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Cartified Public Rccountonts ond Finonciol (onsultonts

INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and

Municipality Legislative Body

Municipality of Culebra

Culebra, Puerto Rico

We have audited the financial statements 0l the governmental activities, each major fund, and the aggregate remaining fund

information of the lvlunicipality of Culebra as of and for the year ended June 30, 2011, which collectively comprise the

Municipality's basic financial statements as listed in the table ol contents. These financial statements are the responsibility of the

Municipality's management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the

standards applicable to flnancial audits 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 examining, on a test basis, evidence supporting the

amounts and disclosures in the linancial statements. An audit also tncludes assessing the accounting pnnciples used and

signi{lcant estimates made by management, as well as evaluating the overall flnancial statement presentation. We believe that

our audit provides a reasonable basis for our opinions.

As described in Note 1 to the financial statements, the Municipality does not record additions to capital assets nor has

depreciation been recorded. Accounting principles generally accepted in the United States of Ameraca require that capital asset

additions be capitalized and depreciated over their estimated useful lives, which would increase the assets, net assets and

expenses of the governmental activities. The amount by which this departure would affect the assets, net assets and expenses of

lhe governmental activities is not reasonably determinable.

As discussed in Note 8 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 Posfclosure Care Cost, issued by the Governmental

Accounting Standards Boards and the regulation set forth by the U.S, Environment Protection Agency. At June 30, 2011, the

accompanying statement of net assets does not include the required liability lor closures and posl-closure care costs ol 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, 2011.

I

49l Mu6oz Bivoro Flvonuo. Sulto 314, Son Juon, Puerto Rlco 00919 . Tclophono (787) 950-1719 . feUFot:(787) 950-1713
http://r!rlruJ.nlovoloz.(om' €-Moll: al6volo2Ocoqul.net



INDEPENDENT AUDITOR'S REPORT

(Continued)

ln our opinion, because of the effects of not capitalizing capitai asset additions, not recording depreciation, and not recording and

disclose landfill cost, as discussed ;il;t;il;; ffinparagraphs, the fin'ntitt tttttlntt'tt 
'"ttrred 

to in the first paragraph do

not present fairty, in con{ormity .iil";;ffit,d p,iniip'r* d,rnlrurrv ,..tpt.o in the united states of America' the linancial

position of the governmental a.tiuiries?ine 
'rtiinicipatity 

ot Cutebra, and tire changes in financial position thereof for the year

then ended.

ln addition, in our opinion, the financial statements re{erred to previously present fairly, in all material respects, the respective

financiat position of each major f;il il-il; ;gg,egate Iemaining l'lnl intormation ol the Municipalitv of Culebra' as of

June 30, 201 1, ano tne respective ln'ang.; il f'n.,i.lrl p.tition for tne yeir tnen ended in conformity with accounting principies

generally accepted in the United States of America'

ln accordance with Governmental Auditing standards, we have also issued our report dated January 20, 2012 on Our

consideration 0f the Municipality of cuierra' intemat contiot over Iinanciaireporring and on our tests.of its compliance w1h certain

provisions ol taws, regulations, d;;, ;il;;ilg"**tr. 1re purpose or that report is to describe the scope of our

testing of internal control over financja] 
"i"'f'.g"r.O 

.*pliance and the results of that testing' and not to provide an opinion on

intemat control overfinanciat "ili;; 
il;iffi'pii.*.. "it'iti.po,tisinintegral partolan;uditperformedinaccordancewith

C.r..r.ri.f nrOiting Standards ani important for assessing the results of our audit'

Accounting principles generally accepted in the united states of Amenca require that the managements 
!iscussion 

and analysis

and budsetary comparison intormil#;il1.';;#ffiffi#g.i 3 ihro'gi' s und 41 througrr42' respectivelv' be presented to

supplement the basic financial ,tri.t L.i.. s"r.n iniormation,'atlhougn not i part ol tne basic frn-ancial slatements' is required by

the Governmental Accounting staniaioi ao.ro, who considers them to be an essential part of financial reporting lor placing the

basic financral statements in an appropnate operational, ..onomit,-oi historical coniext. We have applied certain limited

procedures to the required ,rppr.niJnt.irv lniormation in a..ord,n.t *itt' i'diting standards generally accepted in the United

States of Amenca, *r,i.r, .on.i.r.j oiiffi*,ii ;;;;;;.1;ooriinu ,.t'oo. oi preparing the inlormation and comparing the

information for consistency with management's responses to our inquiries, the basic financiil statemenls' and other knowledge

we obtained during our audit of tn. u.'." i,..*i.Litatements. we io noi erpress an opinion or provide any assurance on the

information because the rimiteo piocJurel oo noi provioe us with sufficieni evidence to express an opinion or provide any

assurance.

Our audit was conducted for the purpose ol lorming opinions on the fnancial statements that collectively comprise the

Municipality,s financiat statements"aJl ir-nrl. rt. acc"ompanying Schedule of Expendilures ol Federal Awards is presented for

purposes of additronal unrr,,ru ,rluirii.l uy u.s, omce ot ivranagemenrano eudget circular A-133, Audits of States' Local

Governments, and Non.Pr.fit Organizattons, and is also not . ,.quit O pt't of tt'" financial. statemenls The Schedule of

Expenditures of Federal ewaros iiirre [sponsibility ol management;;d were derived from and relate directly to the underlying

accounting and other ,..oro, ,r.j io p*prre the financial statements The inlormation has been subjected to the auditing

procedures applied in the audit otiil'n.#riitirrments and certain additional procedures, including companng and reconciling

such inlormation directly to the underlying accounting and other records used to prepare the financial statements or to the

financial statements themsetves, ,ni .tflii.JJliio*l piocedures in accordance with auditing standards generally accepted in the

united states of America. h #;;i#r; il;l.toirrti..-it taav-itit.a i. all material respects in relation to the financial

statements as a whole.

)anuary 20,2012
San Juan, Puerto Rico

Stamp No. 2490944 of the Puerto Rico

Socrety of Certified Public Accountants

was affixed to the record copy of this report'

Tt/*^ 7/'/772 /b 'Pr'c'



COMMONWEALTH OF PUEBTO RICO

MUNICIPAL]TY OF CULEBRA

MANAGEMENTS DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30' 201'I

The management of Municipality of Culebra, Puerto Rico (Municipality) offels this narrative overview and analysis o[ the

financial adtivities of the Municifatity for the iiscal year ended June 30, 2011. The Management's Discussion and Analysis

(MD&A) is designed to locus on the current year ictivities, resulting changes and currently known lacts, and much of the

information is c-omparable to prior year. This MD&A should be read in conjunction with the accompanying basic financial

statements and the accompanying notes to those financial stalements.

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

tiscal 2002-i003.1his MD&A is prejared in order to comply with such pronouncement and, among other purposes, to provide

the financial statements users with the following maior information:

. a broader basis in focusing important issues;

. acknowledgemenl of an overview of the Municipality's financial activities;

. provide foian evaluation of its financial condition as ol 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 ol activities and;

. assess management's ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The following are key financial highlights for the {iscal year:

.:. The assets ol the Municipality exceeded its liabilities at June 30,2011 by $7.7 million, and at June 30' 2010 by

$6.9 million, as restated;

* The Municipality's total net assels increased by $824 thousand during liscal year 20'10-201 1 ;

* As ol June 30, i01 1, the Municipality's governmental funds reported combined ending fund balances of $4.6 million, an

increase ol $56 thousand from the prior year;

* At June 30, 2011, the unrestricted delicil was $4.0 milllon.

* The Municipality's capital assets inventory has no movement duling fiscal yeal;

* The investment in capital assets for this year was not determinable;
.! Loans principal payments were $115,000 and $105,000 in 201'l and20'10, respectively'

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

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

lVunicipality's basic linancial statements comprise three componenls: government-wide financial statemenls; fund financial

statements; and notes to the financial statements. This report also contains other supplementary inlolmation in addition to the

basic linancial statements themselves.

GOVEBNMENT-WIDE FINANCIAL STATEMENTS

The government-wide Iinancial statements are designed to provide readers wilh a broad overview of lhe Municipality's finances,

in a manner similar to a private-sector business.



COMMONWEALTH OF PUEBTO RICO

MUNICIPALITY OF CULEBRA

MANAGEMENT'S DISCUSSION AND ANALYSIS (CO}TNNUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2011

GOVERNMENT-WIDE FINANCIAL STATEMETTS (CONTINUED}

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

thetwo reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether the

tinancial position of the Municipality is improving or deteriorating.

The Statement ot Activities presents rnlormation showing how the Municipality's net assets changed during the most recent

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

of the timing of the ielated cash llows. Thus, revenues and expenses are feported in this statement for some items that will

result in cash flows in future fiscal periods.

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

revenues. T-he governmental activities oi the Municipality include general government, public salety, public works, culture and

recreation, heaittr and sanitation, solid waste disposai, human services and welfare, urban development and education.

