing our audit, we considered theMunicipality'slnternuiJorrt ot over compliance withthe requirements that could have a direct and material effect on a major federal program in order to determineour auditing procedures for the purpose of expressing our opinion on compliancre,iut not for the purpose ofexpressing an opinion on the effectivenest of irt"*ul control orr", .o-piiurr.".-a."oraingly, we do notexpress an opinion on the effectiveness of Municipality's internal control o"o ,o*fri-r".
our consideration of intemal control over compliance was for. the limited purpose described in precedingparagraph and would not necessarily identifu ull drfi.i"r"ies in internal .ort ot that might be significantdeficiencies or material weaknesses as definid below. However, as discussed below, we identified certaindeficiencies in intemal control over compliance that we consider to be significant deficiencies.

A confuol deficiency in an entity's internal control over compliance exists when the design or operation of acontrol does not allow management or employees, in the normal course of performing their assignedfunctions, to prevent or-detect noncompliance wiih a tlpe of complianr"..qri."-Jri of a federal program ona timely basis' A significant deficiency is a control d"firi.r"y, or combination of control deficiencies, thatadversely affects Municipality's ability to administer a federal-program such that there is more than a remotelikelihood that noncompliance with a type-of compliance requireirent or reoerar frog.u- that is more thaninconsequential will not be prevented or detected'by the Municipality's intemal control. we consider thedeficiencies in internal control over control over compliance describld in the accompanying schedule offindings and questioned costs as items 08-03, 08-04, 08-0s and 08-06 to be significant rreficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in morethan a remote likelihood that material noncompliance with a type of compliance requirement of federalprogram will not be prevented or detected by Municipality's intemal control. We do not consider any of thedeficiencies described in the accompanying schedute tr nnaing and questioned costs to be materialweaknesses.

Municipality's responses to the findings identified in our audit are described in the accompanying schedule offindings and questioned costs. we did not audit Municipality's response and, accordingly, we express noopinion on it.

This report is intended solely for the information and use of the Municipal Legislature, management, officeof the commissioner of Municipal Affairl, 
-fede11l 

awarding agencies, statJfundirrg agencies, and pass-through entities and is not intended to be and should not be ,r"i by anyone other than these specified parties.

C^DA'is
CSRTtr.tBo PUBLIC AccoIrNreNTs, C. S.P.
Guayama, Puerto Rico
Mach3,2009

Starnp number 2395327 was
aflixed to the original ofthis report.
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* COMMONWEALTH OF PUERTO RICO
MTINICIPALITY OT' CULEBRA, PUERTO RICO
scrmDULE OF F.INDING AND QITESTTONED COSTS
FoR THE FISCAL yEAR ENDED nlNt :0, zoos

Section I - Summary of Auditor,s Results

Financial Statements
Type of auditors' report issued:

_ Internal control over financial reporting:

. Materialweakness(es)identified?

. Significant deficiencies identified that
- are not considered to be material weakness (es)? g yes fl None Reported

Noncompliance material to financial statements noted? n yes g No

Federal Awards

- Internal control over major programs:

. Material weakness (es) identified?

. Significant deficiencies identified that
nYes trNo

are not considered to be material weakness (es)? EI yes fl None Reported

Type of auditors's report issued on compliance for
- Major Programs:

n DisclaimerY 
Any audit findings discrosed that arerequired to be reported
in accordance with 510(a) OMB Circutar a_t:Sf g yes n No

The Municipality's major programs were:

tr Unqualified Opinion Opinion, except for
adverse opinion for government_wide
financial statement

tr Qualified Opinion
! Adverse Opinion
! Disclaimer Opinion

E Yes nNo

n Unqualified Opinion
I Qualified Opinion
fl Adverse Opinion X

I

> CFDA Number Name of Federal Program

14.228 Community Development Block Grant program

Dollar threshold used to distinguish between
Type A and Type B Programs: g300,000

Auditee qualified as low-risk auditee? D yes EJ No
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COMMOIVWEALTH Of,' PUERTO RICO
MUMCIPALITY OF CULEBRA, PUERTO RICO
SCMDULE OF'HNDINGS AN'O qUESTIONED COSTS
FOR THE YEAR ENDED IUNT :0, ZOOS-

Section II - Financial Statement

FINDING

REQUIREMENT

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

NUMBER 08-01

SIGNIFICANT DEFICIENCIES OVER PROPERTY, PLANT ANDEQUIPMENT

The-Municipality has not maintained comprete and adequate records in orderto obtain sufficient, competent evidential matter with."rp."t to the capitalA-r:"lr reported in governmentar activities and, accordinjry, the amount bywhich this departure would affect the assets, net assets, and expenses of thegovernmental activities is not determinable.

chapter D(, Article 9.002 of State Act Number g1 of August 30, l99l states,P, ,!r m-unicipality shourd- maintain updated property I."o*ti"g records.
Also the GASB statements No. 

