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INDEPENDENT AUDITOR,S REPORT

To the Honorable Mayor and
Municipal Legislative Body

Municipality of Culebra
culebra, Puerto Rico

We have audited the financial statements of the governmental activities, each major funds, and the

aggregate remaining fund information of the Municipality of Culebra as of and for the year ended June

30, 2O1O which collectively comprise the 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 an opinion on these financialstatements based on our audit.

Except as discussed in the following two paragraphs, we conducted our audit in accordance with

auditing standards generally accepted in the United States of America and the standards applicable to
financial audit contained in Governmental Audits Standards, issued by the Comptroller General of the

United States. Those standards require that we plan and perform the audit to obtain reasonable

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

examinin& on a test basis, evidence supporting the amounts and disclosures in the financial statements.

An audit also includes assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall financial statement presentation. We believe that our

audit provides a reasonable basis for our opinions.

As described in Note 1to the financial statements, the Municipality does not record addition to capital

assets nor depreciation has been recorded. ln our opinion, capital assets should be capitalized and

depreciated over their estimated useful lives in the statement of net assets and activities to conform

with accounting principles generally accepted in the United State of America. lt was not practicable to

determine the effect of that departure on the financial statement.

As discussed in Note 9 to the financial statements, the Municipality did not comply with the

requirement established by Statement No. 18, Accounting for Municipal Solid Waste Landfill Closure and
post-Closure Care Costs, issued by the Governmental Accounting Standards Boards and the regulation

set forth by the u.s. Environment Protection Agency. At June 30, 2010, the accompanying statement of

net assets does not include the required liability for closures and post-closure care costs of the

Municipality's solid waste landfill. ln addition the expenses and result of operations reported in the

statement of activities are understated and overstated, respectively, for amounts that could not be

determined for the fiscal year ended June 30, 2010.

ln addition, because of the inadequacy of the accounting records, we were unable to the form an

opinion regarding the capital assets reported in the accompanying statement of net assets for

58,4L2,866, net of accumulated depreciation of 53 ,538,624.



INDEPENDENT AUDITOR,S REPORT (CONTINUED}:

ln our opinion, because of the effects of not capitalizing capital assets, not recording depreciation, and

not recording and disclose landfill cost, as discussed in the third and fourth paragraphs, the financial

statements referred to in the first paragraph do not present fairly, in conformity with accounting

principles generally accepted in the United States of America, the financial position of Municipality of

Culebra, or the results of its operations for the year then ended. ln addition, had there not been

departures from U.S. generally accepted accounting principles as discussed in the third and fourth

paragraphs, we would be unable to express an opinion on the financial statements for 2010 because of

the inadequacy of the accounting records for caPital assets discussed in the fifth paragraph'

ln addition, in our opinion, the financial statements referred to previously present fairly, in all material

respects, the respective financial position of the each maior fund, and the agSregate remaining fund

information of the Municipality of Culebra, as of June 30, 2010, and the respective changes in financial

position for the year then ended in conformity with accounting principles generally accepted in the

U nited States of America.

ln accordance with Governmental Auditing Standards, we have also issued our report dated November

10, 2010, on our consideration of the Municipality of Culebra' internal control over financial reporting

and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant

agreements and other matters. The purpose of that repon is to describe the scope of our testing of

internal control over financial reporting and compliance and the results of that testing, and not to

provide an opinion on internal control over financial reporting or on compliance. That report is an

integral part of an audit performed in accordance with Governmental Auditing Standards and should be

considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management's

discussion and analysis and budgetary comparison information on paSes 3 through 10 and 49 through

50 be presented to supplement the basic financial statements. Such information, although not a part of

the basic financial statements, is required by the Governmental Accounting standards Board, who

considers it to be an essential part of financial reporting for placing the basic financial statements in an

appropriate operational, economic, or historical context. We have applied certain limited procedures to

the required supplementary information in accordance with auditing standards generally accepted in

the united States of America, which consisted of inquiries of management about the methods of

preparing the information and comparing the information for consistency with management's responses

io our iriquiries, the basic financial statements, and other knowledge we obtained during our audit of

the basic financial statements. we do not express an opinion or provide any assurance on the

information because the limited procedures do not provide us with sufficient evidence to express an

opinion or provide anY assurance. '@+
February 11, 2011

Aguas Buenas, Puerto Rico

License No. 1339

Expire December 1, 2013

The stamp rto Rico Society

of certified Public Accountants was affixed to the
original of this report.
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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, 2010. The

Management's Discussion and Analysis (MD&A) is designed to focus on the current year activities,

resulting changes and currently known facts, and much of the information is comparable to prior year.

This MD&A should be read in conjunction with the accompanying basic financial statements and the

accompanying notes to those financial statements.

The new reporting model required by Governmental Accounting Standards Board Statement No. 34 was

implemented during fiscal 2oo2-2o03. This MD&A is prepared in order to comPly with such

pronouncement and, among other purposes, to provide the financial statements users with the

following major information:

a broader basis in focusing important issues;

acknowledgement of an overview of the Municipality's financial activities;

provide for an evaluation of its financial condition as of the end of the indicated fiscal year,

compared with prior year results;

identification of uses of funds in the financing of the Municipality's variety of activities and;

assess management's ability to handle budgetary functions'

FINANCIAL HIGHTIGHTS

The following are key financial highlights for the fiscal year:

* The liabilities of the Municipality exceeded its assets at June 30, 2010 by s7.6 million, and at

June 30, 2OO9 by 58.0 million, as restated;

* The Municipality's total net assets decreased by S735 thousa nd du ring fisca I yea r 2009-2010;

.1. At June 30, 2010, the unrestricted deficit was S4.0 million'

.i. As of June 30, 2010, the Municipality's governmental funds reported combined ending fund

balances of 54.7 million, a decrease of 5985 thousand from the prior year;

* The Municipality's caPital assets inventory has no movement during fiscal year;

.a. The investment in capital assets for this yea r was not determina ble;

* Loans principal payments were 5105,000.

OVERVIEW OF THE BASIC FINANCIAT STATEMENTS

This discussion and analysis are intended to serve as an introduction to the Municipality's financial

statements. The Municipality's basic financialstatements 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

Municipality's finances, in a manner similar to a private-sector business'
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GOVERNMENT.WIDE FINANCIAT STATEMENTS (CONTINUED}

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

duringthe most recent fiscalyear. All changes in net assets are reponed as soon asthe underlying event

giving rise to the change occurs, regardless of the timing of the related cash flows. Thus, revenues and

expenses are reported in this statement for some items that will resutt in cash flows in future fiscal

periods.

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

and intergovernmental revenues. The governmental activities of the Municipality include general

government, public safety, public works, culture and recreation, health and sanitation, solid waste

disposal, human services and welfare, urban development and education. Property taxes, municipal

license tax, state and federalgrants finance most ofthese activities.

FUND FINANCIAT STATEMENTS

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

segregated for specific 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 financial assets that can readily be converted into cash. Governmental

funds are used to account for essentially the same functions reported as governmental 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 government'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 government-wide financial statements. By doing so, readers

may better understand the long-term impact ofthe 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.
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NOTES TO THE BASIC FINANCIAT 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 INFORMATION

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 Seneral and major

fu nds.

GOVERNMENT.WIDE FINANCIAT ANALYSIS

GOVERNMENTAT NEI ASSETS

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

position. ln the case of the Municipality, assets exceeded liabilities by 57,255,1L4 as of June 30, 2010

versus 57,990,274 as of June 30, 2009. Our analysis below focuses on the net assets (Table 1) and

changes in net assets of the Municipality's governmental activities.

Table 1

Statement of Net Assets

Current and non-current assets

Capital assets

TotalAssets

Current liabilities
Long-term liabilities, net of

current portion

Total Liabilities

Net assets:

lnvestment in capital assets, net of
related debt
Restricted
Deficit

Total Net Assets

2010

s s,734,084
8,412,866

14146,9s0

2,128,069

4,763,767

6,891,836

5,32L,866
5,918,506

(3,98s,2s8)

s 7,255,114

2009

5 7,O72,783
8,472,866

15,485,649

2,751,809

4,743.565

7 ,495,37 4

6,3L7,866
6,954,585

(s,282,277],

57,99O,274
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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 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.

GOVERNMENTAI ACTIVITIES

Governmental activities decreased the Municipality's net assets. Key elements of this decrease are as

follows: the Municipality's governmental activities had net expenses o'f 55,732,447. However, these

services are intended to be primarily funded by taxes, as opposed to charges for services and grants, and

those taxes and other general revenues does not exceed net expenses by S735,160'

The Municipality experienced an inCrease in propertytax and, intergovernmental revenues. Also, a 1.5%

sales tax was imposed by the Municipality, commencing on November 15, 2005. The cost of all

governmental activities this year was 58,582,458. Table 2 presents the cost of each of the Municipality's

largest programs.
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Table 2
Statement of Activities

Revenues

Program revenues:

Charge for service
Operating grant and contribution
Capital grants and contribution

General revenues:
Property taxes
Volume of business taxes

Sales taxes
lntergovernmental
Rent
Licenses and permits

Miscellaneous

Total revenues

Expenses

General government
Public safety
Public works
Culture and recreation
Human services and welfare
Urban development
Education
lnterest on long-term debts

Total expenses

Changes in net assets

Net assets - beginning, as restated

Net assets - ending

3,706
494,149

2,352,7s7

47!,649
148,026

1,237,96t
2,686,8t1

79,397
216,714
2L6,729

7 ,847,298

2,064,223
r89,t77
888,470
149,480
740,342

4,3L2,268
200,530

37 ,968

8,582,458

(735,160)

7,990,274

57,2s3,L14

402,207
2,198,s78

459,615
155,365

r,522,495
2,663,828

2t,702
287,726
408,753

I,120,270

2,220,623
260,421
669,946
r30,292
940,498

3,514,609
210,495

56,382

2009

8,003,266

LL7 ,O04
7,873,270

5 7,990,274

2010
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GOVERNMENT FUND FINANCIAL ANATYSIS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with

finance-related legal requirements.

Table 3
Balance Sheet

Assets:

Total assets - Major Funds

Total assets - Other Funds

Combined total assets

Liabilities:
Total liabilities - Major Funds

Total liabilities - Other Funds

combined total liabilities

Fund Balances:

Reserved - Major Funds

Reserved - Other Funds

Unreserved - Major Funds

Combined total fund balances

Total liabilities and fund balances

3,959,s01 4,560,865

2010

5 7,229,830
1,M5,297

8,675,12L

3,485,627
473,874

4,911,836
971,477

(1,167,633)

4,715,620

5 8,67s,t21

2009

s 8,862,125
r399,764

10,261,889

4,050,829
510,037

6,047,734
889,727

(1,236,438)

5,701-,023

s 10,261,889
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Table 4
chanqes in Fund Balances

Revenues:

Total revenues - Major Funds

Total revenues - Other Funds

Combined total revenues

Expenditures:
Total expenditures - Major Funds

Total expenditures - Other Funds

Combined total expenditures

Other financing sources (uses):

Proceed from issuance of bonds

Transfer - ln

Transfer - Out

Combined other financing sources
(uses), net

Net changes in fund balance

Fund Balance - beginning, as restated

Fund Balance - ending

8,832,70L

(98s,403) 1,s26,396

5,70L,O23 3,774,627

5 4,71s,62O

2010

s 6,780,88s
1,066,409

7 ,847,298

7 ,847 ,982
9a4,719

2009

5 7,t48,479
977,79L

8,t20,270

6,684,980
1,633,894

8,318,874

2,t25,O00
627,398

1627 ,3981

2,125,OO0
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GOVERNMENTAT FUNDS

The focus of the Municipality's governmental funds is to provide information on near-term inflows,

outflows, and balances of spendable resources. Such information is useful in assessing the Municipality's

financing requirements. ln particular, unreserved fund balance may serve as a useful measure of a

government's net resources available for spending at the end of its fiscal year. At June 30, 2010, the

Municipality,s governmental funds reported combined ending fund balances of 54,715,620, a decrease

of 5985,403 from the prior year.

The Municipality has an unreserved fund deficit of 51,103,599 in its General Fund. The remainder of the

balance is reserved to indicate that it is not available for new spending because it has already been

committed; (a) to liquidate prior year obligations (s64,034) (b) to pay debt service ($822,025) and (c) for

other restricted purposes (54,997,194).

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

general and major special revenue funds.