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

FUND FINANCIAL STATEMENTS

A fund is a grouping-otrelated accounts that is used to maintain conlrol over resources that have been segregated lor specific

activities oi oblectives. The Municipality, like other state and local governments, uses fund accounting to ensure and

demonstrate compliarlce with finance-related legal requirements-

GOVERNMENTAL FUNDS

The Municipality's basic services are reported in the government fund financral stalemenls. The government funds are reported

using an accounting method called modified accrual accounting, which measures cash and all other financial assets that can

readiiy be conven;d into cash. Governmenla! funds are used to account for essentially the same functions reported as

governmental activities in the government-wide financial statements. Howevel, unlike the government-wide financial stalements'

lovernmental fund financial stitements locus on near-term inflows and outflows of spendable resources,.as well as on balances

6f spendable resources available at tne end of the fisca! year, Such information may be uselul in evaluating a government's

near.term financing requiremenls. Because the focus al governmental lunds is narrower than that of the government-wide

financial statementi, it is uselul to compare the information presented for governmental funds with similar inlormation presented

for governmental aciivities in the goveinment-wide Iinanciai statements. By doing so, readers may better understand the long-

term impact ol the government's learterm financing decisions

The Municipality adopts an annual appropriated budget for its genelal iund. A budgetary comparison statemenl has been

provicied lor the general fund to demonstrate compliance with this budget.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The notes provide additional information that is essentiai to a full irnderstanding ol the data provided in the government-wide

and lund financial stalements.

OTHER INFORMATION

In addition to the basic ftnanciai statements and accompanying notes, this report atso presents certain required supplementary

inforrnation containing budget to actual comparisons for the general and malor funds.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAH ENDED JUNE 30, 2O1I

GOVEBNMENT-WIDE FINANCIAL ANALYSIS

GOVEBNMENTAL NET ASSETS

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

Municipality, assets exceeded liabilities by $7,724,954 as of June 30. 201 1 lersus $6,901,335, as restaled, as ol June 30,

2010. bur analysis below locuses on the net assets (Table 1) and changes in net assets ol the Municipality's governmental

activities.

Table 1

Statemenl ol Net Assets

Current and non-currenl assels

Capital assets

Total Assets

Crrrrent liabilities

Long-term liabilities

Total Liabilities

Net assets:
lnvestment in capilal assets, net ot related

debt
Resiricted
Delicit

Total Net Assets

2011

$ 5,324,374

8,412,856

13,737,240

654,032

5,358,254

6,012,285

6,352,866
5,338,351

(3.966,263)

$ 7.724,9-!4

2010

$ 5,s97,028
8,412,866

14,00e,q94

1,018,464

6,090,095

____lJ_!Er!9_

5,321,866

5,781,450
(4,201,981)

$ 6,901,335

The largest oortion of the Municipality's net assets rellecls its rnvestment in catital assets (e.g. land, buildings, machinery and

equipm;nt); less any related debt uled to acquire those assets still outsianding. These capital assets are used to provide

services to citizens; ionseouently titese assets are not available for future spending. It should also be noted that the resources

requiied to repay the related debt must be provided from other sources, since the capital assets themselves cannot be used to

liquidale these liabilittes. An additional portion of the Municipalfy's net assets represents resources that are subiect to external

re$rictions on how they may be used.

G0VERNtT4ENTAL ACTIVITIES

Governmental activities increased the Municipality's net assets. Key elements ol this increase are as follows: the Municipality's

governmental activilies had net expenses ol $4,789,819. HoweveI, these servlces are intended to be primarily funded by taxes,

is opposed to charges for ser,/ices and grants, and those taxes and other general revenues exceed net expenses by $823,619.



COMMONWEALTH OF PUERTO FICO

MUNICIPALITY OF CULEBHA

MANAGEMENT'S DISCUSSION AND ANALYSIS (CO}INNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONNNUED}

GOVERNMENTAL ACTNmES (CONTTNUED)

The Municipality experienced an increase in property taxes, sales taxes and other miscellaneous revenues. Also, a decreased

in expenses of $1,284,406 was reflected during fiscal year 2010-2011. The cost of all governmental activities this year was

$7,298,052. Table 2 presenls lhe cosl of each ol the Municipality's largest programs.

Table 2

Statemeni ol Activities

Revenues

Grants and contributions

General revenues:

Property taxes
Volume ol business taxes

Sales taxes
lnlergovemmental

Benl
Licenses and permits

Miscellaneous

Total revenues

Expenses

General govemment

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 reslated

Net assels - ending, as restated

2011

$ 2,s08,233

697,733
178,566

1,385,539

2,695,155
19,788

225,337
410,320

8,r 21,671

2,498,912
200,649
853,900
153,875

660,2s0
2,662,15'l

2'19,337

48,978

7,298,052

823,619

6,901,335

$ 7,724,9s4

2010

$ 2,850,011

471,649
148,026

1,237,961

2,686,811

t9,397

216,714
216,729

7 ,847 ,298

2,064,223
189,177
888,470
149,480

740342
4,312,268

200.530

37,968

8,582,458

(73s,r 60)

7,636,495

$ 6,901,335



COMMONWEALTH OF PUERTO BICO

MUNICIPALITY OF CULEBRA

MANAGEMENTS DTSCUSSTON AND ANALYSTS (CONINUED)
FOR IIIE FISCAL YEAR ENDED JUNE 30,2011

GOVEBNMENT FUND FINANCIAL ANALYSIS

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 - lvlaior Funds

Total assets - Other Funds

Combined total assets

Liabilities:
Total liabilities - Major Funds

Total liabilities - other Funds

Combined tolal liabilities

Fund Balances:

Restricted - Major Funds
Restricted - Other Funds
Unrestricted - Major Funds

Combined lolal lund balances

Total liabilities and tund balances

2011 2010

$ 7,708,999 $ 7,098,433

576,143 1,439,632

8,285,142 8,S8,065

3,159,182
49'1,355

3,650,537

5,253,563

84,788
(703,746)

4,634,605

$ 8,285,142

3,485,627
473,874

3,959,501

4,712,009

965,758
(1,099,203)

4,578,564

$ 8,538,065

Table 4

Chanqes in Fund Balances

Bevenues:

Total revenues - Major Funds
Tolal revenues - Other Funds

Combined lolal revenues

Expenditures:

Tolal expenditures - lllajor Funds
Tolal expenditures - Other Funds

Combined total expenditures

Other financing sources (uses);

Proceed from issuance ol bonds
Transfer - ln
Transfer - Out

Combined olher financing sources (uses), net

Net changes in fund balance

Fund Balance - beginning, as restated

Fund Balance - ending

2011

$ 7,564,480
521,454

8,08s,934

7,849,494

580,399

8,429,893

400,000

15,927

(r5,927)

400,000

s6,041 (98s,403)

4,578,564 5,563,967

I 4,634,605 __E_$Zqfg4

2010

$ 6,780,889
1,066,409

7 ,847,298

7 ,847,982
984,719

8,832,701



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

II/TANAGEMENT'S DISCUSSI0N AND ANALYSIS (C0NINUED)
FOR TTIE FISCAL YEAR ENDED JUNE 30,2011

GOVERNMENTAL FUNDS

The focus of the Municipality's governmental funds is to provide information on near-term inllows, 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 uselul measure of a govemment's net resources available tor spending at the end of its fiscal year.

At June 30, 2011, the Municipality's governmental funds reported combined ending lund balances ol $4,634,605, an increase of

$56,041 from the prior year.

The Municipality has an unreskicted fund deticit ol $703,746 in its General Fund. The remainder of the balance is reserved to

indicate that it is not avarlable for new spending because it has already been restricted; (a) to pay debt service ($1,163,769)

and (b) for other restricted purposes ($4,174,5821.

BUDGETABY HIGHLIGHTS

Budget and actual comparison schedules are provided in the Basic Financial Statements lor the General Fund. The Budgetary

Comparison Schedule of the General Fund shows the original adopted budgets, the final revised budget, actual results, and

vaiance belween the tinal budget and actual resulls IoI the general and major special revenue funds.

After the original budget is approved, it may be revised for a variety ol reasons such as unloleseen circumstances and other

unanlicipated revenues. Ditlerences between lhe original 2011 budget and the final amended budget fol the General Fund

were relatively minor and can be summarized as lollows:

* The original budget was amended to increase expenditures behveen expendilules accounts.

CAPITAL ASSETS AND DEBT ADMINISTBATION

The Municipality's investment in capital assets for its governmental type activities as of June 30, 2011 amounted to $8,412,866

(net of accumulated depreciation). This investment in capital assets includes land, buildings, improvements, machinery and

equipment, parks, roads and bridges. Table 5 presents the major classes of capital assets.