_3a 
."qrir", tnit ait cipitarassets, including

infrastrucfure, must be presented in the Statements of Net Assets and that
these assets must be depreciated during its useful life.

competent and sufficient evidential matter related to the capital assets wasnot available to support the value, compreteness and ownership of these
assets.

pe Municipality's Government wide Financial Statements do not present
fairly,.the financial position of the governmentar activities, and the change in
financial position of the Municipality.

we recommend that the Municipality should continue the compilation ofdocuments to support the varue, io-pl"t.rr"ss and ownership of its capital
assets, to comply with the requirements of the GASB Statement No. 34.
NONE

Pending the Corrective Action plan.
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COMMONWEALTH OT' PUERTO RICO
MUMCIPALITY OF' CT]LEBRA, PUERTO RICO
scrmDIrLE OF FINDINGS AND QUESTTONED COSTS
FOR THE YEAR ENDED TTNT :0, ZOO8-

Qgglion II - Financial Statement Fi

FINDING

CATEGORY

TOPIC SENTENCE

CONDMIONS

CRITERIA

CAUSES

EFFECT

NUMBER 08-02

INTERNAL CONTROLS

ACCOTINTING SYSTEM

The accounting system and manuars used by the Municipality to account andregister the financial transactions during the fiscal y"*io". 
"ot 

provide forthe summarization of transactions that p"#it the--preparation ofMunicipality's financial statements in conformity *itn trre cJ"eral Accepted
Accounting Principars ofthe united States of America lcaar;.
According to Article 8.010 (a) and (b) of Law Num. gl for the Municipalities
of Puerto Rico, the computerized system and the procedures of accounting
1nd property will be design so that it allows the Municipality to carry out itsfunctions, at the same time as they serve to maintain an uniform and
coordinated accounting, that provide a complete picture of the financial
operations of the Municipality and the ,ec"siury financial information that
assist the Municipality Legislature, the Governor, and the Secretary of thePuerto Rico Treasury Department in the performanc" oi-it, respective
responsibilities. Municipalities accounting wili be based on funds, Generally
Accepted Accounting principles and thl requirements established by the
Governmental Accounting Standard Board. Aiso the p.oro.rr."-"nts of the
National committee on Governmental Accounting and the ,,Blue Book,,will
be used to design municipalities' accounting systems and fiscal procedures.

Municipality's accounting system and financial reports are subject to state,s
agencies requirements which does not allow noi provide the Municipality
with the necessary tools capable of recapturing the financial information and
provide financial statements.

The lack of an adequate accounting system which can captures all thefinancial information and generate. Muni"ipuliry,s financial statements for
each fiscal year affect the Municipality ability to .n.ur*" the financial and
nonfinancial performance of programs and attivities; adequately safeguard
significant assets and properly record various transactions; and hinder the
Municipality from having reliable financial information io operate in an
economical, efficient, and effective maruter.

sound decisions on the current results and future direction of vital programs
and policies are made more difficult without timely, reliable and useful
fi nancial performance information.
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COMMONWEALTH OF' PTIERTO RICO
MUMCIPALITY OF CULEBRA, PUERTO RICO
ScImDULE oF FTNDINGS arvri euesTroNED cosrs
FOR THE YEAR ENDED JUUN :0, ZOOS-

FINDING NTTMBER 08-02

RECoMMENDATIoN The Municipality should establish and implement the necessary measuresthat allow the summari zation of the financiar transactior. i, t.a., ,o prepare

- the financial statements in conformity with GAAp.

QUESTIONED COSTS None

- - MANAGEMENT RESPONSE pending the corrective Action plan.
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COMMONWEALTH OF PUERTO RICO
MLNCIPALITY OT' CULEBRA, PUERTO RICO
SCI{EDULE OF,T,INDINGS AND QrrEsTroNED COSTS
FOR THE YEAR ENDED NMT :0, ZOO8

Section III - Federal a@oned Costs

FINDING NUMBER 08.03

FEDERALPROGRAMS COMMUMTY DEVELOPMENT BLOCK GRANT/SMAIL CMIES(CDBG) (CFDA NO. 14.228) DEPARTMENT OF HOUSING ANDT'RBAN DEVELOPMENT PASS TIIROUGH STATE-OFFICE OFCOMMISSIONER OF MUNICIPAL AFFAIRS

COMPLIANCE AND INTERNAL CONTROL

EQUIPMENT AND REAL PROPERTY MANAGEMENT

REQUIREMENT

NONCOMPLIANCE

CONDITION

CRITERTA

EFFECT

CAUSE

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

Federal Program Department does not have a
all the required information; it only includes
description.