After the original budSet is approved, it may be revised for a variety of reasons such as unforeseen

circumstances and other unanticipated revenues. Differences between the original 2010 budget and the

final amended budget for the General Fund were relatively minor and can be summarized as follows:

.1. The original budget was amended expenditures between expenditures accounts'

CAPITAT ASSETS AND DEBT ADMINISTRATION

The Municipality's investment in capital assets for its governmental type activities as of June 30, 2010

amounted to s8,412,866 (net of accumulated depreciation). This investment in capital assets includes

land, buildings, improvements, machinery and equipment, parks, roads, and bridges Table 5 present the

major classes of caPital assets.

Table 5

capital Assets a!!g!

Land

Buildings
Motor vehicles

53,366,886
4,a46,452

t97,793
Machinery and equipment 7'735

TotalAssets

10

s8.412"866
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LONG.TERM DEBT

At June 30, 2O1O the Municipality had a total oI 55,873,372 in general obligations and others

outstanding debts, as shown in Table 6. Of this amount, 53,091,000 comprises debt backed by the full
faith and credit of the government and 52,782,372 is other obligations.

Table 5
LonE Term Debts Amount

General obligations
Others

Total Long Term Debts

s 3,096,000
2,7a2372

sl.Ezl3z;e

The Municipality is required to limit the amount of general obligation debt to 10% 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 leave and advances of property taxes. More detailed information about the Municipality's long-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 international economic factorc influence the Municipality's revenues. Positive

economic growth is correlated with increased revenues from property taxes, volume of business taxes,

sales 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 groMh, unemployment, new

construction, assessed valuation, and other revenues.

All of these factors were considered in preparing the Municipality's budget for the 2010 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].742-3510.

11
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ASSETS:

Cash and lnvestments

cash with FiscalAgent

Receivables (net):

Federal Grants

lntergovernmental

Capital Assets (Note5):

Property, Plant and EquiPment

Accumulated 0ePreciation

Total Capital Assets

TotalAssets

TIABIUTIES:

Accounts Payable and Accrued Expense

Accrued lnterest

Due to Governmental Units

Deferred Revenue

Long-Term Liabilities (Note 6):

Due within One Year

Due in More than One Year

Total Liabilities

N ET AssETS

lnvested in capital Assets, Net of Related Debt

Restricted for:
Debt Service

Other Purposes

Unrestricted (Deficit)

Governmental
Activities

5 2,302,957

2,685,L73

6t4,169
131,785

5,734,O84

11,951,490
(3,s38,524)

a,4L2,866

14146,9s0

616,169

2,396

r24,099
275,800

1,109,605

4,763,767

5,891,835

5,321,866

822,025
5,096,481
(3,98s,258)

5 7,25s,tt4Total Net Assets

See accompanying Notes to Basic Financial Statements.

12
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Functions/Protrams Expenses

Protram Revenues

Operating Capital

Charges Grants and Grants and Net (Expense)

forservices contributions Contributions Revenue

Govenmental Activities:

Mayor and Municipal Legislature

GeneralGovernment

Public Safety

Public Works

Culture and Recreation

Sanitation

Human Services and welfare

Urban Development

Education

lnterest on Long-Term Debt

Total 6overnmental Activities....

2,352,157

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 Other Purposes

sales Taxes, levied for Debt Services

lntergovernmental
Rent

Miscellaneous

TotalGeneral Revenues

CHANGE IN NET ASSETS

Net Assets - Beginning of Year

NET ASSETS - END OF YEAR

s (s23,891)

(1,540,332)

(78s,777].

(672,8421

(149,480)

(215,628)

1740,342)
43r2,2681
(200,s30)

(37,968)

263,685

230,463

5 (s23,891)

(1,s40,332)

l.189,717)

l'672,8421
(149,480)

121s,6281

l47s,2srl
(1,960,111)

32,233
(37,968)

.5,732,447l.

1106

2,300

333,978

r37 ,671
148,026

216,71,4

996,620

247,347

2,686,811

19,397

2L6,729

4,997,287

(735,160)

7,990,274

5 7,255,1t4

see accompanying Notes to Basic Financial Statements.

s (8,ss2,4s8) s 3,706 s 494,148 s2,3s2,ts7

13



***qqiil

**1l*il

'1fliil

IlEliilE

llan
*l*ll[ i 

=

-qqflF

$fl

1

I

ri ct ..i tD'

oi oi

< cr6sl ! | oo
(D rlN

- . ^t -[

:* '-l:il

$r**1iil

il:il
iliil

i$lefl

t-filiil

i-liil
=l

F

ob
I

3

I
o

;rp

g!

I

E9*tiit -, s
og!_zs i. + . ?* < <E 5 I oE -E I p9 'a s zg E+ 2 ig H*,,E -B E;

--uEi I = uiiiEi;t 
E *E;iii E 

=

. -EE*gt E E s :Q B38E}O E E U!4 Liud a'; <
<i

e cE
5si;'FaO<...clttL-

o.(r<6
aaEE
EEgE$*J-#
=-Ei=ztat4

E=H:O Ec(J aoo



Hlfl

,lil

ulil

qfl o,a
(u

.q

iI

ao La>

oz
oo

o.
Eo

o
4,,

*lHq

3air I* iE E; , :: EE * g gB ** '= E:= E EI E,iE: "-€ :iE E EP E E;s EE-

;ii*;si,l r e=i:t;:;!t:*ui :ii i iEi,

,*l $$[[e$s1$l fraiH$$$$H 
-1[l 

$

NUro oool ,l od.t o(ol dl or,oo-O-, , , .n-ola- o. o.l \l o.

H doo o rnl aol (o
i I 6rltlll1q

qa

ra i6cirlrE!
oEn

o
u

*l s

'l E

el
fll
..l

\tIol'ln, , , ! , , !1 (D ,

oo' j6\Ddtnj

ir
, ! , t , , ,N,

+
lo

t.
ro

' '.,,,,nir
or

j

*,=l

Eg

(,

iE

lq

t.
,,,.r,,,

.i

t.

N'

,-l
url

=lg E:l
6 E 

=l; -a 'ilrl
t.

i(hoo'ro@(o
66rOOrda{@
-F.iN{lom, '
di F: ri d oi ,ri rja{roaoond..l
!n ro. H rn d ar ar

sl.on.l
'@-F.-q\l"l

2

s ?EE
sssEl
ESEr=a!9qO6
aEi'Jc,!!oo -- | =
=LJ9aiig3E

=gEEc
=3gEEI Eg5

I
I



COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF CULEBRA

REcoNcrLrATroN OF THE GovERNMEl{rAL FuNos EALANCE SHEET

To THE STATEMEMT OF NET AssETs

FoR THE FrscAL YEAR ENDED JUNE 30,2010

Total Fund Balances - Go\rernmental Funds.

Amounts reported for Governmental Activities in the Statement of Net Assets 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:

5 4,7t5,620

$.873,372!.

s2255J14

Total Capital Assets ............................

Some liabilities are not due and payable in the current period and therefore are

in the funds. Those liabilities consist of:

Total Net Assets of Governmental Activities

See accompanying Notes to Basic Financial Statements.

8,412,866

not reported

(3,091,000)
(316,66s)
(109,s18)

(2,302,s3s)

ls,772l
(7,s43)

(40.339)
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COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF CUTEBRA

Reconciliation OfThe Statement Of Revenues, Expenditures, And ChanSes

ln Fund Balance Of Governmental Funds To The Statement Of Activities
For The Fiscal Year Ended June 30, 2010

Net Change in Fund Balances - Total Governmental Funds... s (985,tr031

Amounts reported for Governmental Activities in the Statement of Activities
are different because:

Repayment of debt proceeds principal is expenditure in the Sovernmental funds, but the repayment
reduces Long-Term Liabilities in the Statement of Net Assets. ln the current year the
repayments were.. 105,000

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 governmentalfunds.

These activities consist of:

Decrease in Compensated Absences... 87,510

Decrease in Law 42 .................. 48,246
Decrease in 11MS...................... 3,576
Decrease in Law 146 ................ 343

Decrease in Treasury Department Debt........................................ 5.568

TotalAdditional Expenditures ......... 145,243

Change in Net Assets of Governmental Activities ,....,,...,,.....,,....... g-[35J601

See accompanying Notes to Basic Financial Statements.
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF CUTEBRA

NoTEs To THE BAsIc FINANCIAI, STATEMENTS

FoR THE FISCAI YEAR ENDEo JUNE 30,2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POTICIES

The Municipality of Culebra, Puerto Rico (Municipality) was founded in the year 1880, and operates as a

governmental unit of the Commonwealth of Puerto Rico, under Law No. 81 of August 30, 1991, as

amended, known as lhe Autonomous Municipolity Act oI the Commonwealth of Puefto Rico (Low No.

81).

The Municipality's governmental system consists of executive and legislative branches. The Constitution

of the commonwealth of Puerto Rico (the "Commonwealth") provides for the separation of powers of
the executive, legislative and judicial branches. A Mayor, elected every four years by the citizens,

exercises the executive power of the Municipality. The legislative power is exercised by the Municipal

Legislature, which consists of 4 Legislators also eleded every four years. The General Justice Court

System of the Commonwealth, which has iurisdiction over the Municipality, exercises the judiciary

power.

The Municipality assumes responsibility for providing services to its citizens related to public housing,

welfare, public safety, health, sanitation, education, culture, recreation, urban and economic

development, and many other general and administrative services.

The accompanying basic financial statements of the Municipality have been prepared in conformity with

accounting principles generally accepted in the United States of America (GMP) as prescribed by the

Governmental Accounting standards Board (GAsB). The GASB is the standard-setting body for

governmental accounting and financial reporting. The GASB periodically updates its codification of the

existing Governmental Accounting and Financial Reporting Standards which, along with subsequent

GASB pronouncements (Statements and lnterpretations) constitutes GMP for governmental units.

ln June 1999, GASB issued Statement N o. 34, Bosic Finonciol Statements - ond Monogement's Discussion

ond Anolysis - for Stote ond Local Governments IGASB No. 34). This statement established new financial

reporting requirements for state and local governments. On July 1, 2002, the Municipality adopted the

provisions of GASB No. 34 as well as other statements referred to below.

The accompanying basic financial statements present the financial position and the results of operations

of the Municipality and its various funds and fund types. The basic financial statements are presented as

of June 30, 2010, and for the fiscal year then ended. The more significant of these accounting policies

are described below and, where appropriate, subsequent pronouncements will be referenced.

According to the new financial reporting model established by GASB No. 34, the minimum required

financial statement presentation applicable to the Municipality is composed of the following elements:

(1.) government-wide financial statements (GWFS), (2) governmental fund financial statements (GFFS),

(3) notes to basic financial statements, and (4) required supplementary information (RSl).

The accounting policies of the Municipality conform to accounting principles generally accepted in the

United States of America as applicable to governmental units. The following is a summary of the more

significant policies.

18



COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF CUTEBRA

NorEs To TxE BAsrc FrNANcrAr STATEMENTS {coinrNuED}
FoR THE FIscAt YTAR ENDED JUNE 30, 2O1O

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTIN6 POtICIES (CONTINUEDI

The required supplementary information, which consists of a management discussion and analysis

(MD&A), is information presented along with, but separate from, the Municipality's basic financial

statements. The MD&A is a narrative report that introduces the accompanying basic financial

statements and provides an analytical overview of the Municipality's financial activities for the year

ended June 30, 2010, based on the Municipality's knowledge of the transactions, events and conditions

reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies that

control the M unicipality's operations.

As previously mentioned, on July 1, 2002, other statements and interpretations were also adopted in

con.iunction and simultaneously with GASB No. 34. Those statements and interpretations are: (1) GASB

Statement No. 33 - Accounting ond Finonciol Reporting for Nonexchange Tronsoctions, (2) CASB

Statement No.37 - Bosic Finoncial Stotements - and Monogement's Discussion dnd Anolysis - lor Stote

ond Locol Governments: Omnibus, (3) GASB Statement No. 38 - Certdin Finonciol Stotement Note

Disclosures and (4) GASB lnterpretation No. 6 - Recognition ond Meosurement of Certoin Lidbilities ond

Expenditures in Governmentol Fund Finonciol Stotements.

GASB No. 34 also required that the accounting for all governmental activities reported in the GWFS be

based on applicable pronouncements issued by the Financial Accounting Standards Board (FASB) and its

predecessor bodies, such as the Accounting Principles Board (APB), issued on or before November 30,

1989, provided those pronouncements do not conflict with or contradict GASB pronouncements.