Land

Buildings
Motor vehicles
Machinery and equipment

Total Assets

$ 3,366,886

4,846,452
197,793

1.735

s 8.412.866

Table 5



COMMONWEALTTI OF PUERTO RICO

MUNICIPALITY OF CULEBRA

MANAGEMENT'S D|SCUSS|oN AND ANALYS|S (CoNnNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

LONG.TERM DEBT

At June 30, 2011 the Municipality had a total ol $5,358,254 in general obligations and other outstanding debts, as shown in
Table 6. Of this amount, $2,450,000 compdses debt backed by the lull faith and credit of the government and $2,908,254 is

other obligations.

Table 6
Long Term D,ebts Amount

General obligations
Others

Total Long Term oebts

$ 2,450,000

2.908.254

$__5J58,2!t

The Municipality is required to limit the amount of general obligation debt to 10% ol the total assessment of property located
within the Municipality in order tor the bonds to be repaid with the proceeds ol property taxes restricted lor debt services. other
obligations include accrued vacation and sick leave and advances of property taxes. More detailed intormation about the
Municipality's long-term liabilities is presented in the notes to the financial statemenls. The Municipalily continues to meet its
linancial needs through prudent use ol its revenues and creative debt linancing programs.

ECONOIi4IC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

Local, national and internalional economic lactors inlluence the Municipality's revenues. Positive economic growth is correlated
with increased revenues Irom property taxes, volume of business taxes, sales laxes, charges for services, as well as state and

federal grants. Economic growth in lhe local economy may be measured by a vadety of indicators such as employment growth,

unemployment, new construction, assessed valuation, and other revenues.

All of these factors were considered in preparing the Municipality's budget lor the 2011 fiscal year. Some cost reductions helped

fund improvements ol existing facilities, public salely and works, economic development iniliatives and human service
improvemenls.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overuiew of the Municipality's finances for all those with an interest in the
government's finances. Ouestions conceming any of the inlormation provided in this report or requests lor additional inlormation

conlacl the Municipality's Finance Department at (787]|742-3510.
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COTTOIIWEALTH OF PUEFTO RICO

TIUilICIPALTTY OF CULEBRA
STATEIEI{T OF I{ET ASSETS

Juna 30, 201I

Govemment l
Actlvities

ASSETS:

cash

Cash with Fiscal Agsot

Beceivabbs (nst):

Popedy Tax

Sales Ta:(

FoderalGrants

lnteeovemmenlal

Oth6r Assets

Capital Assets:

P]ope y, Plant and Equipment

Accumuhted Deprceiation

Tohl Capital Asseb

Tot l Ass.ls

LIAIIL'IIES:

Accounts Payable and Accrued Exp€nse

Bonds Payabh

Accrued lnleresl

Due to Gov€mmenlal Unils

Delenod Bevenue

Volums ol Bt6hess Tax

Federal Gnnts
Long.Term Liab ilies;

Due within Ono Year

Due in More than Ore YeaI

ToEl tlablltbs

I{ET ASSETS

lnvestod in Capital Assets, t{€t ol Behted Debt

Restdcted lox
Debt So be
Otler Pueoses

Unrsstricled (tleficit)

Tolsl ,{€l Assctr

S€e accompanying nolss to basic fmanchl stat€menls.

2,401,638

2,?s1,W

38,371

zjJ371

347575

193,379

1,132

5,321,371

1 t,95r,490

(3,538,02,1)

8,112,866

t3J37,2O

282353

115,000

29,3i17

10':s?

103,231

t 12,651

162,3:I2

5,105,922

6,0r2,206

6,352,866

I,163,769

4,174,82
(3,966,203)

$ 7J2r,95{

10
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COMMONWEALT}I OF PUERTO RICO

MUNICIPALITY OF CULEBRA

RECONCILIANON OF TTIE BALANCE SHEET. GOVERNMET,ITAL FUNDS
TO ITIE STATEMEMT OF NET ASSETS

JUNE 30,2011

Total Fund Balancrs - Govemmental Funds

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

capital Assets used in governmental activities are not financial resources and therelore are
not reported in the funds. ln the cunenl period, these amounts are:

Capital Assets $ 11,gs1,490
Accumutated Depreciation (9.538.624)

Total Capital Assets

some of the Municipality's revenues will be collected after yearend, but are not available
soon enough lo pay for the cunent period's expenditures and therelore, are deferred in
the lunds:

Municipal Revenue Collection Center

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

$ 4,634,60s

8,412,866

35,737

(5.358,254)

$ 7.724.954

General Bonds and Notes payable

Compensated Absences
Law 42
LIMS

Law 146

Heath lnsurance Administration
Total Long-Term Liabilities

Total Nel Assets ol Governmental Activities

(2,450,000)
(431,093)

(2,251,2s8)
(1,980)
(7,200],

Q16.723\

See accompanying Notes to Basic Financial Slatements.
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COiIMONWEALITI OF PUERTO RICO

MUNIC]PALIW OF CULEBRA

RECONCILIATION OF ITIE STATEMENT OF REVENUES, EXPENDIIURES, AND CHANGES
lN FUND BALANCES - GOVERNIiIENTAL FUNDS T0 THE STAIEMENT OF ACTIVITIES

FOR TTIE FISCAL YEAR ENDED JUNE 30, 2011

Net Change in Fund Balances - Total Govemmental Funds $ 56,041

Amounts reported for Govemmental Activities in the Statement of Activitiesv are ditferent because:

Revenues in the statement of aclivities that do not provide current financial resources are
not reported as revenue in the tunds 35,737

Debt proceeds provide current financial resources to governmental funds, but issuing debl
increases long. lerm liabilities in the Statement ol Net Assets. ln the current period,
these amounts are:

General obligation bond (400,000)

Repayment of debt proceeds principal is expenditure in the govemmental lunds, bui the repayment
reduces LongFTerm Liabilities in lhe Statement ol Net Assets. ln lhe current year the
repayments were. 1,041,000

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

lncrease in Compensated Absences
Decrease in Law 42

Decrease in LIMS

Decrease in Law 146

Decrease in Claims & Judgments
Decrease in CRIM Settlement 08-09

Net

Change in Net Assets o, Governmental Activities

See accompanying Notes to Basic Financial Statements.

(114,428)

51,277
3,792

343
109,518

40.339
90.841

L_823CI!9
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR TTIE FISCAL YEAR ENDED JUNE 30,2 01.I

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Culebra, Pueno Rico (Municipality) was lounded in the year 1880, and operates as a governmental unit ol
the Commonwealth of Puerto Rico, under Law No. 81 of August 30, 1991, as amended, known as the Aulonomous Municipality

Act of the Commonwealth of Puerto Rico (Law No. 81).

The Municipality's governmenlal system consists of executive and legislative branches. The Constitution of the Commonwealth

ol Puerto Rico (the 'Commonwealth') provides lor the separatron of powers of the executive, legislative and judicial branches.

A l\4ayor, elected every lour years by the citizens, exercises the executive power ol the Municipality. The legislative power is

exercised by the Municipal Legislature, which consists ol4 Legislators also elected every lour years. The General Justice Court

System ol the Commonwealth, which has lurisdiction over the Municipality, exercises the judiciary power.

The Municipality assumes responsibility lor providing services to its c[izens related to public housing, welfare, public safety,

health, sanitation, education, culture, recrealron, urban and economic development, and many other general and administrative

Services.

The accounting policies oi 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.

The accompanying basrc financial statements of the Municipality have been prepared in conformity with accounting principles

generally accepted in the United States of America (GAAP) 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 ol the existing Governmental Accounting and Financial Reporting Standards, which along with

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

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

its various funds. The basic linancial stalements are presented as of June 30, 201 1, and for the fiscal year then ended.

According to the financial reporting model established by GASB No. 34, the minimum requited financial statement presentalion

applicable to the Municipality is composed of the followlng elements: (1) governmenfwide Iinancial statemenls (GWFS), (2)

governmental fund financial statements (GFFS), (3) notes to basic financial statements, and (4) required supplementary

inlormation (RSl).

The required sirpplementary intormation, which consists ol a management drscussion and analysis (MD&A), is information

presented along with. but separates trorn, ihe Municipality"'s basrc financial siatements. The MD&A is a narrative report that

iniroCuces the accompanying basic linancial statements and provides an analyticai overview of the Municipality's financial

activities for the year ended June 30, 201'1, baseC on the Municipality's knowledge of the transactions, events and conditions

rellected in the basic financial statements. The MD&A aiso hightights certain key fiscal policies that control the Municipality's

operations.
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COilMONWEALTH OF PUEBTO RICO

MUNICIPALITY OF CULEBRA

NoTES T0 THE BAStc FtNANC|AL STATEMENTS (Cor,rTtNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 20.11

NOTE 1 - SUlrti'IARY OF SIcNIFICANT ACCOUNING POLtCtES (CONflNUED)

A. Financial Reporting Entity

The accompanying basic linancial statements include all departments 6nfl qrganizations units whose lunds are under the
custody and control of the Municipality. ln evaluating the Municipality as a reporting entity, management has addressed all
the polential component units. The decision to include a potential component unit in the reporling entity was made by
applying the provisions ol GASBS No. 14.