Subpart C, 24 CFR 85.32 (d) (t), stated
maintained and it shall includes:

. a description of the property,

. serial number or other identification number,o the source of property, percentage of Federar participation in the
property,

o the location,
. us€ and condition of the property,

' any ultimate disposition data including the date of disposal,. sale price ofproperty,

Also, a physical inventory of the properry must be taken and the result
reconciled with the property records at least on every two years, respectively.

The Municipality is not in compliance with subpart c, 24 cFR g5.32 (d) (1).

The Municipality does not maintain the appropriate information on the real
properly records to assure that it is in accordance with the federal regulation.
The Municipality should revise and update its properfy records according to
the federal regulation.

None

The Municipality's management gave instructions to the Federal program
Director to assure that the property records contains a descriptio, of th.
property, serial number, the source of property, location, use and condition of
the property, any ultimate dispositiorr data including the date of disposition
data including the date of disposal and the sale price if property.

liit,erttovi"
property register that includes
the properfy number and its

that property records must be
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-

Section III - Federal Ar-d Fi"di"g. u"d e""rtioned Costs

FINDING

FEDERAL PROGRAM

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

CRITERIA

ER 08-04

COMMTINITY DEVELOPMENT BLOCK GRANT/SMALL CITIES
(CDBG) (CFDA NO. 14.228) DEPARTMENT OF HOUSINGAND
URBAN DEVELOPMENT PASS THROUGH STATE-OFFICE OFCOMMISSIONER OF MTINICIPAL AFFAIRS

CAUSE

EFFECT

COMPLIANCE

PROCUREMENT
(2 'lt" 

{c f'^
II ; ; r, lr?act//n

li / j'lrrr

Lack of adequate procurement procedures

In testing compliance with the procurement requirement, we examined theprocesses carried out to procure goods and services which were paid during
the fiscal year 2007-2008. kr relation to such examination we determined the
Projects architecture design and supervision services were contracted without
obtaining at least three quotations or celebrating ,n ua"quut" procurement
process.

24 CFR 85'36 (c)(l)( ) state that all procurement transactions will be
conducted in a manner providing full and open competition consistent withthe standards of Sec. 85.36. Grantee and subgrantees will ensure that allprequalified lists of persons, firms, or products which are used in acquiring
goods and services are c,orent and include enough qualified sources to
ensure maximum open and free competition.

chapter VItr, Part III, section I of the Basic standards for the Municipalitiesof Puerto Rico establishes that public bids will be announced by the
municipalities each time procure goods or constructions works which exceed
$40,000 and $100,000 dollars, respectively.

These conditions were caused due to the lack of adequate controls over the
bidding process.

Not carrying out the required procurement processes does not allow theMunicipality to evaluate among different altematives and select the onewhich provides the best benefits. The lack of documents and information aspart of the bidding files does not allow understanding the rationate method ofprocurement, selection of contract t)pe, contractor selection or rejection, andthe basis for the contract price. Furthefinore the Municipality could be
sanctioned by the State and Federal fiscal entities and adversely affected in
the benefits they are entitled to receive in the future
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FINDING NUMBER 08-04

- RECOMMENDATION 
1.- Pu* of the procurement process, the Municipality should assure that allbidders are included as part ortn" uiaoo. register beiore tr,"y p".ti"ipates of

- an auction.

QUESTTONED COSTS None

* - MANAGEMENT RESPONSE pending the corrective Action pran.
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Section III - Federal Award

FINDING

FEDERAL PROGRAM

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

CRITERTA

CAUSE

EFFECT

RECOMMENDATION

\
NIIMBER 08-05 )

COMMI.INTIY DEVELOPMENT BLOCK GRANT/SMALL CITIES
(CDBG) (CFDA NO. 14.228) DEPARTMENT OF HOUSTNG AND
T'RBAN DEVELOPMENT PASS TIIROUGH STATE-OFFICE OF
COMMISSIONER OF MT]NICIPAL AFFAIRS

COMPLIANCE

SUSPENSION AND DEBARTMENT

Lack of controls over Suspension and Debarment
(11lv6 {uva C 'c't

The Municipality does not have procedures in place to verifr the status of an
entity as to suspensions and debarments when contracting services or
procuring goods with federal funds.

h testing procurement, suspension and debarments, we were not able to find
evidence indicating that the Municipality performs procedures to assure that
the individuals and entities that receive contracts or subawards are not
suspended or debarred from participation if federal programs.

As stated in 24 cFR 85.35 grantee and subgrantee must not make any award
or permit any award (subgrant or contract) at any tier to any party which is
debarred or suspended or is otherwise excluded from or ineligible for
participation in Federal assistance programs under Executive order 12549,
"Debarment and Suspension".