Accordingly, in coniunction and simultaneously with the adoption of GASB No. 34, the Municipality also

adopted the following pronouncements: (1) APB Opinion No.20 - Accounting chonges, (2) APB Opinion

No. 2L - lnterest on Receivables ond Poyobles, 13l. FASB Statement No.5 - Accounting Ior Contingencies

and (4) FASB Statement No. L6 - Prior Period Adiustments. The Municipality has elected to not apply all

statements and interpretations issued by FASB after November 30, 1989.

A. Financial Reporting EntitY

The accompanying basic financial statements include all departments and organizations units whose

funds are under the custody and control of the Municipality. ln evaluating the Municipality as a

reporting entity, management has addressed all the potential component units. The decision to include

a potential component unit in the reporting entity was made by applying the provisions of GAsBs No.

14.

The basic criteria for including a potential component unit within the reporting entity is if potential

component units are financially accountable and other organizations for which the nature and

significance of their relationship with the entity are such that exclusion would cause the Municipality's

financial statements to be misleading or incomplete. The GASB has set forth criteria to be considered in

determining financial accountability. These criteria include appointing a voting majority of an

organization's governing body and (1) ability of the Municipality to impose its will on that organization

or (2) the potential for the organization to provide specific financial benefits to, or impose specific

financial burdens on the Municipality.
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COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF CULEBRA

NorEs To THE BAsrc FTNANchL STATEMENTS (coNTrNUEDI

FoR THE FIscAI. YEAR ENDED JUNE 30,2010

NOTE I - SUMMARY OF ST6NTFTCANT ACCOUNTTNG POLICIES (CONTINUED)

The relative importance of each criterion must be evaluated in light of specific circumstances in order to
determine which components units are to be included as part of the reporting entity. Our specific

evaluations of the criteria applicable to the Municipality indicate no organizations meet the criteria to
be included as component units. Accordingly, these basic financial statements present only the

Municipality as the reporting entity.

These financial statements present the respective financial position of the governmental activities, each

ma.ior fund, and the aggregate remaining fund information of the Municipality, as of June 30, 2009, and

the respective changes in financial position, where applicable, thereof for the fiscal year then ended.

B. Measurement Focus and Basis ofAccounting

Government-Wide Financial Statements

The government-wide financial statements (the Statement of Net Assets and the Statement of Activities)

are reported using the economic resources measurement focus and the accrual basis of accounting.

Revenue is recorded when earned and expenses are recorded when a liability is incurred, regardless of
the timing of related cash flows. Grant and similar items are recognized as revenue as soon as all

eligibility requirements have been met.

Governmental Fund Financial Statements

The governmental fund financial statements are reported using the current financial resources

measurement focus and the modified accrual basis of accounting. Revenues are recorded when

susceptible to accrual; as soon as it is both measurable and available. "Available" means collectible

within the current period or soon enough thereafter, normally within sixty (60) days, to be used to pay

liabilities of the current period. Expenditures are generally recognized when the related liability is

incu rred.

The exception to this general rule is the principal and interest on general obligation long-term debt and

compensated absences, if any, are recognized when due.

ln applying the "susceptible to accrual" concePt to intergovernmental revenues (federal grants)

pursuant to GASBS No. 33, Accounting ond Finoncial Reporting for Nonexchange Tronsdctions llhe
Municipality may act as either provider or recipient), the provider should recognize liabilities and

expenses and the recipient should recognize receivables and revenue when the applicable eligibility

requirements including time requirements, are met. Resources transmitted before the eligibility

requirements are met should, under most circumstances, be reported as advances by the provider and

deferred revenue by the recipient.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAIITY OF CUTEBRA

NorEs To THE BAsrc FTNANGTAL STATEMENTS (coNrNUEDI

FoR THE FTSCALYEAR ENoEDJUNE 30,2010

NOTE 1 - SUMMARY OF StGNtF|CANT ACCOUNTTNG POUCTES (CONTTNUED)

B. Measurement Focus and Basis ofAccounting (Continuedl

There are essentially two types of revenue. For some grants, funds must be expended by the
Municipality on the specific purpose or project before any amounts will be reimbursed. Revenue is,

therefore, recognized as expenditures are incurred to the extent available. For the other revenue,

moneys are virtually unrestricted and are generally revocable only for failure to comply with prescribed

compliance requirements. These resources are reflected as revenue at the time of receipt or earlier if
the susceptible to accrual criteria is met.

Expenditures are generally recorded when a liability is incurred, as under accrual accounting.

Modifications to the accrual basis of accounting include the following:

* Employee's vested annual vacation and sick leave is recorded as expenditure when utilized. The

amount of accumulated annual vacation and sick leave unpaid at June 30, 2010, has been

reported only in the government-wide financial statements.

C. Financial Statement Presentation

The basic financial statements include both government-wide (based on the Municipality as a whole)

and fund financial statements. While the previous financial reporting model emphasized fund types (the

total of all funds of a particular type), in the new financial model the focus is on either the Municipality

as a whole, or major individual funds (within the basic financial statements). Both the government-wide

and fund financial statements (within the basic financial statements) categorize primary activities 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 information of all the activities of the Municipality. For most part, the effect of interfund activity

has been removed from these government-wide financial statements. Governmental activities, which

normally are supported by taxes and intergovernmental revenues, are reported separately from

business-type activities, which rely to a siSnificant extent on fees and charges for support.

The focus of the Statement of Net Assets is designed to be similar to bottom line results for the

Municipality and its governmental activities. This statement, for the first time, combines and

consolidates governmental fund's current financial resources (short-term expendable resources) with

capital assets and long-term obligations.

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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COMMONWEATTH OF PUERTO RICO

MUNICIPATIW OF CUTEBRA

NorEs To THE BAsrc FTNANcnL STATEMENTS (coMflNUEDI

FoR THE FISGAL YEAR ENDEoJUNE 30,2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUEDI

C, Financial Statement Presentation {Continued}

* - These consists of capital assets, net of
accumulated depreciation and amortization, and reduced by outstanding balances for bonds,

notes, and other debt that are attributed 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 imposed by creditors, grantors, contributors, and the like, or imposed by

law through constitutional provisions or enabling legislation.

* 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 available 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 Municipality'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 use/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 sdbstance, 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 Municipality's actual exp€rience conforms to the

budgeted fiscal plan.
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF CULEBRA

NorEs To THE BAsrc FTNANGnL STATEMENTS (coNTrNUEDl

FoR TI,IE FISGALYEAR ENDEDJUNE 30, 2010

NOTE 1 - SUMMARY OF St6NtF|CANT ACCOUNTTNG POUCTES (CONT|NUEDI

C. Financial Statement Presentation (Continued)

Since the governmental fund statements are presented in a different measurement focus and basis of
accounting than the 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 governmental 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 maior funds:

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 Assisnment Fund - This is the fund used to account for all the transactions of the State

tusignment by Legislature Resolutions. The primarily objectives of this assignments is the

development of projects on communities, not-for-profit organizations and indirect assignment to

persons of low and moderate income.

CDBG Fund - CDBG Fund is used to account for revenues derived from the Department of Housing

and Urban Development, related to Community Development Block Grants - State Program.

Loans Fund - This is the fund used to account for all financial resources and transactions related to

the loans for operational purposes, construction purposes and capital outlays of the Municipality,

which is financed by loans from the Government Development Bank of Puerto Rico.

Sales Tax Fund - This is the fund used to account for all the transactions related to the citizenship

contribution of 1.0% over all business or personal transactions related to sale of goods and services

made on the Municipality. ln addition, this fund is used to account the State contribution to the

Municipality of the Sales Tax. The resources collected by this tax are used in activities like health

services, improvements in the control and management of solid waste disposal and recycling

programs, public improvements, public safety and maintenance of all public facilities of the

Municipalities.

GASBS No. 34 eliminates the presentation of Account Groups, but provides for these records to be

maintained and incorporates the information into the Governmental column in the Government-Wide

Statement of Net Assets.



COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF CULEBRA

NorEsTo THE BAsrc FrNANcrAr, STATEMENTS (corfiNUEDl

FoR THE FEcAr YEAR ENDEDJUNE 30,2010

NOTE I - SUMMARY OF StGNtF|CANT ACCOUNTTNG POUCTES (CONTINUEDI

D. FinancialReportingPresentation

The accounts of the Municipality are organized on the basis of funds, each if which is considered a

separate accounting entity. The operations of each fund are accounted for with a separate set of self-
balancing accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures. Fund

types are as follows:

General Fund - ls the general operating fund of the Municipality. lt is used to account for all

governmental activity, except those required to be accounted for in another fund.

Special Revenue Fund- This is the fund used to account for revenues derived from local funds, state
grants or other restricted revenue sources. The uses and limitations of each special revenue fund

are specified by Municipality ordinances or state statutes.

Debt Service Fund - This is the fund used to account for the accumulation of resources for and the
payment of, general long-term debt principal, interest, and related costs.

Capital Proiects Fund - This is the fund used to account for financial resources used for the

acquisition or construction of major capital facilities. The uses and limitations of each capital

projects fund are specified by Municipality ordinances or state statutes.

E. Budgetary Control

The Municipality annually adopts the Budget Resolution for all operating funds of the Municipality

except for certain restricted accounts of Proprietary Funds and Special Revenue Funds. Budgetary

control is legally maintained at the fund level. The budget is prepared using the modified accrual basis of
accounting with encumbrance included as budgetary basis expenditures. The Municipality's Budget

Resolution provides transfer authority (1) to the Mayor and the Management and Budget Director,

within and between departments and funds, as long as the total budget of the Municipality (net of

interfund transfers) is not increased; (2) to the Management and Budget Director to implement grant

budgets as the grant applications are accepted by the Municipality; and (3) to the Management and

Budget Director to amend (re-appropriate) each new year/s budget, to the extent of outstanding

encumbrances, and/or unexpended Proiect/grant appropriations at year end. Municipality's Legislature

action is required for (1) use of the budgeted Legislature contingency, and (2) the approval of
supplemental appropriations. During the year, several supplemental appropriations were necessary.

The budget columns (original and final budgets) of the Budgetary Comparison - General Fund reflect the

original budget and the amended budget (which have been adjusted for legally authorized revisions of

the annual budgets during the year). Appropriations, except remaining project appropriations,

encumbrances, and unexpended grant appropriations, lapse at the end ofeach fiscalyear.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF CUTEBRA

NorEs To THE Basrc FTNANCTAL STATEMEMrs (coMflNuED)

FoR THE FrscAL YEAR ENDED JUNE 30, 2010

NOTE 1- SUMMARY OF 516NIFICANT ACCOUNTING POIICIES (CONTINUEDI

E. Budgetary control (Continued)

Amendments to the budget, including transfers, require the approval of the Municipal Legislature.

Unencumbered appropriations lapse at the end of the next fiscal year. The Municipality follows these

procedures, in accordance with law, in order to establish the budgetary data reflected in the basic

financial statements:

1. Prior of May 31 of each fiscal year, the Mayor submits to the Municipal Legislature a proposed

budget for the fiscal year commencing the following July 1 in addition of a budget message;

Z. The budget document is available for public inspection prior to its approval by the MuniciPal

Legislature;

3. The Commissioner of Municipal Affairs examines the budget to verify if it complied with the

law,s standards and sends it to the Mayor for any comments or recommendation before the

limited date establishes by the Law;

4, prior to June 13, the annual budget is legally enacted through passage of the annual

appropriation ordinance;

5. lf a budget is not adopted prior to the end of the end of the fiscal year, the annual budget for

the preceding fiscal year, as approved by the Municipal Legislature and the Mayor, is

automatically renewed for the ensuing fiscal year until a new budget is approved. This permits

the Municipality to continue making payments for its operating and other expenses until the

new budget is apProved;

6. Subsequent to the enactment of the annual appropriation ordinance, the Municipal Legislature

has the authority to make necessary amendments made during the fiscalyear and are reflected

in the budget information included in the Budgetary comparison schedule - General Fund;

7. Budgetary data for the special Revenue Fund has not been presented in the accompanyinS basic

financial statements as such funds are budgeted over the life of the respective grant or pro.iect

and not on an annual basis.

since the budgetary basis differs from accounting principles generally accepted in the united states of

America (GAAP), actual amounts for the General Fund in the accompanying Budgetary Comparison

Schedule, is presented on the budgetary basis to enhance comparability'

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

1. Encumbrances are recorded as expenditures under the budgetary basis and as a reserve of fund

balances under GAAP.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

NorEsTo THE BAsrc FTNANCTAL STATEMENTS (coNTlNUEo)

FoRTHE FTScAtYEAR ENDED JUNE 30,2010

NOTE 1 - SUMMARY OF STGNTFTCANT ACCOUNTING POLICIES (CONTINUED)

E. Budgetary Control (Continued)

2. The non-exonerated portion of the property tax advances are Presented as revenue in the

budgetary basis and as other financing sources under GMP.