The basic criteria for including a potentral component unit within the reporting entity is if potenlial component units are
financially accountable and other organizations lor which the nature and significance of their relationship wilh the entity are
such lhat exclusion would cause the Municipality's Iinancial statements to be misleading or incomplete. The GASB has sel
lorth criteria to be considered in determining financial accountability. These criteria include appointing a voting maiority 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 plovide specific tinancial benefits to, or impose specific financial burdens on the Municipality.

The relative importance ol each ctite on must be evaluated in light ol specilic circumstances in order to determine which
components Rits ale to be included as part of the reporting entity. Our specific evaluations ot the criteria applicable to the
Municipality indicate no organizations meet the criteria io be included as component units. Accordingly, these basic
financial statements present only the Municipality as the reporting entity.

These financial statements present lhe respective Iinancial position of the governmental activities, each major lund, and the
aggregate remaining fund information of the Municipality, as ol June 30, 201 1, and the respective changes in financial
position, where applicable, thereof for the fiscal year then ended.

B. lttleasurement Focus and Basis ol Accounting

Government-Wide Financial Statements

The government-wide financial statements (the Stalement o, Net Assets and the Statement of Activities) are reponed using
the economic resources measurement focus and the accrual basis of accounting. Revenue is recorded when it occurs and
expenses are recorded when a liability is incurred, regardless o, the timing o, related cash flows. Grant and similar non-
exchange transactions are recognized as revenue as soon as all eligibility requirements have been met.

Govemmental Fund Financial Statemenls

The governmental fund financial siatements are reporied using the currenl linancial resources measurement focus and the
modilied accrual basis of accounting. Hevenues are recorded when susceptible to accrual; as soon as it is bolh measurable
and avaiiable. "Available" means collectible within the current period or soon enough therealler, within sixty (60) days, to
be used to pay liabilities of lhe current period. Expenditures are generally recognized when the related liability is incurred.

The exception to this general rule is that principal and interest on general obligation long{erm debt and compensated
absences, if any, are recognized when due.

This is lhe manner in which these lunds are normally budgeted. This presentation deemed most appropriate to
(a) demonstrate legal and covenant compliance, (b) demonskate the source and use ol liquid resources, and (c)
demonstrate how the Municipality's actual experience coniorms to the budgeted fiscal plan.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

NOTES T0 THE BASIC F|NANCIAL STATEIiTEUTS (CotrItNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF StcNtFtCANr ACCoUITTNG pOLtCtES (CONINUEO)

B. Measurement Focus and Basis ol Accounting (Continued)

Governmental Fund Financial Shtements (Continued)

ln applying the 'susceptible to accrual" concept to intergovernmental revenues (federal grants) pursuant to GASBS No. 33,
Accounting and Financial Reporting lor Non-exchange Trunsactions (the 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 requiremenls, are met. Hesources lransmitted belore
the eligibility requirements are met should, under most circumstances, be reported as advances by the provider and
deferred revenue by the recipient.

There are essentially two types of revenue. For some grants, funds must be expended by the Municipality on the specific
purpose 0r ploject before any amounts will be reimbursed. Bevenue is, therefore, recognized as expenditures are incurred
to the extent available. For lhe other revenue, moneys are virtually unconditional and are generally revocable only lor
failure to comply with prescribed compliance requirements. These resources are reflecled as revenue at the time of receipt
or earlier il the silsceptible 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 lhe following:

* Employee's vesled annual vacation and sick leave is recorded as expenditure when utilized. The amount of
accumulated annual vacation and sick leave unpaid at June 30, 201 1, has been reported only in the governmenlwide
financial statements.

C. FinancialStatemenlPresentation

Government-Wide Financial Statements

The governmenlwide financial statements (the Statement ol Net Assets and lhe Statement of Activities) report information
ol all the activities ot the Municipality. For most pan, the etfect ot interfund activity has been removed lrom lhese
governmen[wide financial stalements. Governmental activities, which nomally are supported by taxes and
intergovemmental revenues, are reported separately lrom business-iype aclivities, which rely to a signilicant exlenl on lees
and charges for support.

The Statement of Net Assets presents the Municipality's assets and lrabilities, with lhe dillerence reported as net assets.
Net assels are reported in three categories:

* lnvested in Capital Assets. Net of Related lhbt - 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 ol those assets.

* Restricted Net Assets - These results when constraints are placed on net assets use, which can be eilher externally
imposed by creditors, grantors, contribulors, and the like, or imposed by law through constitutional provisions or
enabling legislation.
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COMIJIONWEAL]TI OF PUERTO RICO

MUNICIPALITY OF CULEBRA

NOTES T0 THE BASTC F|NANC|AL STATEMEilTS (CoNINUED)
FOR fiE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF STGN|FICANT ACCoUNflNG pOLtCtES (COUnNUED)

C. Financial Statement Presentation (Continued)

Government-Wide Financial Statements (Continued)

.1. Unrestricted Net Assets - These consists of net assets, which do not meet the definition of the two preceding

categories. Unrestricted net assels often are designated, to indicate that management does not consider them to be

available for general operations. Unrestricted nel assets often have constraints on resources that are imposed by
management, but can be removed or modified.

When both restricted and unreslricted resources are available for use, generally it is the Municipality's policy to use
reskicted resources tirst, lhen the unrestricted resources as they are needed.

The Statement ol Activities is focused on both the gross and net costs per lunctional category. The statemenl reduces
gross expenses (including depreciation) by related program revenues, operating and capital grants. This is intended to
summarize and simplify the use/s analysis ol cost of various govemmental services.

Govemmental Fund Financial Slatements

The fund financial statements (lhe Balance Sheet and the Statement ol Revenues, Expenditures, and Changes in Fund
Balances) are {ocused on lhe maior funds in the governmental category. Non-maior lunds are aggregated into a single
column.

Since the governmental fund statements are presented in a different measurement locus and basis ol accounting than the
govemment-wide statements, reconciliation is presented with a separate explanalion lor each dil{erence.

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 entilies. The operations

of each fund are accounted for within a set ol self-balancing accounts. Fund accounting segregates lunds according to their
intended purpose and is used to aid management in demonstrating compliance with legal, financial, and contractual
provisions.

GASB No. 34 established criteria for the determination ol major funds. The non-major lunds are combined in a single

column in the fund financial statements. The Municipality reports the lollowing major funds:

General Fund - This is the main operating fund of the Municipality. lt is used to accounl for all linancial resources,

except those required to be accounted for in another fund.

State Assiqnment Fund - This is the fund used to accounl for all the transactions of the Stale Assignment by

Legislature Resolutions. The primarily objectives ol this assignment is the development of proiects on
communilies, not-for-plofil organizations and indirect assignment to persons ol low and moderale income.

CDBG Fund - CDBG Fund is used lo account Ior revenues derived from the Depanment of Hou$ng and Urban
Development, related to Community Development Block Grants - Slate Program.
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COIiIMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

NOTES TO THE BASTC F|NANC|AL STATEMENTS (CoNflNUED)
FOR ITIE FISCAL YEAR ENDED JUNE 30, 2OI1

NOTE 1 - SUMMAFY OF StcNtFICANT ACCOUNTTNG pOLtCtES (CONflNUED)

Financial Statement Presentation (Continued)

Govemmental Fund Financial Statements (Continued)

Loans Fund - This is the Iund used to account lor all linancial resources and transactions related to the loans lor
operational purposes, conskuction purposes and capital outlays of the Municipality, which is linanced by loans
Irom the Government Developmenl Bank of Puerto Rico.

Sales Tax Fund - This is the fund used lo account for all lhe transactions related to the citizenship contibution ot
'1.0% over all business or personal transactions related to sale ol goods and seruices made on the Municipality. ln

addition, this fund is used to account the State contribuiion to the Municipality of the Sales Tax. The resources
collected by this tax are used in activities like health seNices, improvements in the control and management of
solid waste disposal and recycling programs, public improvements, public salety and maintenance ol all public

facilities ol the Municipalities.

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

Fund Balances

ln the current year, the Municipality adopted the provisions ol GASB Statement No. 54, Fund Balance Repofting and
Governmental Fund Type Derinifions (GASB 54). The fund balances are reported in live categories: 1) Nonspendable,
2) Restricted, 3) Committed, 4) Assigned and 5) Unassigned:

* Nonspendable - Amounts that cannot be spent because they are: a) not in spendable form or b) legally or

coniractually required to be maintained intact. Due to the nature or form of the resources, they generally cannot be

expected to be convened into cash or a spendable lorm.

* Bestricted - Amounts are reshicted by external pa ies (creditors, grantors, contributors or law/ regulations) of
other governments or restricted by law through constitutional provisions or enabling legislation.