The Municipality has no policies and procedures for the use of the list of
parties excluded from federal procurement or non-procurement programs to
assure that they do not award assistance to listed parties.

As a result of this deficiency, the Municipality could have procured goods or
services from organizations and individuals that are suspended or debarred
which could result in cost disallowances by the federal awarding agency.

The Municipality should amend their procurement procedures and include a
step to veriSr whether or not the individual or entity is on the list of parties
excluded from federal participation in procurement and non-procurement
programs. The Municipality should also require the entities or individuals to
submit a certification stating that they are not suspended or debarred.
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Section III - Federal Award Findings and euestioned Costs

FINDING NUMBER 08-05 (continuation)

QUESTIONED COSTS None.

MANAGEMENT RESPONSE Pending the Corrective Action plan.
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Section III - Federal Award F

FINDING

FEDERAL PROGRAM

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDMIONS

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

NUMBER2008-06 )
COMMTINITY DEVELOPMENT BLOCK GRANT/SMAIL CITTES
(CDBG) (CFDA NO. 14.228) DEPARTMENT OF HOUSTNG AND
URBAN DEVELOPMENT PASS THROUGH STATE-OFFICE OF
COMMISSIONER OF MTINICIPAI AFFAIRS

COMPLIANCE

SPECIAL TEST I I

-'fi;;''-15"1:" o'J'! Jt cirn{4
Disbursement of funds before the request for release of funds

During the fiscal year 2007-2008, the Program encumbered funds amounting
$11,626 before the related request of release of funds (RROF) were
authorized for disbursements by the Lead Agency (ocAM). Funds were
encumbered or paid 

lve 
to eight months before the approval of the RROF.

As stated in 24 cFR 58.22 neither a recipient nor any participant in the
development process, including public or private nonprofit or for-profit
entities, or any of their contractors, may commit HIID assistance under a
program listed in 58.10) on an activity or project until HUD or the state has
approved the recipient's RRoF and the related certification from the
responsible entity. In addition, until the RROF and the related certification
have been approved, neither a recipient nor any participant in the
development process may commit non-HUD funds on or undertake an
activity or project under a program listed in 58.1(b) ifthe activity or project
would have an adverse environmental impact or limit the choice of
reasonable alternatives.

The Program incurred in such costs without receiving from the Lead Agency
(OCAM) the adequate release of funds.

The Program could be sanctioned by the Lead Agency (ocAM) or any other
federal awarding agency.

No funds should be encumbered or expended on an activity or project until
the Lead Agency (OCAM) has approved the recipient's RROF.
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Section III - Federal Award Findinss and

FINDING NUMBER 2008-06

QUESTIONED COSTS None

MANAGEMENT RESPONSE pending the corrective Action plan.
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- (f) Audit f indings that have been Fully Corrected:

FISCAL YEAR2OOT

Finding Number 07-03 Davis Bacon Act

CFDA Number 14.228

Questioned Cost None

Auditee Comments Fully Corrected

_ FISCAL YEAR2007

Finding Number 07-04 proct'ement Standard (conhacts)

- CFDA Number L4.228

Questioned Cost None

Auditee Comments Fully Corrected

_ (2) Audit Findings not Corrected or partially Corrected:

FISCAL rEAr( 2007
Tnue*iQrt''

Finding Number 07-02 Equipment and Real Properfy Management- Property Register.

CFDA Number 14.228

Questioned Cost None

Auditee Comments The Federal Programs Director will implement internal control
procedures to assure compliance with this finding.

FISCAL YEAR 2006

Finding Number 06-tII-02 Equipment and Real Property Management- Property Register.

CFDA Number 14.228

Questioned Cost None

Auditeecomments 
ffi:"f,',::',1"I;:r:ff ,,?i:'Jfl,ffilolT,r,,;l*' 

internar contror
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(2) Audit Findings not corrected or partially corrected: (continue)

FISCAL YEAR 2OO5

Finding Number 05-I[-02 Equipment and Real Properfy Management- property Register.

CFDA Number 14.22g

euestioned Cost None

- - Auditee comments The Federal Programs Director will implement internal controlprocedures to assure compliance with this finding.

_ FISCAL YEAR 2OO4

Finding Number 04-III-03 Equipment and Real Properry Management- subsidiary Records.

CFDA Number 14.22g

Questioned Cost None

Auditee comments The Federal Programs Director will implement internal controlprocedures to assure compliance with this finding.

FISCAL YEAR2OO3

Finding Number 03-[I-03 Equipment and Real Property Management- subsidiary Records.

CFDA Number t4.2\g

Questioned Cost None
Auditee comments The Federal Programs Director will implement internal control

_- procedures to assure compliance with this finding.

(3) corrective action taken is significantly different from corrective action previously reported:

None

(4) Audit findings is no Ionger valid:

None
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