3. lnterfund transactions of the General and Special Revenue Funds are not included in the

budgetary basis.

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

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 the current year by the Municipal Revenue Collection Center (Fiscal Agent) are

presented as revenues in the accounting basis but are not considered in the budgetary schedule.

The special funds of the Special Revenue Fund have not been included in the budgetary comparison

because balances are not budgeted. Also the budget prepared for the Federal tinance Awards Programs

included in the Major and Non Major Funds is based on a program period which is not necessarily a

year. Accordingly, it's not practical to present an annual comparison of budget for such programs.

F, Cash, Cash Equivalent and lnvestment

The Director of Finance of the Municipality is responsible for investing the available resources in

certificates of deposit and other short-term investments. lnvestments are made from the available

combined funds of the Municipality and, accordingly, it is not practical to disclose certificates of deposit

and other short-term investments individually by fund in the combined financial statements. lnterest

earned on certificates of deposit and other short-term investments are recognized as revenue in the

General Fund. Cash in the Special Revenue, Debt Service and Capital Project Funds are restricted;

accordingly, resources available were not used for pool investments.

under the laws and regulations of the commonwealth, public funds deposited by the Municipality in

commercial banks must be fully collateralized for the amounts deposited in excess of the federal

depository insurance generally provided by the Federal Deposit lnsurance Corporation (FDIC). All

securities pledged as collateral are held by agents designated by the commonwealth's secretary of the

Treasury, but not in the Municipality's name.

Cash with fiscal agent represents property tax collections retained by the Municipal Revenues Collection

Center and undisbursed proceeds of certain bonds, loans or grants which are maintained in a cash

custodian account by the Government Development Bank ofthe Commonwealth of Puerto Rico.

4.

5.
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COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF CUTEBRA

NorEs To THE Basrc FTNANC6L STATEMENTS (coNnNUED)

FoR THE FIscAI. YEAR ENDED JUNE 30,2010

NOTE 1- SUMMARY OF STGNTFTCANT ACCOUNTING POIICIES (CONTINUEDI

F. Cash, Cash Equivalent and lnvestment (Continuedl

Cash balance recognized in the Debt Service Fund is restricted for the payment of the Municipality's

obligations, and others are restricted for specific projects, such as the acquisition or construction of
permanent improvements. The sinking fund is maintained by the Governmental Development Bank of
Puerto Rico, agency which acts as the insurer and payer of the Municipality's bonds and notes issued in

accordance with law.

G. Receivables

Receivable are stated net of estimated allowances for uncollectible accounts, which are determined

upon past collection experience and current economic conditions. Receivable from Federal Government

represents amounts owed to the Municipality for reimbursement of expenditures incurred pursuant to

federally funded programs.

H. CapitalAssets

property, plant and equipment purchased or acquired is carried at historical cost or estimated historical

cost. Contributed assets are recorded at fair market value as of the date received. The Municipality's

capitalization levels are S500 on personal property. For improvements other than buildings, the capital

outlay must be greater than s1o,ooo, extend the estimated useful life for ten years, and be greater than

lO% of the original cost of the asset. Other costs incurred for repairs and maintenance is expensed as

incurred.

l. Lon8-Termobligations

The liabilities reported in the government-wide financial statements included general and special

obligation bonds and notes, and other long-term liabilities, such as vacation, sick leave, litigation, long-

term liabilities to other governmental entities.

ln the fund financial statements, governmental fund types recognize bond issuances cost, during the

current period. The face amount of debt issued is reported as other financing sources, while bond

issuance costs, whether or not Withheld from the actual debt proceeds received, are reported as

expenditures.

J, CompensatedAbsences

The Municipality accrues accumulated unpaid vacation and sick leave and associated employee-related

costs when earned (or estimated to be earned) 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 si)Cy (50) 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.
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NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POIICIES (CONTINUEDI

J. CompensatedAbsences(continued)

Separation from employment prior to use of all or part of the sick leave terminates all riShts 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 ofthe 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'

The following is a summary of changes in the balance of Compensated Absences for the fiscal year

ended June 30,2010.

RETIREMENTS

BALANCE AND CURRENT BALANCE

JUTY 1.2009 NEW ISSUES MATURATES JUNE 30. 2OIO

StgA.US S -= S87lX) s316-665

CURRENT

PORTION

s23213

LONG-TERM

PORTION

s293.452

K. 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

commlssioned 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.

28



COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF CUTEBRA

NoTEs To THE BAsrc FINANCIAL STATEMENTS (CONTINUED}

FoR THE FISGAI YEAR ENDEDJUNE 30,2010

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTIN6 POLICIES (CONTINUED)

L. 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 transfers.

Transfers between governmental or proprietary funds are netted as part of the reconciliation to the

government-wide columnar presentation. The Municipality has the following types of reciprocal and

nonreciprocal interfund activities:

* lnterfund loans - Represent amounts provided with a requirement for repayment, which are

recorded as "due from" in the lender governmental fund and "due to" in the borrower

governmental fund. lnterfund receivables, which are not considered currently available financial

resources, are reported as advances. For amounts not expected to be colleaed within a reasonable

period, interfund receivables/payables are reduced to the estimated realizable value and the

amount that is not expected to be repaid is reported as a transfer from the governmental fund that

made the loan.

lnterfund transfers - Represent flows of assets (permanent reallocation of financial resources

among governmental funds) without equivalent flows of assets in return and without a requirement

for repayment. Transfers are reported as other financing uses in the governmental fund making

transfers and as other financing sources in the govern menta I fu nd receiving transfers.

lnterfund reimbursements - Represent repayments from the governmental fund responsible for

particular expenditures or expenses to the goveromental fund that initially paid for them.

Reservations of Fund Balance - Governmental Funds

Reservations of fund balance in the fund financial statements rePresent portions of fund balances that

are legally segregated for specific future use or are not appropriated for expenditure. The Municipality

has the following reservations of fund balance:

.a. SgCllbElggC - Represent future expenditures under purchase orders, contracts and other

commitments. These committed amounts generally will become liabilities in future periods as the

goods or services are received.

.!. Debt Service Fund - Represents net assets available to finance future debt service payments. The

governmental fund financial statements present fund balance reserves for those portions of fund

balance (1) not available for appropriation for expenditures or (2) legally segregated for a specific

future use. The reserves for related assets such as inventories and prepayments are examples of the

former.

*

t

M.
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M, Reservations of Fund Balance - Governmental Funds (continued)

* glhglPCIpglg1- Represents net assets available for specific use and/or legally segregated for other

specific future use.

N. claims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as

from adjudicated or settled claims, is recorded in the General Fund. The Long-Term Liabilities includes

an amount estimated as a contingent liability or liabilities with a fixed or expected due date, which will

require future available financial resources for its payment.

O. Use of Estimates

The preparation of the basic financial statements in conformity with accounting principles generally

accepted in the United States of America requires management to make estimates and assumptions

that affect the reported 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.

P. Accounting for Pension Costs

For the purpose of applying the requirements of GASB statemenl No.27, Accounting Ior Pensions by

Stote and Locol Government Employers (GASB No. 27), the state government of the Commonwealth of
puerto Rico is considered to be the sponsor of the Employees' Retirement System of the Government of
puerto Rico and its lnstrumentalities (ERS) and System 2000, a multi-employer cost-sharing defined

benefit pension plan and a hybrid defined contribution plan, respectively, in which the employees of

the Municipality participate. The Municipality is considered a Participant and not a sponsor, of these

retirement systems since the majority of the participants in the aforementioned pension trust funds are

employees of the Commonwealth of Puerto Rico and the basic financial statements of such retirement

systems are part of the financial reporting entity of the Commonwealth of Puerto Rico. Accordingly, no

portion of the net pension obligation (NPO) related to ERS has been allocated to the Municipality in the

accompanying basic financial statements. The basic financial statements of the Commonwealth of
puerto Rico report the total amount of the net pension obligation of ERS, including any amount that may

correspond to the Municipality.

The Municipality accounts for pension costs from the standpoint of a participant in a multiple-employer

cost-sharing plan. Accordingly, pensioo costs recognized in the accompanying basic financial statements

are equal to the statutorily required contributions, with a liability recorded for any unpaid required

contributions.
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NOTE 1 - SUMMARY OF StGNtF|CANT ACCOUNTTNG POLtCtES (CONTTNUED)

Q. Risk Financing

The Municipality carries commercial insurance to cover casualty, theft, tort claims and other losses.

lnsurance policies are negotiated by the Puerto Rico Treasury Department and costs are allocated
among allthe Municipalities of Puerto Rico.

Cost of insurance allocated to the Municipality and deducted from the gross property tax collections by

the Municipal Revenue Collection Center ("CR|M") for the year ended June 30, 2010 amounted to
S83,761. The current insurance policies have not been cancelled or terminated. The CRIM also deducted

556,797 for workers compensation insurance covering all municipal employees.

R. Future Adoption of Accounting Pronouncements

The GAsB has issued the following accounting standards that have effective dates after June 30, 2010:

* GASB Statement No. 54, Fund Bolonce Reporting and Governmentol Fund Type Definitions. Ihis
statement changes the classification and terminology of fund balances and amends the definitions

of the different types of governmental funds. This statement is effective for periods beginning after
June 15,2010;

* GASB Concepts Statements No. 5, Serv,ce Efforts ond Accomplishments - on Amendment oI GASB

Concepts Stotements No. 2. This statement provides a framework to be used by the GASB in

considering guidance for reporting SEA by state and local governmental entities and amends

terminology and other information in GASB:cs-2. ;

The Municipality's management has concluded that the future adoption of these GASB Statements do

not have any significant impact on the Municipality's basic financial statements.

S. Subsequent events:

Management has evaluated subsequent events through February 7, 2011, the date the financial statements

were evaluated to be issued.
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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 Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40],, Deposit and
lnvestment Risk Disclosure, on Amendment to GASB Stotement No. 3. This statement requires that state
and local governments disclose essential risk information about deposits and investments. The

disclosure requirements cover four main areas: (1) credit risk, (2) interest rate risk, (3) custodial credit
risk, (4) foreign exchange exposure.

The Municipality's bank balances in commercial banks of 5571,913 in the General Fund, 5882,398 in the
State Assignment Fund, 5102,297 in the CoBG Fund and the 5490,961 in the Sales Tax fund were fully
collateralized at June 30, 2010. ln the Other Governmental Funds there were deposits with commercial
banks of 5255,388 that were fully collateralized.

The deposits at GDB of S1,731,045 in the Loans Fund and 5954,128 in the Other Governmental Fund,

are unsecured and uncollateralized, as no collateral is required to be carried by governmental banks.

NOTE 3 - RECEIVABTES

A. Federal Grants Receivable

Federal grants receivable in the CDBG fund and in Other Governmental Funds represent

expenditures incurred not yet reimbursed by the federal agencies or the pass-through grantors.

Following is a detail of the federal grants receivable:

Description Amount

Community Development Block Grant - State Program

Child care Development Block Grant

Special Programs for the Aging Title lll-Part B

American Recovery and Re-investment Act Grants

Total

S 558,232
39,676
t!,776
4,rt85

s_614169
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NOTE 3 - RECETVABTES (CONTINUEDI

B. state Government Receivables

State government receivables in Other Governmental Funds represent exPenditures incurred not

yet reimbursed by the state agencies. Following is a detail ofthe state government receivables:

Governmental Entity Amount

Puerto Rico Port AuthoritY
State Department of Labor and Human

Resources - Law 52

Total

s 4,618

t27 .L67

SII1JE5

C. Due Ftom Other Funds

lnterfund receivables and payables at June 30, 2009 are summarized as follows:

General Fund

General Fund

General Fund

State Assignment Fund

State Assignment Fund

State Assignment Fund

State Assignment Fund

Other Governmental Funds

CDBG Funds

Sales Tax Fund

Sales Tax Fund

General Fund

CDBG Funds

Other Governmental Funds

Loans Fund

General Fund

Payroll and related accruals
paid and not reimbursed

To cover operating
expenditures

Payroll and related accruals
paid and not reimbursed

Loans between funds

Loans between funds

Loans between funds

Loans between funds

Cash pool in the same bank

account and reimbursable
expenditures

s 187,3ss

99,287

218,690

1,779,361

27Q,0t9

8,228

325,426

52.671

SZ9!11,03zTotal
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NOTE4-CAPITATASSETS

Capital assets; those with an estimated useful live of one year or more from the time of acquisition by
the Municipality and a cost of S25 or more, are primarily funded through the issuance of long-term
bonds and loans. A summary of capital assets and changes occurring in 2010, including those changes
pursuant to the implementation of GASB Statement No. 34, follows (Land and construction in progress
are not subject to depreciation):

Governmental Activities
Balance

Iuly 1, 2009
Retirements/ Balance

Additions Reclassifications June1,2009

Capital asset, not being depreciated:
Land

Construction in progress

Total capital assets not being
depreciated

Capital assets, being depreciated:
Buildings
Machinery and equipment
Motor vehicles

Total capital assets being depreciated

Less accumulated depreciation for:
Buildings
Machinery and equipment
Motor vehicles

Total accumulated depreciation

Total capital assets being
depreciated, net

Governmental activities capital
assets, net

s 3,366,886 s s

..--------.----:
S 3,366,886

3.366.886

6,285,605
672,604

1.626.395

8.584.604

(1,439,1s3)
(670,869)

(t.428.6021

8.538,6241

5.04s.980

3.366.886

6,285,605
672,604

t.626.395

8.584,604

(1,439,153)
(670,869)

1.428.6021

(3.s38.6241

5.045,980
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NOTE 4 - CAPITAL ASSETS (CONTINUEDI

Depreciation expenses has not been charged to governmentalfunctions/programs.