* Committed - Amounts that can only be used lor a specilic purpose pursuant to conslraints imposed by lormal

action (ordinances or resolutions) of the Municipality's hrghest level of decision-making authority (Municipal

Legislature). The formal action must occur pdor to the end of the reporting period, however, lhe amount may be

determined in the subsequent period. These are self-imposed limitations on available resources. These committed

amounls cannot be used for any other pupose unless the government removes or changes the specified use by

taking the same level of action it employed to previously commit those amounls. These committed amounts would

be approved and adopted by formal action of the Municipal Legislature.

+ Assiqned - Amounts that are constrained by the Municipality's intenl to be used for specific purposes thai are

neither restricted nor committed. The intent will be expressed by the Municipal Legislature, the Mayor or by an

official to which the Municipal Legislature delegates authority in conformity with the Autonomous Municipalities

Law ol Puerto Rico.

D.
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COMMONWEALTH OF PUERTO BICO

MUNICIPALITY OF CULEBRA

NoTES T0 THE BASTC F|NANC|AL STATEMENTS (Coi{IINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

D. Fund Balances (Continued)

* Unassioned - Represenl the residual classification lor the Municipality's General Fund. Therefore, in order to
calculate unassigned lund balance, total lund balance less nonspendable, restricted, committed and assigned
equals unassigned fund balance. The resulting amounl will be available lor any purpose.

At June 30, 201 1, the accompanying fund financial statements reported fund balances as restricted and unassigned.

E. Budgetary Control

The Municipality annually adopts the Budget Besolution for all operaling ,unds of the Municipality except for certain
restdcted accounts of Proprietary Funds and Special Revenue Funds. Budgetary control is legally maintained at the fund
level. The budget is prepared using the modilied accrual basis ol accounting with encumbrance included as budgetary
basis expenditures. The Municipalily's Budget Resolution provides transfer authority (1) to lhe Mayor and the Management
and Budget Director, within and belween departments and lunds, as long as the total budget ol the Municipality (net of
interfund transrets) is not increased; (2) to the Management and Budget Director to implemenl grant budgets as the grant
applications are accepted by the Municipality; and (3) to the Managemenl and Budget Director to amend (re-appropriate)
each new year's budget, to the extent of outstanding encumbrances, and/or unexpended poect/grant appropriations at
year end. Municipality's Legislature aclion is required lor (1) use of lhe budgeted.Legislature contingency, and (2) the
approvalof supplemental appropliations. During the year, several supplemental appropriations were necessary.

The budgel columns (original and final budgets) ol the Budgetary Comparison - General Fund reflect the original budget
and the amended budget (which have been adjusted lor legally authorized revisions of the annual budgets during the yea4.
Appropriations, except remaining poect appropriations, encumbrances, and unexpended grant appropriations, lapse at the
end ol each fiscal year.

Amendments to the budget, including translers, require the approval of the Municipal Legislature. Unencumbered
appropriations lapse at the end of the next fiscal year. The Municipaliiy lollows these procedures, in accordance with law, in
order to establish the budgetary dala reflected in the basic Iinancial statements:

1. Prior of May 31 of each fiscal year, the Mayor submits to the Municipal Legislature a proposed budget lor the liscal
year commencing the lollowing July 1 in addition of a budget message;

2. The budget document is available for public inspection prior to its approval by the Municipal Legislature;

3. The Commissioner of l\ilunicipal Affairs examines lhe budget to verify if it complied with the law's standards and sends
it to the Mayor lor 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 ol the annual appropriation ordinance;

5. ll 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 lor lhe ensuing fiscal year until a
new budgel is approved. This pemits the Municipality to continue making payments for its operating and other
expenses until the new budget is approved;
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MUNICIPALITY OF CULEBRA

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR I}IE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

E. Budgetary Control (Continued)

6. Subsequent to the enactment of the annual appropriation ordinance, the Municipal Legislature has the authority to
make necessary amendments made during the fiscal year and are reflected in the budget information included in the
Budgetary Comparison Schedule - General Fund;

7. Budgetary data lor the Special Revenue Fund has not been presented in the accompanying basic financial statements
as such Iunds are budgeted over the life of the respective grant or project and not on an annual basis.

Since the budgelary basis differs from accounting principles generally accepted in the United States ol America (GAAP),
actual amounts ,or the General Fund in the accompanying Budgetary Companson Schedule, is presented on the budgetary
basis to enhance comparability.

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

1. Encumbrances are reccrded as expenditures under the budgetarv basis and as a reserve of fund balances under
GAAP. ,.

2. The non-exonerated portion of the property tax advances are presented as revenue in the budgetary basis and as
other Iinancing sources under GAAP.

3. lnterfund transactions ol the General and Special Revenue Funds are not included in the budgetary basis.

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

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

All encumbrance appropriations in the operating budget lapse at the end of the liscal year. Property laxes 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 lunds oi lhe Special Hevenue Fund have not been included in the budgetary comparison because balances are

not budgeted. Also the budget prepared for the Federal Finance Awards Programs included in lhe Major and Non Maior

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 Equivalents and lnvestment

The Director of Finance of the Mun;cipality is responsible for investing the available resources in certificates of deposit and

other short{erm investments. lnvestments are made lrom the available combined lunds of the Municipality and,

accordingly, it is not practical t0 disclose certificates of deposit and other short{erm investments individually by fund in the

combined financia! statements. lnterest earned on certificales o, deposit and other short{erm investments are recognized

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

accordingly, resources available were not used for pool investments. At June 30, 2011, the Municipality does not have any
type of investment.
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NoTES T0 THE BAS|C FtNANCTAL STATEMENTS (C0NT|NUED)
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NoTE 1 - SUMMARY 0F STGNTF|CANT ACCOUNflNG pOLtCtES (CONTTNUED)

F. Cash, Cash Equivalents and lnvestment (Continued)

Under the laws and regulations ol the Commonwealth, public funds deposited by the Municipality in commercial banks must

be fully collateralized lor lhe amounts deposited in excess of the lederal depository insurance generally provided by the
Fedetal Deposit lnsurance Corporation (FDIC). All securities pledged as collaleral are held by agents designated by the

Commonwealth's Secretary ol the Treasury, but not in the Municipality's name.

Cash with fiscal agent represents property tax collections retained by the Municipal Hevenues Collection Center and
undisbursed proceeds of certain bonds, loans or grants, which are maantained in a cash custodlan account by the
Government Development Bank of the Commonwealth of Puerto Bico.

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 acquisitlon or construction of permanent improvements, The sinking fund is
maintained by the Governmental Development Bank of Puerlo Bico, agency, which acts as the insurer and payer of the
Municipality's bonds and notes issued in accordance with law.

G. Receivables

Receivables are stated net of estimated allowances for uncollectible accounts, which are determined upon past collection
experience and current economic conditions. Receivables from Federal Government represents amounts owed to the

Municipality for reimbursement of expenditures incurred pursuant to federally funded programs.

lnvenlories

The General, Special Bevenue and Capital Project Funds, purchase office and printing supplies, gasoline, oil and other
expendable supplies held for consumption. The cost of purchases is recorded as expenditure in the appropriate fund and

the inventory is not recorded in the basic financial statements.

Capital Assets

Property. plant and equipment purchased or acquired is carried at historical cost or estimated historical cost. Coniributed

assels are recorded at fair value as ol the date recerved. The Municipality's capitalization levels are $500 on personal

property; for improvements other than buildings. the capital outlay must be greatel than $10,000, extend the estimated

uselul life for ten years, and be grealer lhan 10% of the original cost of the asset. Other costs incu(ed for repairs and

maintenance are expensed as incuried.

Depreciation on all assets will be provided on the straighliine basis over the following estimated useful lives:

Capital Assets Years

Buiidings and site improvements
lnfrastructure

Vehicles
Machinery and equipment

20-50
20 50

5-10

5-20
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MUNICIPALITY OF CULEBRA

NoTES T0 rHE BAS|C FTNANCTAL STATEMEHTS (CoNTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NoTE 1 - SUITMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

J. Long-Termobligations

The liabilities reported in the governmenlwide linancial stalements included general and special obligation bonds and
notes, and other long{erm liabilities, such as vacation, sick leave, litigation, long{erm liabilities to other govemmental

entities.

ln the fund financial statements, governmental tunds recognize bond issuances cost, during the cunent period. The face
amount of debt issued is reported as other financing sources, while bond issuance cosls, whether or not withheld Irom the
actual debt proceeds received, are reported as expenditures.

K. CompensatedAbsences

The Municipality accrues accumulated unpaid vacation and sick leave and associated emplcyee-related costs when earned
(0r estimated to be earned) by the employee. The Municipaiity's employees are granted 30 days ol vacations and l8 days
ol sick leave annually. Vacations may be accumulated up to a maximum 0l sixty (60)days and sick leave up to a maximum
ol ninety (90) clays. ln the eveni of employee resignation, the employee is paici for accumulated vacation days up to the
maximum allovreci. Separation from empioyment prior to use of all or part ol the sick leave terminates all rights for
compensation, except for employees with ten years ol seruice who are entitled to sick leave pay up to the maximum
allowed. The Municrpality accrued a liabilily lor compensated absences, which meet the lollowing crileria:

l. The Municipality's obligation relating to employee's rights to receive compensation lor future absences is attributable to

employee's services already rendered.

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

3. Payment of the compensaiion is probable.

4. The amounl can be reasonably esttmated.

ln accordance with the above criteria and !.equiremenls as established by GASBS No. 16; the Municipality has accrued a

liability lor compensated absences, which has been earned bul not taken by Municipality's employees. For the government-

wide slatemenls, the current portion is lhe amount eslimated to be used in the lollowing year. For the governmental lunds

statements, all of the compensated absences are considered long{erm and therefore, are not a fund liability and represents

a reconciling item between the fund level and govemment-wide presentations.

L. lnsurance

The l',4unicipality has insurance coveraue for its public facilihes, primaraly to provide protection from catastrophic losses.

Also, principal oflicials ol the Nlunicipality are covered ,jnder various surety bonds. The Secretary ol the Treasury

Department of the Commonweaith of Puerto Hico is the agent commissioned to place all ol the Municipality's insulance

coverage. Conesponding premiums payable are withheld by the Municipal Revenue Collection Center lrom quarterly

advances 0f annual property tax ano subsidy send to the Municipality.
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NoTE 1 - SUiTMARY OF StcNtF|CANT ACCoUNING pOLtCtES (COMflNUED)

M. lnterlund Activity

lnterfund activity is reflecled as loans, reimbursements or translers. Loans are reported as receivables and payables as
appropriate and are subject to elimination upon consolidation. Heimbursements occur when one fund incurs a cost, charges
the appropriate benefiting fund and reduces its related cosl as a reimbursement. All other interfund activity is treated as
translers. The Municipality has the lollowing types of reciprocal and nonreciprocal interfund activities:

* lnterlund loans - Represenl amounts provided with a requirement for repayment, which are recorded as 'due from' in
the lender governmental fund and 'due to" in the borrower govemmental fund. For amounts not expected to be
collected within a reasonable period, interlund receivables/payables are reduced lo the estimated realizable value and
the amount that is not expected lo be repaid is reported as a transfer from the govemmental fund that made lhe loan.

+ lnterlund transfers - Represent flows of assets (permanent reatlocation ol financial resources among governmental
funds) without equivalent llows of assets in return and without a requirement for repayment. Transfers are reported as
other financing uses in lhe governmental fund making kanslers and as other financing sources in lhe governmenlal
lund receiving lransfers.

* lnterfund reimburcements - Represent repayments from lhe governmental lund responsible for particular
expenditures or expenses to lhe govemmental fund that initially paid lor them.

N. Claims and Judgments

The estimated amount ol lhe liability for claims and judgments, if any, which is due on demand, such as from adjudicaled or
settled claims, is recorded in lhe General Fund. The Long-Term Liabilities includes an amount estimated as a contingent
liability or liabilities with a lixed or expected due date, which will require future available financial resources for its payment.

O. Use of Estimates

The prepalation ol the basic linancial statements in conformity with accounting principles generally accepted in the United
States ol America requires management to make estimates and assumptions that affect the reponed amounts ol assels
and liabilities and disclosures ol 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 ditfer from those estimates.

P. Accounting lor Pension Costs

For the purpose ol applying the requirements of GASB Statemenl No. 27, Accounting lot Pensions by State and Local
Government Employers (GASB No. 27), the state govemment ol ihe Commonwealth ol Puerto Rico is considered to be the
sponsor ol the Employees' Retiremenl System of the Govemment of Pueno Bico and its lnstrumentalities (ERS) and
System 2000, a multi-employer cost-sharing defined benelit pension plan and a hybrid defined contribulion plan,

respectively, in which the employees of the Municipality participate. The Municipality is considered a participant and not a
sponsol, of these retirement systems since the majority of the participants in the alorementioned pension trust funds are
employees of the Commonwealth of Puerto Rico and the basic financial stalements of such retirement syslems are part of
the financial reporting entity of the Commonwealth of Puerto Hico. Accordingly, no portion ol the net pension obligation
(NPO) related to ERS has been allocated to the Municipality in the accompanying basic linancial statemenls. The basic
Iinancial statements of the Commonwealth of Puerto Rico repon the total amount of the net pension obligation ot EHS,
including any amount that may correspond to the Municipality.
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NOTE r - SUMMARY OF STcNtF|CANT ACCOUNTTNG p0LtCtES (C0NTtNUED)

P. Accounting for Pension Costs (Continued)

The Municipality accounts for pension costs from the standpoint of a participant in a multiple-employer coslsharing plan.
Accordingly, pension costs recognized in the accompanying basic financial stalements are equal to lhe statutorily required
contributions, with a liability recorded for any unpaid required contributions.

Q. Risk Financing

The Municipality canies commercial insurance to cover casualty, theft, tort claims and other losses. lnsurance policies are
negotiated by the Puerto Rico Treasury Departmenl and costs are allocated among all the Municipalities of Puerto Rico.

Cost of insurance allocated to the lVunicipality and deducted from the gross property tax collections by the lr,lunicipal
Revenue Collection Center ('CRIM') for lhe year ended June 30, 20'11 amounted to $63,048. The current insurance
policies have not been cancelled or terminated. The CRIM also deducted $97,352 for workers compensation insurance
covering all municipal employees.

NOTE 2 - CASH AND CASH EQUIVALENTS

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and Govemmenl 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 lnvesfmenf Rrbk Dr'sc/osure, an
Amendment lo GASB Statemenl N0.3. This statemenl requires that state and local govemments disclose essential risk
information about deposits and investments. The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate
risk, (3) custodialcredit risk, (4) foreign exchange exposure.

Credit risk - This is the risk that an issuer or other counter party to an investment will not fulfill its obligations. ln compliance
with the laws and regulations of the Commonweallh, the Municipality has adopted, as it's custodial and credit risk policy, the
Statement of lnvestment Guidelines for the Govemment of the Commonwealth of Puefto Rico. Accordingly the Municipality
invests only in obligations of the Commonwealth, obligations of the United States of America, certificates ol deposits,
commercial paper, bankers' acceptances, or in pools of obligations of the municrpalities of Puerto Rico, which are managed
by GDB. According to the aforementioned investment guidelines, the Municipality does not invest in marketable securities or
any types of investments for which credit risk exposure may be significant. Therefore, the Municipality's managemenl has
concluded that the risk related to any possible loss related to defaults by commercial banks on the Municipality's deposits
are considered low at June 30, 201'1.

lnterest rate risk - This is the risk that changes in inlerest rates of debt investments will adversely affect the fair value of an
investment. The Municipality manages its exposure to declines in fair values by: (1) not including debt investments in its
investment portfolio at June 30,2011, (2\ limiting the weighted average maturity of its investments to three months or less,
and (3) keeping most of its bank deposits in interests bearing accounts generating interests at prevailing market rates. At
June 30, 201 1, the Municipality's investments in certificates of deposits are recorded at cost, which approximates their iair
value. Therefore, the Municipality's management has concluded that at June 30, 2011, the interest rate risk associated with
the Municipality's cash and cash equivalents is considered low.
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NOTE 2 - CASH AND CASH EQUIVALENTS (CONTINUED)

Custodial credit risk - ln the case of deposits, this is the risk that in the event ol a bank failure, the Municipality's deposits

may not be recovered. Pursuant to the Sfafement of /nvestment Guidelines for the Government of the Commonwealth of
Puerto Rico the balances deposited in commercial banks by the Municipality are insured by the Federal Deposit lnsurance

Corporation (FDIC) generally up lo a maximum of $250,000 per depositor. ln addition, public funds deposited in commercial

banks by the Municipality are fully securities pledged as collateral are held, in the Municipality's name, by the agenls ol the

Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured and un-collateralized. However, no losses

related to defaults by GDB on deposit transactions have been incurred by the Municipality through June 30, 2011.

Therefore, the Municipality's management has concluded that at June 30, 2011 the custodial credit risk associated with the

lVlunicipality's cash and cash equivalents is considered low.

Foreiqn exchanqe risk - The risk that changes in exchange rates will adversely affect the value of an investment or
a deposit. According to the aforementioned investment gurdelines, the Municipality is prevented from investing in

foreign securities or any other types of investments in which foreign exchange risk exposure may be signilicant.

Accordingly, management has concluded that the foreign exchange risk related t0 the Municipality's deposits is considered
low at June 30, 2011.

The Municipality's bank balances in commercial banks of $799,131 in the General Fund, $756,050 in the Slate Assignment

Fund, $168,402 in the CDBG Fund and the $642,731 in the Sales Tax Fund were fully collateralized at June 30, 2011. ln
the Other Governmental Funds there were deposits with commercial banks of $95,322 that were fully collateralized.