GASB Statement No. 34 requires to retroactively applying the requirements to major general

infrastructure assets within at least four (4) years of the adoption of this pronouncement, which is not

later than June 30, 2007. The Municipality has not complied with this requirement.

NOTE 5 -ACCOUNTS PAYAETE AND ACCRUED EXPENSES TIABITITIES

Accounts payable and accrued expenses liabilities in governmental fund financial statements represent

expenditures incurred during fiscal year 2009-2010, and not paid by the MuniciPality at June 30, 2010.

FollowinB is a detail of these accounts payable and accrued liabilities:

Accounts Accrued
Liabilities

General Fund

CDBG Fund

Sales Tax Fund

Other Governmental Funds

Total

s 40,33s
203,15s
219,54r

37,025

s-500-056

s 46,113 S 86,448
203,155
279,s47

37.025

s---46,113 s-544159

NOTE 6 - DUE TO OTHER GOVERNMENTAL UNITS

As of iune 30, 2010, balance due to other governmental units consists of the following:

Governmental ABencY Amount

Puerto Rico Aqueduct and Sewer

Authority
State Department of Treasury

General Service Administration

Total

S 1,981
718,231

3.887

5_124-099
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NOTE 7 - DEFERRED REVENUES

Volume of business tax - The deferred revenues of 5138,265 in the General Fund relates to volume
of business tax collected in fiscal year 2009-2010 that will be earned in fiscal year 2010-2011.

B. Federal Grants - The deferred revenues presented inthe head startfund and in other governmental

funds represents the portion of federal grants received for which qualifying expenditures have not
been incurred. Deferred revenues from the federalgovernment are as follows:

Program Description Amount

Child Care Food Program
Public Assistance Grants
American Recovery and Re-

investment Grants

Total

s 44,989
66,728

25.818

s-r3zs35

NOTE 8 - GENERAI- TONG-TERM DEBTS

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

Description

Beginnint
Balance,

as restated
Borrowings
or Additions

Payments or
Oeductions

Ending Due within
Balance One Year

Bonds and Notes Payable
Property Tax Advances -

Treasury Department
Property Tax Debt - Law 42

Compensated absences

LIMS Repayment Plan

Property Tax Debt - Law 146

Claims and Judgments
CRIM Settlement 2008-2009

Total

s3,196,000

5,568
2,350,78L

404,775
9,348
7,886

109,518
40.339

sor2:L6u

5,568
48,246
87,510

3,576
343

40.339

5-

s105,000 53,091,000 91,031,000

2,302,535 5t,277
315,555 23,213

5,772 3,772
7,543 343

109,518
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NOTE 8 - GENERAT TONG.TERM DEBTS (CONTINUED)

A. GENERAT OBLIGATIONS BONDS AND NOTES

The Municipality issues general and special obligation bonds and notes, principally, to provide funds for
the acquisition and construction of major capital facilities, to pay debt incurred in prior years, and to
cove r the expenditu res of a specia I event. Bonds and notes payables as of J u ne 30, 2010, a re com prised

of the following individual issues:

DESCRIPTION AMOUNT

S220,000, Series 2005, for capital outlay purposes, payable in a installment of
535,000; at July 1, 2011 interest at 4.62% due semiannual.

S220,000, Series 2006, for capital outlay purposes, payable in two annual

installments of S35,000, through July 1, 2012, interest at 6% due semiannual.

5926,000, Series 2006, for capital outlay purposes, payable in July 1, 2010,

excluding interest at 4.50%

S2,125,000, Series 2009, for construction purposes, payable in annual

installments ranging from $35,000 to S175,000, through July 1, 2033;

interest at 7.5% due semiannual.

Total General Obligations - Bonds

S 3s,ooo

70,000

926,000

2.060.000

$,ogr.aaa

These bonds, except by the 52,125,000 bond, are payable from the special ad valorem property tax of
2.00% which is restricted for debt service and retained by the Government Development Bank for
Puerto Rico for such purposes. Bond amounting 52,125,000 is payable with the Sales Tax resources

which is restricted for debt services, and the Government Development Bank for Puerto Rico retains the
payment of principal and interest.
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NOTE 8 - GENERAT TONG.TERM DEBTS (CONTINUEDI

B. BONDS AND NOTES AMORTIZATION

The annual requirements to amortize the general obliSations outstanding as of June 30, 2010 are as

follows:

Year Ending Principal lnterest
,une 30, payment PaYment Total

20L7
20L2
2013
2014
2015
2076-2020
2027-2025
2026-2030
2031-203s

Total

s1,031,000 5 160,317
75,000 153,975
40,000 148,875
45,000 745,875
50,000 142,500

300,000 652,000
430,000 521,249
62s,000 333,750
495,000 75,750

s3.091 000 se334291

s1,091,317
228,975
188,875
1.90,875

192,500
952,000
95L,249
958,750
570.750

ssa2L;2:27

C. PROPERTY TAX DEBT - tAW 42

The Municipality entered into a repayment agreement with the Government Oevelopment Bank for
puerto Rico (GDB) and the CRIM, to pay off the excess of property tax advances through fiscal year 2000

and 2001. The cRlM retains the payment from the property tax advances of the Municipality. The

amounts retained by the cRlM are remitted to GDB on July 1 of each year through July 1, 2032. The

outstanding balance of the note payable to the CRIM at June 30, 2010 amounted to S2,302,535.

D. COMPENSATEDABSENCES

The government-wide statement of net assets includes S316,665 of accrued sick leave benefits, and

accrued vacation benefits, representing the Municipality's commitment to fund such costs from future

operations.

E. LIMS REPAYMENT PI-AN

The Municipality entered into a financing agreement with the cRlM for the payment of the

Municipality's share of the cost of an information management system, acquired by the CRIM on behalf

of all municipalities, for the management of a digital database of taxpayet's properties located in Puerto

Rico. The outstanding balance of the note payable to the cRlM at June 30, 2010 amounted to 95,772.
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NOTE 8 - GENERAT IONG.TERM DEETS (CONTINUED}

F. PROPERW TAX DEST - tAW 146

On september 24, 2002, the CRIM, on behalf of the municipalities of Puerto Rico, entered into a

financing agreement with GDB pursuant to the provisions of Law No. 146 of October 11, 2001. The

purpose of this financing agreement was to extinguish in advance certain bonds payable issued by the

Public Finance corporation, a subsidiary of the GDB, which were oriSinally issued to pay certain property

tax receivables owned by the municipalities of Puerto Rico through 1996. The outstanding balance of

the note payable to the CRIM at June 30, 2010 amounted to 57,543.

G. CRIM Settlements

Fiscal year final settlements - For the fiscal year ended on June 30, 2010 the cRlM notify to the

Municipality that the preliminary settlement of property tax advances versus actual collections through

fiscal year 2OO9 result in an overpayment to the Municipality of 540,339.

H. CLAIMS AND JUDGMENTS

Liabilities of s109,518 reported in the statement of net assets represent the balance owed for claims

and judgments related to a construction contractors of the MunicipalitY at June 30, 2010.

I. IANDFItt CTOSURE AND POSTCLOSURE CARE COSTS OBTIGATION

The Municipality owns a municipal solid waste landfill. However, the Municipality has not adoPted the

required provisions of Statement No. L8, Accounting lor Municipol Solid Woste Londfill Closure ond

Postclosure Cdre Costs, issued by the Governmental Accounting Standards Board (GASB No. 18) and the

regulations set forth by the u.5. Environmental Protection 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 is required to report 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, 2010.

NOTE9-DEBTRETIREMENT

Revenues of the debt service fund consist 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 Municipality. ln addition, the debt service fund includes the sale

tax redemption funds.
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NOTE 9 - DEBT RETIREMENT (CONTINUEDI

These property taxes are accumulated by the Municipal Revenue Collection Center in costs of the
general obligations bonds issued by the Municipality. Payments are made to the Governmental
Development Bank of the Commonwealth of Puerto Rico from such accumulated funds by the Municipal
Revenue Collection Center of Pueno Rico.

The Sale Tax as accumulated by P.R. Department of Treasury and payments are made to the
Governmental Development Bank.

NOTE 10 - PROPERW TAXES

The Municipality is authorized by Law No. 81 to impose and collect personal and real property taxes.
Under the laws and regulations of the Commonwealth, personal property taxes can be imposed to any
natural or legal person that at January 1of each year is engaged in trade or business and is the owner of
personal property used in trade or business.

Personal property taxes are self-assessed by taxpayers every year generally using the book value of
personal property assets owned by the taxpayer at January 1 (assessment date) and reporting such
taxable value through a personal property tax return filed on May 15 subsequent to the assessment

date. The total personal property tax rate in force at June 30, 2010 was 6.08% (of which taxpayers pay

5.25% and 1.03% is reimbursed by the Department of Treasury).

Real property taxes are assessed by CRIM. The assessment on real property is made every January 1 and
is based on estimated current values of the property deflated to 1957 market prices. The total real
property tax rate in force at June 30, 2010 was 8.08% (of which 7.25% is paid by taxpayers and 1.03% is
also reimbursed by the Department ofTreasury).

Residential real property occupied by its owner is exempt by law from property taxes on the first
515,000 of the assessed value (at 1957 market prices). For such exempt amounts, the Department of
Treasury assumes payment of the basic tax (4% and 6% for personal and real property, respectively) to
the Municipality, except for property assessed of less than 53,500 (at 1957 market prices), for which no
payment is made.

CRIM is responsible for the billing and collections of real and personal property taxes on behalf of the
Municipality. Prior to the beginning of each fiscal year, CRIM informs the Municipality of the estimated
amount of property tax expected to be collected for the ensuing fiscal year. Throughout the year, CRIM

adva nces fu nds to the M u nicipa lity based on the initial estimated collections. CRIM is required by law to
prepare a settlement statement on a fiscal year basis, whereby a comparison is made between the
amounts advanced to the Municipality and amounts actually collected from taxpayers.

This settlement has to be completed on a preliminary basis not later than each December 31. lf CRIM

remits to the Municipality property tax advances, which are less than the property tax actually collected,
an additional property tax receivable is recorded at June 30. However, if advances exceed the amount
actually collected by CRIM, an intergovernmental payable is recorded at June 30.
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NOTE 10 - PROPERW TAXES (CONTINUED)

Law No. 81 provides for the levy of an annual special tax of 1.03% of the assessed value of all real and

personal property not exonerated from taxation. Such special tax is levied and collected by CRIM-

Collections of this special tax are remitted to the Commonwealth's debt service fund for payment of
debt service on general obligations of the Commonwealth.

tn addition, 1.50% of the total personal and real property taxes collected by CRIM is restricted for the

Municipality's debt service requirements and is retained by GDB for such purposes.

The Additional Lottery System of the commonwealth (the "Additional Lottery'') is an operational unit

reported as an enterprise fund of the Commonwealth, which currently operates several betting

alternatives to the citizens of Puerto Rico. The Additional Lottery is required every year to distribute a

portion of its excess of revenues over expenses as follows:

.:. Thirty five percent (35%) of its net earnings (defined as the excess of revenues over expenses less

an amount earmarked for the Fund for Rent and Home lmprovement Subsidy Program for the Low-

lncome Qualifoing Elderly) is earmarked to the municipalities of the Commonwealth, of which a

maximum of 526 million, on an annual basis, is distributed to the Municipal Equalization Fund held

by CRIM to cover operating expenses and permanent improvements of the municipalities.

.! An additional amount not exceeding 516 million, on an annual basis, is distributed to the Municipal

Equalization Fund, provided it is within the 35% correspondinS to the municipalities of the

Commonwealth. When the accumulated municipal appropriations from the municipalities' Puerto

Rico Health Reform are covered up to June 30, 1997, these resources will be assigned to the Health

lnsurance Administration, a component unit of the Commonwealth.

NOTE 11 - VOLUME OF BUSINESS TAXES

The Municipality is authorized by Law No. 81 to impose and collect municipal license taxes on all trade

or business activities operated by any natural or legal person within the territorial area of Culebra. This

is a self-assessed tax generally based on the business volume measured by gross sales. The Municipality

establishes the applicable tax rates. At June 30, 2010, the municiPal tax rates imposed by the

Municipality were 1.50% for financing institutions and 0.50% for other types of taxpayers. Any

taxpayers that have been granted with partial tax exemptions under any of the incentive tax laws of the

Commonwealth ultimately pay municipal license taxes at reduced tax rates, Senerally between 60% and

90% under standard rates.

Each taxpayer must asses his/her corresponding municipal license tax by declaring his/her volume of

business through a tax return to be filed every April 15 based on the actual volume of business

generated in the preceding calendar year.

Taxpayers with a sales volume of 53 million or more must include audited financial statements with

their tax returns. The tax can be paid by the taxpayer in two equal installments due on July 15 and

.,anuary 15, subsequent to the filing of the declaration.
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NOTE 11 - VOLUME OF BUSINESS TAXES (CONTINUED)

The first installment of the tax covers the six-month period ended December 31, subsequent to the filing

date of the declaration, while the second installment of the tax covers the six-month period ended June

30 of the subsequent calendar year. lf a taxpayer elects to pay the tax in full on the filing date of the

declaration (generally April 15), a 5% discount is granted automatically on the total tax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year) are recorded

as deferred revenues in the GWFS and the GFFS (see Note 9).

NOTE 12 - SALES TAXES

On July 4, 2006, the Legislature of the Commonwealth of Puerto Rico approved Act No. 117 ("Act 117")

which amends the Puerto Rico lnternal Revenue Code of 1994 to provide for a sale and use tax of 5.5%

to be imposed by the Commonwealth Government. Act 117 also authorizes each municipal government

to impose a municipal sale and use tax of 1.5%. This municipal sales and use tax has in general the same

tax base and limitations (except for unprocessed foods) as those provided by the Commonwealth's sales

and use tax.

Section 6189 of the Puerto Rico lnternal Revenue code of 1994, as amended, authorizes the

Municipalities in Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed in

conformity with the base, exemptions and limitations contained subtitle BB of the code. The Municipal

Sales Tax is specifically imposed over all sales transactions of taxable items and combined transactions

(as defined by the municipal internal regulation) taken place within municipal limits. The Municipal Tax

is also specifically imposed over the purchase price for the use, storage or consumption of taxable

transactions (as defined by the municipal internal regulation) taken place within municipal limits.

The Municipal Legislature approved the imposition of the municipal sales and use tax, effective on July

1, 2006. lndividuals, organizations and entities subject to collect the municipal sales and use tax must

file a tax return to the Municipality. Tax is due each 10th day of each month based on tax collected in

the preceding month. The Municipal Ordinance does not impose specific restrictions or limitations on

the use of the municipal sales and use tax resources. Resources are recorded in the general fund of the

Municipality.

NOTE 13 - INTERGOVERNMENTAL REVENUES

lntergovernmental revenues consist primarily of funds received from the Commonwealth of Puerto Rico,
,,in lieu of tar, 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.

lntergovernmental revenues are accounted for through the General Fund except for those directly

related to urban development and capital improvements, which are accounted for through the State

Assignment, Sales Tax and Loans Funds.
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NOTE 14 - EMPTOYEE'S RETIREMENT PTAN

The Employee's Retirement System ofthe 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 Act 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 municipalities 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 Committee appointees and Experimental Service Station employees. ERS

provides retirement, death and disability benefits. Disability retirement benefits are available to
members for occupational and non-occupational disabilities. Retirement 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
5.775% lor the first 5550 of monthly salary plus 8.275% for the excess of this amount, or on the
alternative, 8.275Yo of all salary. The Municipality contributes to the system 9.275% of the participating

employee's salaries.

Law Number 305 of September 24, 1999, amendments the Act Number 447 that establish a savings
program. All employees active in the system as ofDecember3l, 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 A.275% up to a maximum of 10% of their
monthly salary, and will invested in an account which will either: (a) earn a fixed rate based on the two-
year Constant Maturity Treasury Note or, (b) earn a rate equal to 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 510,000 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
of l%% ol 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.
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NOTE 14 - EMPIOYEE'S RETIREMENT PtAN (CONTINUED)

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

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

Future pension payments reflect an assumption of a 6% 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 eligable to participate in the System. Pension benefits for participants with 30
years of service are as follows:

YEARS OF PARTICIPANTS

SERVICE AGE PENSION BENEFITS

30 or more 55 or less 65% ofthe average ofthe 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 75% of the average of the three years of highest salary during
the employee's service period (employees started working
after April 1, 1990).

The amount of the total pension benefit obligation is based on a standardized measurement established

by GASBS No. 27, Finonciol Reporting for Defined Benefit Pension Plons ond Notes Disclosure for Defined

Contributions Plons. 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 sufficient 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 employees and employer contributions to the above mentioned plans during the year ended June

30, 2010 amounted to approximately S89,587 and S101,154 respectively. The above represented 100%

of the required contribution for the year.

Contributions in 2006 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.
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NOTE 14 - EMPIOYEE'S RETIREMENT PTAN (CONTINUED}

The total pension expenditures recorded in the category of administration for the Fiscal Year Ended June

30, 2010 was approximately 5101,154. 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, 2010. The P.R. Retirement Plan

Administration provides additional information of the ERS. They issue a public available financial report
that includes financialstatements and required supplementary information for ER5, 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, P.R. 00940.

NOTE 15 - CONTINGENCIE5

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.

With respect to pending litigation, the Municipality has reported liabilities of S109,518 in the
government wide statement of net assets.

It is management's opinion, based on the advice of the legal counsel, that the potential claims against

the Municipality not covered by insurance will not materially affect the financial resources for its

payment.

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 counsels with the information

currently available can not determine the final outcome of these proceeding. However, it has been the

Municipality's experience that such actions are settled for amounts substantially less than the claim

amounts.

B. FEDEML GMNTS

ln the normal course of operations, the Municipality receives grants from various Federal and State

agencies. The grant programs are subiect 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.
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NOTE 16 - ACCOUNTING CHANGES AND RESTATEMENTS

A. GOVERNMENTAI- FUND FINANCIAL STATEMENTS

The following restatements have been made in the governmental fund financial statements, which are

reported as an adjustment to the beginning fund balances:

Description

State
General Assignment
Fund Fund

Fund balance, beginning 5{f,!79,2491 53,000,151

Adjustment to accounts receivables not supported
in prior year 04,413l, 49,22a

Fund balance, beginning as restated 511253.664 S3.049JZ9

B. GOVERNMENTAL WIDE FINANCIAT STATEMENTS

The following restatements have been made in the governmental wide financial statements, which are

reported as an adjustment to the beginning net assets:

Description Total

Net assets, beginning
Adjustment to accounts receivables not supported

in prior year

Net assets, beginning as restated

S8,01s,460

(25.185)

s1l€02rs

46



COMMONWEALTH OF PUERTO RICO

MUNICIPATIW OF CUTEBRA

BuoGErARy CoMpARlsoN ScHEDULE- GENERA. FuNo

FoR THE Frscal YEAR ENDEDJUNE 30,2010

BudEeted Amounts

Original Final (See Note Al (Negative)

Actual
Amounts

(Budgetary
Basis)

variance
with Final

Budget
Positive

REVENUES:

Property taxes
Volume of Business Taxes

lntergovernmental Revenues

Licenses, permits and other localtaxes
Rent of Property
Miscellaneous

Total revenues

EXPENDITURE' ENCUMBRANCES AND

OTHER FINANCING USES:

Current:
Mayor and Municipal Legislature

General government
Public safety
Public works
Culture and Recreation
Health and Sanitation
Human service and Welfare

Total expenditures, encumbrances and

other financing uses

EXCESS (DEFTCTENCYI OF REVENUES OVER

(UNDER} EXPENDITURES, ENCUMBRANCES

AND OTHER FINANCING SOURCES (USESI

4,229.263 4.229.263 3.333.515 895.748

s 287-083 t287-083

5 333,978
t56,206

2,661,800
492,298
23,932

551.049

4.229.263

S 333,978
Ls6,206

2,661,800
492,298
23,932

561.049

4.229.263

s 333,978
148,026

2,686,811
216,774

L9,397
215.672

3.620.598

(-
(8,180)

25,017
(27s,s84)

(4,s3s)

|B45.377\

(608.665)

619,s63
2,7].3,907

20L,963
563,207
190,680
267,295
272.648

627,074
2,068,719

2t6,O3L
s89,333
t87,230
268,298
272.s78

531,570
L,577,385

188,753
502,74L
149,82t
2r5,628
227 .677

95,504
551,334

27 ,278
86,s92
37 ,409
52,670
44.96L
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NOTE A - EXPTANATION OF DIFFERENCE BETWEEN BUDGEIARY INFLOWS AND
OUTFLOWS AND GAAP REVENUES AND EXPENDITURES

Explanation of Differences:

Sources/infl ows of resources:

Actual amounts (budgetary basis)"available for appropriation" from the budgetary S 3,620,598

comparison schedule

Differences-budget to GAAP:

Prior and current GAAP adiustments to revenues t'O57

Total revenues and other financing sources as reported on the statement of revenues,

expenditures, and changes in fund balances 5L621-655

Uses/outfl ows of resources:

Actual amounts (budgetary basis)"total charges to appropriations" from the budgetary

comparison schedule S 3,333,515

0ifferences-budget to GAAP:

Prior Year expenditure are not outflows of budgetary resources but are exPenditure for 41,555

financial purposes

Encumbrances for supplies and equipment ordered but not received are reported in the
year (51,506)

the order is placed for budgetary reporting purposes

GAAP adjustment to expenditures 748'027

Total expenditures and other financing uses as reported on the statement of revenues,

expenditures, and changes in fund balances S-i-471.592
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NUMBER DISBURSEMENT

US Department of Housinq and Urban
Develooment
Passed through:

Municipal Service Administration:
Community Development Block Grant 74.228 51,158,138
ARRA - Community Development Block Grant 74.225 127,329

t,295.457
US Department of Aqriculture

Passed through:
PR Department of Education:

child and Adult Food Program 10.558 2o,ol4

US Department of Health and Human Services

Passes through:
PR Department of Family:

Child Care and Development Block Grant 93.575 771,355

ARRA - Child Care and Development Block Grant 93.713 37,025
208,380

Special Program for the Aging Title lll, Part 8-93.044

Grants for Supportive Services and Senior Centers 74,697
287.O77

US Department of Homeland and Securitv
Passes through:

PR Office of Management and Budget (GAR):

Public Assistance Grant 97.036 101,461

PR Department of Justice:
ARRA- Homeland Security Grant Program 97.067 10.208

111.669

ilJ_A2U
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1. BAS]S OF PRESE'{TATION:

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
Municipality of Culebra and is prepared on the modified acrrual basis of accounting. Accordingv,

amounts presented in the accompanying schedule agree to amounts presented in the basrc financial

statements.
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REPORT ON INTERNAT CONTROT OVER FINANCIAT REPORTING AND
ON COMPI"IANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAT STATEMENTS PERFORMED IN ACCORDANCE WITH

6OVERNMENT AUDITING STANDARDS

To The Honorable Mayor And

Municipal Legislative Body

Municipality of Culebra
Culebra, Puerto Rico

We have audited the financial statements of the governmental activities, the business-type

activities, the aggregate discretely presented component units, each major fund, and the aggregate

remaining fund information of Municipality of Culebra, Puerto Rico, as of and for the year ended June

30,2010, which collectively comprise the Municipality of Culebra, Puerto Rico's basic financial

statements and have issued our report thereon dated February tf, ?017. We did not express an

opinion on the statement of net assets and statement of activities because the inadequacy of
the accounting record of capital assets. Except as discussed in the preceding sentence, 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
Stondards, issued by the Comptroller General ofthe United States.

lnternal Control Over Financial Reportins

ln planning and performing our audit, we considered Municipality of Culebra, Puerto Rico's internal

control over financial reporting as a 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 Municipality of Culebra, Puerto Rico's internal control over financial reporting.