The deposits at GDB of $917,002 in the Loans Fund, $1,285,098 in the Debt Service Fund and $59,707 in the Other
Governmental Fund, are unsecured and un-collateralized, as no collateral is required to be carned by govemmental banks.

NOTE 3 - RECEIVABLES

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 orthe pass-through grantors. Following is a detail ofthe federalgrants receivable:

Description Amount

Community Development Block Grant - State

Program $ 172,976

Child Care Development Block Grant 125,129

Special Pograms for the Aging Title lll-Part B 49.570

$j4zeTotal
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NoTE 3 - RECETVABLES (CONflNUED)

B. CommonweallhGovemmentBeceivables

Commonwealth govemment receivables in Other Govemmental Funds represent expenditures incurred not yel reimbursed
by the commonwealth agencies. Following is a detail of the stale govemment receivables:

Govemmental Entity Amount

Puerto Bico Pon Authority $ 4,618
State Depanment of Labor and Human

Resources - Law 52 188.761

Total $_IgLiZg

C. Due From Other Funds

lnterfund receivables and payables at June 00, 201 1 are summadzed as Iollows:

Receivqble Fund Payable Fund Purpose Amount

Olher Governmental Payrolland related accruals paid
General Fund CDBG Funds and not reimbursed $ 370,476

Payroll and related accruals paid
General Fund CDBG Fund and not reimbursed i51,348

State Assignment
Fund General Fund Loans between funds 1,779,361

State Assignment
Fund CDBG Fund Loans between funds 3,257

StateAssignment OtherGovernmenlal
Fund Funds Loans between funds 8,228

State Assignment
Fund Loans Fund Loans between funds 590,444

Cash pool in the same bank
other Govemmental account and reimbursable
Funds General Fund expenditures 57.654

rotal Sa900,200
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NOTE4-CAPITALASSETS

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 $25 or more, are primarily funded through the issuance ol long-term bonds and loans. A summiry of capitai ass-ets an(
changes occurring in 201 '1, including those changes pursuant to the implementation of GASB Statemenf No. 34, follows (Land
and conskuction in progress are not subject to deprecialion):

Governmental Activities
Balance

July 1,2010 Addilions
Betirements / Balance

Reclassitications Junel,2011

Capilal asset, not being deprecialed:
Land

Ccnstruclion in progress

Total capital assets nol being depreciated

Capital assels, being depreciated:
Buiidings

lnkastruclure
l achinery and equipmenl
Molor vehicles

Total capital assets being deprecialed

Less accumulated depreciation lor:
Buildings

lnkasiruclure
Machinery and equipmen!
Motor vehicles

Total accumulated depreciation

Tolal capital assels being depreciated, nel

Governmental activilies capital assels, net

$ 3,366,886

3.366.886

6.285,50s

672 604
1.626.395

8.584.6C4

(1.439,153)

(670,869)
(1.428.602i

(3.538,624i

5.045.980

$ 8.412.866

3,366,886

3,366.886

6,285,605

672.604
1.626,395

8.584,604

(1,439,1s3)

(670,859)

(1.428,602)

(3.s38,624)

5,045,980

__8$e000

Depreciation expenses have not been provided.

GASB Statement No. 34 requires l0 relroactively appiying ihe requirements to major general infraslructure assets within at least
four (4) years of the adoption of this pronouncement which is not later than June 30, 2007. The Municipality has nol complied
with GASB Statement No. 34.
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NOTE 5 - ACCOUNTS PAYABLE AND ACCRUED EXPENSES LIABILIIIES

Accounls payable and accrued expenses liabililies in govemmenlal lund financial statements represent expenditures incurred
during fiscal year 2010-2011, and not paid by the Municipality at June 30, 2011. Following is a detail of these accounts payable
and accrued liabilities:

Accounts Accrued
LiabilitiesGovernmental Funds

General Fund

State Assignment Fund

CDBG Fund

Sales Tax Fund

Total

$ 36,089

5,818

186,773

15.635

$zSJU

Total

38,s38 74,627

5,818

'186,773

15.635

38.538 282.853

NOTE 6 - DUE TO OTHER GOVERNMENTAL UNITS

As ol June 30, 201 1, balance due to other govemmental units consists of the following:

Govemmental Aqency Amount

Slate lnsurance Corporation

State Department of Labor

General Service Administration

Total

$ 1,334

s,736

3,887

$lq957

30



COMI,IONWEALTH OF PUERTO BICO

MUNIC]PALITY OF CULEBRA

NoTES T0 THE BASTC FtNANCIAL STATEMENTS (CoNINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

NOTE 7- DEFERRED REVENUES

A. The deferred revenues o, $103,234 in the General Fund relates to the volume ot business tax collected in fiscal year 2010-
201 1 that will be eamed in fiscal year 2011-2012.|n addition, the $35,737 in the General Fund is the property taxes that
represent advances lrom fiscal year 2010-201 1, not collected by the Municipality at June 30, 201 l.

B. Federal Grants - The delerred revenues presented in the head start fund and in other governmental funds represents the
portion of federal grants leceived for which qualifying expenditures have not been incurred. Deferred reverues lrom the
federal government are as follows:

Program D,escription Amount

Child Care Food Program

Public Assistance Grants

American Recovery and Re-
investment Grants

Total

$ 40,241

66,728

5,682

$ 112.6s1

NOTE 8 - GENERAL LONG.TERM DEBTS

Long{erm liability activity for the year ended June 30, 2011, was as follows:

Description

Beginning
Balance,

as reslated
Bonowings
or Additions

Payments or
Deductions

Ending
Balance

Due Within
One Year

Bonds and Notes Payable

Property Tax Debt - Law 42

Compensated absences

LIMS Repayment Plan

Property Tax Debt - Law 
.l46

Claims and Judgments

CBIM Settlement 2008-2009

Health lnsurance Administration

Tolal

$ 3,091,000

2,302,535

3r6,665

5,772

7,543

109,518

40,339

216.723

l__0890.095

400,000

114,428

1,041,000

51,277

3,792

343

109,518

40,339

2,450,000

2,251,258

431,093

I,980

7,200

85,000

54,499

20,510

1,980

343

216.723

_-51!@ __laa269 __5359254 162.332
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NoTES TO THE BASTC F|NANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

NOTE 8 - GENERAL LONG-TERM DEBTS (CONTINUED)

A. GENERAL OBLIGATIONS BONDS AND NOTES

The Muntcipality issues general and special obligation bonds and notes, principally, to provide funds for the acquisition and
construction of maiol capital facilities, to pay debt incuned in prior years, and lo cover the expenditures of a special event.
Bonds and notes payables as of June 30, 20i'l , are comprised of the following individual issuLs:

DESCRIPTION AMOUNT

$!!0,!!0, S-9ne9 ZO06, lor capital outtay purposes, payabte in semiannuat instailments ranging from
$25,000 to $35,000, excluding interest from 1.S5% to 6.00%, through July 1, 2012

$2,125,000, Series 2009, for construction purposes, payable in annual installments ranging lrom
$30,000 to $I75,000, excluding interests ,rom 1.Ssyo to 7.50%, through July 1, 2033

$400 000, series 201 1, for operational purposes, payable in annual installments ranging from g10,000
to $35,000, excluding interests from 6.00% to 7.507., through July t, 2031

Total General 0bligations - Bonds

$ 35,000

2,025,000

390.000

$r,450,0@

These bonds and notes are payable with the following Municipality's resources:

* Special ad valorem property tax, which is restricted lor debt service and retained by the Government gevelopment
Bank lor Puerto Rico for such purposes and;

* Municipal sales taxes resources restricted lor debt service.

B. BONDSANDNOTESAMORTIZATION

The annual requirements to amortize lhe general obligations outstanding as ol June 30, 2011 are as follows:

Year Ending Pdncipal
June Total

2012
20t3
2014
201s
2016
2017-2021
2022-2026
2027-2031
2032-2036

Total

$ 85,000

50,000

55,000

60,000

60,000

400,000
570,000

830,000

340.000

s2.450.000

137,254
177,375
173,625

169,500

165,000

746,252
573,003
323,627
38,625

2.504.261

222,254
227,375
228,625
229,500
225,000

't,146,252

1,143,003

1,153,627

378,625

4.954.261
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NOTES TO THE BASIC FINANCIAL STATEMENNI (COMNNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 8- GENERAL LONG.TERM DEBTS (CONTINUED)

C. PROPERTYTAX DEBT-LAW42

The Municipality entered into a repayment agreement with the Government Development Bank lor puerto Hico (GDB) and
the CRIM, to pay off the excess of property tax advances through fiscal year 2000 and 2001. The CRIM relains the
paymenl from the propefty tax advances of the Municipality. The amounts retained by the CHIM are remitted to GDB on
July 1 of eaci year through July 1, 2032. The outstanding balance of the note payibte to the CB|M at June 30, 2011
amounted to $2,25 1,259.