Accordingly, we do not express an opinion on the effectiveness of the Municipality of Culebra, Puerto

Rico's internal control over financial reporting.

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

management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A moteriol weokness is a deficiency,

or a combination of deficiencies, in internal control such that there is a reasonable possibility that a

material misstatement of the entity's financial statements will not be prevented, or detected and

corrected on a timely basis.
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REPORT ON INTERNAT CONTROL OVER FINANCIAT REPORTING (CONTINUED}

Our consideration of internal control over financial reporting was for the limited purpose described

in the first paragraph of this section and was not designed to identify all deficiencies in internal

control over financial reporting that might be deficiencies, significant deficiencies, or material

weaknesses. We identified certain deficiencies in internal control over financial reporting, described in

the accompanying schedule of findings and questioned costs that we consider to be material weakness

in internal contro I over fina ncial reporting. Findings 0L-10 to 03-10.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Culebra, Puerto Rico's

financial statements are free of material misstatement, we performed tests of its compliance with

certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which

could have a direct and material effect on the determination of financial statement amounts.

However, providing an opinion on compliance with those provisions was not an objective of our

audit, and accordingly, we do not express such an opinion. The results of our tests disclosed instances

of noncompliance or other matters that are required to be reported under Government Auditing

Stondords and which are described in the accompanying schedule of findings and questioned costs as

items 01-10 to 03-10

We noted certain matters that we reported to management of Municipality of Culebra, Puerto Rico, in

a separate letter dated February 11, 2011.

This report is intended solely for the information and use of management, City Council, others within

the eniity, and federal awarding agencies and pass-through entities and is not intended to be and

should not be used by anyone other than these specified parties'

CAHLOS R. DIM
cofirDon PUBUCo

The stamp No. 2564413 of the Puerto Rico

Society of Certified Public Accountants was

affixed to the original of this report.

February u, 2011

Aguas Buenas, Puerto Rico

License No. 1339

Expires December 1, 2013
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REPORT ON COMPLIANCE wlTH REqUIREMEiITS

APPLICABLE TO EACH MAJOR PROGMM AND ON INTERNAL CONTROL

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A.133

To The Honorable Mayor And

Municipal Legislative BodY

Municipality of Culebra

Culebra, Puerto Rico

Comoliance

We have audited the compliance of Municipality of Culebra, Puerto Rico, with the types of compliance

requirements described in the u. s. office of ManaSement and Budget (oMB) circular 4-133

complionce supplement thal are applicable to each of its major federal programs for the year ended

June 30, 2010. Municipalities of culebra, Puerto Rico's maior federal programs are identified in the

summary of auditor's results section of the accompanying schedule of findings and questioned

costs. compliance with the requirements of laws, regulations, contracts, and grants applicable to

each of its major federal programs is the responsibility of Municipality of culebra, Pueno Rico's

management. our responsibility is to express an oPinion on Municipality of culebra, Puerto Rico'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 Stondords, issued by the comptroller General of the united states; and oMB circular 4-133,

Audits;l Stutes, Locol Governments, ond Non-Profit Orgonizotions. Those standards and OMB

circular A-133 require that we plan and perform the audit to obtain reasonable assurance about

whether noncompliance with the types of compliance requirements referred to above that could have

a direct and material effect on a major federal program occurred. An audit includes examining, on a

test basis, evidence about Municipality of culebra, Puerto Rico's compliance with those

requirements and performing such other procedures as we considered necessary in the

circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit

does not provide a legal determination of Municipality of culebra, Puerto Rico's compliance with

those requirements.
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REPORT ON COMPI,IANCE WITH REQUIREMENTS APPTICABTE (CONTINUED)

As described in item 5-10 in the accompanYing schedule of findings and questioned costs,

Municipality of Culebra, Puerto Rico did not comply with requirement regarding Procurement and

Suspensions and Debarment that are applicable to its Community Development Block Grant.

Compliance whit such requirements is necessary, in our opinion, Municipality of culebra, Puerto Rico,

to comply with the requirements applicable to that program.

ln our opinion, except for the non compliance described in the preceding paragraph, Municipality of

culebra, Puerto Rico, complied, in all material respects, with the requirements referred to above that

are applicable to each of its major federal programs for the year ended.,une 30, 2010. The results of

our auditing procedures also disclosed instances of noncompliance with those requirements, whlch are

required to be reported in accordance with OMB Circular A-133 and which are described in the

accompanying schedule of findings and questioned costs as items 4-10 and 6-10 to 8-10'

lnternal Control Over ComDliance

Management of Municipality of Culebra, Puerto Rico, is responsible for establishing and maintaining

effective internal control over compliance with the requirements of laws, regulations, contracts, and

grants applicable to federal programs. ln planning and performing our audit, we considered

Municipality of Culebra, Puerto Rico's internal control over compliance with the requirements that

could have a direct and material effect on a major federal program in order to determine our auditing

procedures for the purpose of expressing our opinion on compliance and to test and report on

internal control over compliance in accordance with OMB Circular A-133, but not for the purpose of

expressing an opinion on the effectiveness of internal control over compliance. AccordinSly, we do not

express an opinion on the effectiveness of Municipality of Culebra, Puerto Rico's internal control over

complia nce.

Our consideration of internal control over compliance was for the limited purpose described in the

preceding paragraph and was not designed to identify all deficiencies in internal control over

compliance that might be deficiencies, significant deficiencies, or materialweaknesses. However, as

discussed below we identified certain deficiencies in internal control over compliance that be

considered to be material weakness.

A deficiency in internol control over complionce exists when the design or operation of a control over

.orpli.n.. does not allow management or employees, in the normal course of performing their

assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance

requirement of a federal program on a timely basis. A mdteriol weokness in internol control over

complionce is a deficiency, or combination of deficiencies, in internal control over compliance, such that

there is a reasonable possibility that material noncompliance with a type of compliance requirement of

a federal program will not be prevented, or detected and corrected, on a timely basis. we considered

the deficiencies in internal control over compliance described in the accompanying schedule of findings

and questioned cost as items 4-10 to 8-10 to be significant deficiencies'
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REPORT ON COMPTIANCE WITH REqUTREMENTS APPLICABLE (CONTINUED)

Municipality of Culebra, Puerto Rico's responses to the findings identified in our audit are described

in the accompanying schedule of findings and questioned costs. we did not audit Municipality of

Culebra, Puerto Rico's responses and, accordingly, we express no opinion on the responses.

This report is intended solely for the information and use of management, City Council, others within

the entity, federal awarding agencies, and pass-through entities and is not intended to be and should

not be used by anyone other than these specified parties.

February 11,2011
Aguas Buenas, Puerto Rico

License No. 1339
Expire December 1, 2013

The stamp No. 2564414 of the Puerto Rico

Society of Certified Public Accountants
was affixed to the original ofthis report.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF CUTEBRA

SGHEDUTE OF FTNDTNGS AND QuEsnoNED cosrs
FoRTHE YEAR ENDEDJUNE 30, 2010
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COMMONWEAITH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

SCHEDUIE OF FINDINGS AND QUESTIONED COST5

FoR THE YEAR ENDEDJUNE 30, 2010

SECTION I - SUMMARY OF AUDITOR S RESULTS

Financiol Stotements

Type of audito/s report issued

lnternal control over financial reporting:

. Material weakness identified?

. Significantdeficiencyidentified
that is not considered to be materialweaknesses?

Noncompliance material to financial statement noted?

Federal Awards

lnternal control over major Programs:

. Material weakness identified?

. Significant deficiency identified that are not considered

to be material weakness

Unoualified

X ves no

_yes __X_no

__X_yes 
-no

ves X no

__X_yes 
-no

Type of audito/s report issued on compliance for
major programs Qualified

Any audit findings disclosed that are required to be

reported in accordance with section 510(a) of
circular 4-133 -l-Yes 

-no
ldentification of maior Programs:

CFA Numbetlsl Name of Federal Prosram

74.22a Community Development
Block Grants

Dollar threshold used to distinguish between type A

and type B programs: 5300,000

Audit qualified as low-risk audited? 
-yes 

-l!-no
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF CULEBRA

SCHEDULE oF FINDINGS AND QuEsrloNED cosrs
FoR THE YEAR ENDED JUNE 30, 2O1O

sECTION II - FINANCIAL STATEMENT FINDINGS

Finding No. 1-10 - MuniciPal Solid Waste Landfill GASB 18

The estimated liability and the related disclosure presented in the financialstatement related to costs of

closure and postclosure of the Municipal solid waste landfill is not based on actual engineering studies.

Therefore, we were unable to obtain a reliable base on which those estimates were based.

Management believes that the effect in the June 30,2010 financial statements is not material.

However, as years going by the accrual will be material and the amount must be based on reliable

sources.

We recommend performing the engineering studies to determine the factors necessary to calculate the

amount to be accrued for cost closure and postclosure care. These costs include the following:

tr The cost of equipment expected to be installed and facilities expected to be constructed near or

afterthedatethelandfillstopsacceptingwasteanddurinsthePostclosureperiod.Such
equipment might include gas monitoring and collection systems, storm water management

systems, and groundwater monitoring wells.

E The cost of final cover (i.e., capping) expected to be applied near or after the closure date'

D The cost of monitoring and maintaining the expected usable landfill area during the postclosure

period.

The amount to be accrued each period should be determined using a depletion approach and should be

based on the percentage of capacity used during the period'
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF CULEBRA

SCHEoULE OF FTNDTNGS AND QuEsnoNED Cosrs (ComNUEDl

FoR THE YEAR ENDED JUNE 30, 2010

sECTION II - FINANCIAT STATEMENT FINDINGS

Finding No. 2 - 10 - Property, Plant and Equipment

Compliance Requirement:

Significant deficiencies over property, plant and equipment

Condition:

The Municipality has not maintained complete and adequate records in order to obtain sufficient,
competent evidential matter with respect to the capital assets reported in the governmental activities
and, accordingly, the amount by which this departure would affect the assets, net assets, and expenses

ofthe governmental activities is not determinable. This finding is repeated form prior years.

Criteria:

Chapter Xl, Article 9.002 of State Act number 81 of August 30, 1991 states that the Municipality should

maintain updated property accounting records. Also, The GASB Statement No. 34 requires that all

capital assets, including infrastructure, must be presented in the Statement of Net Assets and that
assets must be depreciated during its useful life.

Cause:

Competent and sufficient evidential matter related to the capital assets was not available to support the

value, completeness and ownership of these capital assets.

Effect:

The Municipaliq/s Government Wide Financial Statements do no present fairly, the financial position of

the governmental activities, and the change in financial position of the municipality.

Recommendation:

We recommend that the Municipality should continue the compilation of documents to support the
value, completeness and ownership of its capital assets, to comply with the requirements of the GASB

No. 34.
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF CUTEBRA

ScHEDu[E OF FTNDTNGsANo quEsnoNEo cosrs (CoMrlNuED]

FoRTHE YEAR ENoEDJUNE 30, 2010

SECTION II - FINANCIAL STATEMENT FINDINGS

Finding No, 3 - 10 -Accounting Records

category:

lnternal controls

Category:

Accounting System

condition:

The accounting system and manuals used by the Municipality to account and register the financial

transactions during the fiscal year do not provide for the summarization of transactions that permit the

preparation of Municipalitry's financial statements in conformity with the accounting Principles generally

accepted in the United states of America (GAAP) This finding is repeated from prior year'

Criteria:

According to Article 8.01(a) and (b) of taw Num. 81 for the Municipalities of Puerto Rico, the

computerized system and the procedures of accounting and property will be design so that it allows the

Municipality to carry out its functions, at the same time as they serve to maintain an uniform and

coordinated accounting system, that provide a complete picture of the financial operations of the

Municipality and the necessary financial information that assist the Municipality Legislature, the

Governor, and the secretary of the Puerto Rico Treasury Department in the performance of its

respective responsibilities. Municipalities accounting will be based on funds in accordance, generally

accepted accounting principles and the requirements established by the Governmental Accounting

Standard Board.

Cause:

Municipality,s accounting system and financial reports are subject to state's agencies requirements

whish does not allow nor provide the municipality with the necessary tools caPable of recapturing the

financial information and provide financial statements'

63



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

SCHEDULE oF FTNDTNGS AND QuEsnoNED cosrs (CoNnNUEDI

FoR THE YEAR ENDED JUNE 30, 2010

SECTION II - FINANCIAL STATEMENT FINDINGS

Finding No. 3 - 10 (continued)

Effect:

The lack of an adequate accounting system which can captures all the financial information and

generates Municipality's financial statements for each fiscal year effect the Municipality ability to
measure the financial and non-financial performance of programs and activities; adequately safeguard

significant assets and properly record various transactions; and hider the Municipality from having

reliable financial information to operate in an economical, efficient, and effective manner.

Sound decisions on the current results and future direction of vital programs and policies are made

more difficult without timely, reliable and useful financial performance information.

Recommendation:

The Municipality should establish and implement the necessary measures that allow the summarization

of the financial transactions in order to prepare the financial statement in conformity with GMP.
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF CULEBM
SCHEourE OF FTNDTNGS AND QuEsnoNED Cosrs (CoNflNuEDl

FoR THE YEAR ENDED JUNE 30, 2010

SECTION III - FEDERAT AWARD FINDINGS AND qUESTIONED COSTS

Finding No, 4 - 10 - Equipment and Real Property Management

Category:

CFDA 1428 Community Development Bock Grant/Small Cities

Requirement:

Compliance and lnternal Control

Noncompliance:

Equipment and Real Property Management

Conditions:

The Municipality does not have a property register that includes all the required information; it only
includes the property number and its description.

Criteria:

Subpart C, 24 CFR 85.32 (dX1), states that property records must be maintained and its shall includes: a

description of the property, serial number of other identification number, the source of property,
percentage of Federal participation in the property, the location, use and condition of the property, any

ultimate disposition data including the date of disposal and sales princes of Property. Also, a physical

inventory of the property must be taken and the result reconciled with the property records at least on

every two years, respectively.

Cause:

The Municipality does not maintain the appropriate information on the real property records to assure

that is in accordance with the federal regulation.

Effect:

The Municipality is not in compliance with Subpart C, 24 CFR 85.32 (d) (1).
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FORTHEYEAN E DEI, JUNE :IO, 2O1O

sECflON III - FEDERAL AWARD trNDI]IG!' A'ID QUESTIONED COSTS (GOI{NNUEDI

Flndang o.4 - 10 (continued!

Re@mmendatoo:

The Munkipality should revise and u@ate its property records in accordance with the fuderal
regulation.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF CUTEBM
SCHEDULE oF FTNDTNGs ANo QuEsfloNED Cosrs (coNflNuEol

FoR THE YEAR ENDED JUNE 30, 2O1O

SECTION III - FEOERAT AWARD FINDINGS AND QUESTIONED COSTS (CONTINUED)

Finding No. 5-10 - Procurement and suspension and Debarment

Federal Program

CFDA - 14.228 Community Development Block Grant

Compliance requirement:

Procurement and Suspension and Debarment

Category:

Compliance and lnternal Control

Condition:

As part of our audit procedures we examined 14 disbursements to test the compliance with the
procurement and Suspension and Debarment requirement for Community Development Block Grant

program. ln 10 of the 14 disbursements amounting 5919,772.44 the Municipality did not comply with

Suspension and Debarment requirement and in one disbursement amounting to s27,900 the

Municipality did not comply with the procurement requirement.

Criteria:

Procurement:

States, and governmental subrecipients of States, shall use the same State policies and procedures used

for procurements from non-Federal funds. They also shall ensure that every purchase order or other

contract includes any clauses required by Federal statutes and executive orders and their implementing

regulations.

Local governments and lndian tribal governments which are not subrecipients of States will use their

own procurement procedures provided that they conform to applicable Federal law and regulations and

standards identified in the A-102 Common Rule.

All non-Federal entities shall follow Federal laws and implementing regulations applicable to

procurements, as noted in Federal agency implementation of the A-1O2 Common Rule and OMB Circular

A-110.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF CUTEBRA

SCHEDULE OF FrNorNGs AND quEsnoNED Cosrs (CoNflNUED)

FoR THE YEAR ENDEDJUNE 30, 2O1O

SECTION III. - FEDERAT AWARDS FINDINGS AND QUESTIONED COSTS (CONTINUED)

Finding No. 5-10 - Procurement and Suspension and Debarment

Criteria (continuedl:

Suspension and Debarment:

2 CFR part 180 states that non-federal entities are prohibited from contracting with or making

subawards under covered transactions to parties that are suspended or debarred or whose principals

are suspended or debarred. Covered transactions include those procurement contracts for goods and

services awarded under a nonprocurement transaction (e.g., grant or cooperative agreement) that are

expected to equal or exceed 525,000 or meet certain other specified criteria. CFR section 180.220 of the
government-wide nonprocurement debarment and suspension guidance contains those additional

limited circumstances. All nonprocurement transactions (i.e., subawards to subrecipients), irrespective

of award amount, are considered covered transactions.

When a non-federal entity enters into a covered transaction with an entity at a lower tier, the non-

federal entity must veriry that the entity is not suspended or debarred or otherwise excluded. This

verification may be accomplished by checking the Excluded Parties List System (EPLS) maintained by the

General Services Administration (GSA), collecting a certification from the entity, or adding a clause or

condition to the covered transaction with that entity.

Effect:

The Municipality could be exposed to administrative action by the grantor.

questioned cost:

527,900

Recommendation:

We recommend that the Municipality establishes an adequate internal control system to ascertain

compliance with the Procurement and Suspension and Debarment requirement.
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MUNICIPATITY OF CUTEBRA

ScHEour-E OF FTNDTNGS AND QuEsfloNED Cosrs (CoMflNUEDI

FoR THE YEAR ENDEo JUNE 30, 2O1O

sEcTtoN It. - FEDERAL AWARDS FtNDtNGS AND QUESTTONED COSTS (CONTtNUEDI

Finding No. 6-10 - Davis Bacon Act

Federal Program

CFDA - 14.228 Community Development Block Grant

Compliance requirement:

Davis - Bacon Act

Category:

compliance and internal control

condition:

As part of our audit procedures we tested 14

Bacon Act for Public Assistance Grants Program.

to the Municipality for examination.

Criteria:

disbursements to test the compliance with the Davis-

ln 2 of the 8 the contractors did not submit the payrolls

Section 40 USC 3141-3144, 346 and 347 state that when required by the Davis Bacon Act, the

Department of labor's (DOL) government wide implementation of the Davis-Bacon Act, or by Federal

program legislation, all labor and mechanics employed by contractors or subcontractors to work on

construction contracts in excess of 52,000 financed by Federal Assistance Fund must be paid wages not

less than those established for the locality of the project (prevailing wage rate) by de DOL.

Non-federal entities shall include in their construction contracts subject to the Davis-Bacon Act a

requirement that the contractor or subcontractor comply with the requirements of the Davis-Bacon Act

and the DOL regulations (29 CFR part 5, "Labor Standards Provisions Applicable to Contacts Governing

Federally Financed and Assisted Construction"). This includes a requirement for the contractor or

subcontractor to submit to the non-Federal entity weekly, for each week in which any contract work is

performed, a copy of the payroll and a statement of compliance (certified payrolls) (29 CFR sections 5.5

and 5.6). This reporting is often done using Optional Form WH-347 which includes the required

statement of compliance (OMB No. 1215-0149).

Effect:

The Municipality could be exposed to administrative action by the grantor.
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Ending o. &10 - Davis Bacon Act

Questiooed cost:

None

Recomtnendatlom:

We recommend that the Municipality establishes and adequate internal control system to ascertain

compliance with Davis-Bacon Act.
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MUNICIPALIW OF CUTEBRA

ScHEou[r OF FrNDrNGs AND QuEsnoNED Cosrs (CoMflNUEol

FoR THE YEAR ENDEDJUNE 30, 2010

sEcTtoN . - FEDERAL AWARDS FtNDtNGS AND qUESTTONED COSTS (CONT|NUEDI

Finding No. 7-10 - Reporting

Federal Pro8ram

CFDA - 14.228 Community Development Block Grant

Compliance requirement:

Reporting

Category:

Compliance and internal control

Condition:

The Municipality did not provided us to examination the quartely report of January to March 2010.

Criteria:

Memorandum Circular OCAM - 1994 {9 require that:

a) The quartely reports should be received in the agency the last day of the subsequent month to the
quarter end.

EffeGt:

The Municipality could be exposed to administrative action by the grantor.

Questioned cost:

None

Recommendation:

We recommend that the Municipality establishes and adequate internal control system to ascertain

compliance with Davis-Bacon Act.
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MUNICIPATIW OF CUTEBRA

SCHEDUTE OF FrND|I{GSAND QuEsnoNED Cosrs (CoNnNuEo]

FORTHE YEAR ENDED JUNE 30, 2010

SECIION III. . FEDERAI. AWARDS FINDINGS AND QUESTIONED COSTS (COTTINUED}

Finding No. 08-10 - Cash Management

Federal Program

CFOA - 14.228 Community Development Block Grant

Compliance requirement:

Cash Management

Category:

Compliance/internal control

Condition:

The Municipality does not maintain a individual depositary account to ARRA funds.

Criteria:

Memorandum Circular OCAM - 2009 -21 requires that:

b) Opening a different bank account to the CDBG funds form the deposit of the funds assigned for
ARRA funds.

Effect:

The Municipality could be exposed to administrative action by the grantor.

Questioned cost:

None

Recommendation:

We recommend that the Municipality establishes and adequate internal control system to ascertain

compliance with Davis-Bacon Act.
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March 17,20ll

:

Municipality of Culebra
Mangement Responses

Sin8le Audit 2009-2010

Finding 1-10

The Municipality will make an evaluation with key employees of the Municipality and the
director of the Public works Department, of the maximum space and the available space of the
Municipality's solid waste landfill at June 30, 2011. once we collect this information we will
calculate the liability of the closure and postclosure care costs of the landfill. ln addition, we will
request quotations from external consuhants to help us in the technical issues related with the
landfill's available space.

Responsible Person: Public Works Director
lmplementation Date: June, 2011

Finding 2-10

The Property Division of the Municipality is updating its capital assets inventory. we established
schedules to perform periodical physical inventories of Municipality's capital assets to update
the property accounting records. Also we are considering, request quotations from external
consultants to help us in the application ofthe GASB Statement 34.

ResponsiblePerson: FinanceDepartmentDirestor
lmplementation Date: June, 2012

Finding 3-10

We engage annually with our external consultant, a certified public accountant, to prepare the
government fund and government wide financial statements. Those financial statements are
prepare with the cash basis accounting records of the Municipality and are converted to the
modified accrual and accrual basis of accounting. we will continue with this practice until we
acquire accounting software with a reasonable cost.

Responsible Person: Finance DepanmentDirector
lmplementationDate: June,2012
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Finding 4-10

The Federar Programs Director in coordination with the property Division of the Municiparity
were instructed to update the CDBG,s capital assets subsidiary ledger in order to comply withthe 24 CFR, Subpan C, Section 85.32 (d) (1).

Responsible Person: Federal programs Director/ Finance Department Director
lmplementation Date: July, 2011

Finding 5-10

we gave instructions to incrude a step in our procurement procedures to verify through theelectronic version availabre on the internet whether or not the contractors are on the excludedparty list of the Federar Government. Arso, we wirr revise our contract moder, to incrude a[ the
clauses required by the Federar statutes that are missing. rn addition, we wi continue
strengthening our internar contror procedures by documenting adequatery our acquisition
proceSs.

Responsible Person: Contract Division Director/ Federal programs Director
lmplementation Date: April, 2011

Finding 6-10

we gave instructions to the responsibre emproyee of the need to obtain the contracto/s
payrolls related to aI construction projects, paid with Federar funds. rn addition, the
Municiparity wi assure that the contractor's payrols were properry documented and the
employee's wages were in accordance to the Department of Labor regulations.

ResponsiblePerson: Federalprograms Director
lmplementation Date: April, 2O1t

Finding 7-10

The Mayor gave instructions to the Federar programs Director, to find the quarterry report that
is missing. ln addition, the Municiparity wil continue strengthening the internar contrors over
the recordkeeping ofthe quarterly reports ofthe CDBG program.

Responsible Person: Federal programs Director
lmplementation Date: lmmediately

Finding 8-1O

The ARRA GDBG funds were fully expended within the current coBG account. This situation will
be prevented for futures grants.

Responsible Person: Federal programs Director
lmplementation Date: NotApplicable
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