D. COMPENSATEDABSENCES

The governmenl-wide statement of net assets includes $43'1,093 of accrued sick leave benefits, and accrued vacation
benefits, as lollows:

RETIREMEI{TS

ANO CUBRENT BALAIICE CURBENT LONG.TERM
NEwrssuEs MAiURATES .lu-ne s0.20tr pggISX pSglg!

BALANCE
JULY 1.2010

$qq065 !442e r[?L09l] ?o.ila 410.583

F.

LIMS REPAYMENT PLAN

The Municipality entered into a linancing agreemenl with the CHIM for the payment of the Municipality's share of the cost
ol an information management system, acquired by the CRIM on behalf of all municipalities, for thb management ol a
digital database of taxpayer's properties located in Puerto Rico. The outstanding balance ol the note payable io the CHIM
at June 30, 201'l amounled to 91,980.

PROPEBTY TAX DEBT - LAW 146

0n September 24, 2002, the CRIM, on behalf of the municipalities ol Puerto Rico, entered into a financing agreement with
GDB pursuant to lhe plovisions of Law No. 146 of October 11, 2001. The puDose 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 originally issued to pay certain property tax receivables owned by the municipalities of Puerto Hico through 1996. The
outstanding balance ol the note payable to the CRIM at June 30, 2011 amounted to 97,200.

HEALTH INSURANCE ADMINISTFATION

Liabilities of $216,723 reported in the slatement ol net assets represent the balance owed for services provided by the
State lnsurance Heallh Administration to the Municipalily and not paid at June 30, 201 I .

G.

33



COMMONWEALIH OF PUERTO BICO

MUNICIPALITY OF CULEBRA

NOTES TO THE BASTC FtNANC|AL STATEMENTS (CONTTNUED)
FOR IHE FISCAL YEAR ENDED JUNE 30,2011

NOTE S- GENERAL LONG.TERM DEBTS (CONNNUED)

H. LANDFILL CLOSURE AND POST.CLOSURE CARE COSTS OBLIGATION

The Municipality.owns a municipal solid waste landfill. However, the Municipality has not adopted the required provisions ol
statement No 18' /4ccounrling tor Municipat Sotid Waste Landlitt Ctosure aid Post-closure Care Costs, issued by the
Govelnmental Accounting Standards Board (GASB No. 18) and the regulations set forth by the U.S. Environmental
Plotection Agency (EPA) in its_'Solid Waste Disposal Facility Cdteila', isiued on october g, 1991. According to these
standards and regulalions, the Municipality is required to plaie a rinal cover on its landrill site when closed an-d perform
certain maintenance and monitoring functions at the landfil! site for 30 years after closure. Although closure and post-
closure care costs will be paid only near or alter the date that the landtill stops accepting waste, the M"unicipality is required
to report a portion ol these closure and post{losure care costs as an opeiating eipen-se in each period based on landlill
capacity used as of each statement of net assets date. The accompanying siatement ol net assets does not include the
required liability for closure and post-closure care costs of the solid wast; h;dfill using current cost allocated based on the
actual landfill capacity used at June S0, 201 l.

NOTE 9 - DEBJ RETIBEMEI{T

Revenues ot the debt service {und 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 lhe Comrionwealth of puerto Rico to the
Municipality.

These property taxes are accumulated by the Municipal Revenue Collection Center in cosls ol the general obligations bonds
issued by the Municipality. Payments are made to lhe Govemment Developmenl Bank of the Comionwealth of puerto Rico
lrom such accumulated funds by the Municipal Revenue collection c,enter of puerto Rico.

NOTE 1O- PROPERTY TAXES

The Municipality is authorized by Law lJc. 81 to impose and collect personal and real property laxes. Under the Laws and
Begulations ol the Commonweallh, personal property taxes can be imposed to any natural oi legal person that at January 1 of
each year is engaged in trade or business and is the owner ol personai property used in trade or-busness.

Personal property taxes are self-assessed by taxpayers every year generally using the book value of personal property assets
orvned by.the taxpayer at January 1 {assessment date) and reporting such tixablelalue through a peisonal property tax return
liled on May 15 subsequent to the assessment dale. The total personal property tax rate in foice aiJune 30, 2010 was 6.080/0
(of which taxpayers pay 5.25% and 1.03% is reimbursed by the Depadment ol Tieasury).

Real property taxes are assessed by CRIM. The assessment on real propedy is made every January 't and is based on
eslimaled currentvaiues cf the prope y deflated to 1957 market prices. The totaliealproperty tai rate in force atJune 30,20i0
was 8.08% (ol which 7.257" is paid by taxpayers and 1.03% is also reimbursed by the Department of Treasury).

Hesidenlial real property occupied by its owner is exempt by law Irom propefiy taxes on the first $'15,000 of the assessed value
(at 1957 market prices). For such exempt amounts, the Department o, Treasury assumes payment oithe basic tax (4% and 6"/"
for personal and real property, respectively) to the Municipality, except lor [roperty assessed of less than $S,sbO 1at tssz
market prices), lor which no payment is made.
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MUNICIPALITY OF CULEBRA

NOTES TO THE BASIC FTNANCtAL STATEMENTS (Cot{TtNUED)
FOR THE FISCAL YEAR ENOED JUNE 30.20.I1

NOTE 10- pRopERTy TAXES (CoNT|NUED)

CRIM is responsible for the billing and collections 0l real and personal property taxes on behall ol the Municipality. prior to the
beginning ol.each fiscal year, CRIM informs the Municipality of the estimated amount of property tax expected to be collected
for the ensuing Jiscal year. Throughout the year, CRIM advances lunds to the Municipality based on lhe initial estimated
collections. CBIM is required by law to prepare a settlement statement on a liscal year basis, whereby a comparison is made
between the amounts advanced to the Municipality and amounts acually collected trom taxpayers.

This settlement has to be compleled 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, il advances exceed the arnount actually collected by CRIM, an intergoveinmental payable is recorded at
June 30.

Law No. 81 provides for the levy ol an annual special tax of 1.03% of the assessed value ol all real and personal properiy not
exonerated from taxation. Such special tax is levied and collected by CBIM. Collections ol this special tax are remitted to the
Commonwealth's debt service tund for payment of debt service on general obligations of the Commonwealth.

ln addition, 1.s6az"bl"Ihe totai personal and real property taxes collected by CRIM is restricted lor the Municipatity's debt service
requirements and is retained by GDB for such purposes.

The Additional Lottery System of the Ccmmonwealth (the'Additional Lottery') is an operational unit reported as an enterprise
fund ol the Commonwealth, which currently operates several betting alternatives to the citizens of Puerto Rico. The Additional
Lottery is required every yeal to distribute a portion of its excess of revenues over expenses as follows:

* Thifu five percent (35%) of its net earnings (delined as the excess ol revenues over expenses less an amounl earma*ed
for the Fund lor Rent and Home lmprovement Subsidy Program lor ihe Low-lncome oualifying Elderly) is earmarked to the
municipalities ot the Commonvrealth, ot which a maximum ol $26 million. on an annual basis, is distributed to the Municipal
Equalization Fund held by CHIM to cover operating expenses and permanent improvements of the municipalities.

* An additional amcunt not exceeding 916 nillion, on an annual basis, is distributed to the Municipal Equalizati0n Fund,
provided it is within the 35% corresponding tc the municipalities of the Commonwealth. When the accumulated municipal
appropriations {rom the municipalities' Puerto Rico Health Heform are covered up to June 30, 1997, these resources will be
assigned to the Healih hsurance Adminisiration, a component unit of the Commonwealth.

NOTE 1I - VOLUME OF BUSINESS TAXES

The Municipality is authorized by Law No. 81 to irnpose and collect nunicipal license taxes on all kade or business activities
operated by any natrrrai or legal person within the territorial area of Culebra. This is a sell-assessed tax generally based on the
business volume measured by gross sales. The Municipality establishes the applicable tax rates. At June'3o,2010, the
municipal tax rates imposed by the Municipality were '1.500.6 for fnancing instituiions and 0.50% for other types of taxpayers.
Any taxpayers that have been granted with partial tax exemptions under any of the incenlive tax laws o, the Commonwealth
ultimately pay municipal license taxes at reduced tax rates, Eeneratly between 60% and 90o/" under standard rates.

Each taxpayer must assess hiyher conesponding municipai license tax by declaring his/her volume ol business through a lax
return to be filed every Aplil 15 based on the aci,Jal volume cf bustness generated inlhe preceding calendar year.

Taxpayers with a sales volume of $3 million or more must inciirde audited financial statements with their tax returns. The tax can
be paid by the taxpayer in two equal installments due on July r5 qp6 .1.nru, 15, subsequent to the liling of the declaration.
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MUNICIPALITY OF CULEBRA

NOTES T0IHE BASTC FINANCiAL STATEMENTS (C0NnNUED)
FOR IHE FISCAL YEAR ENOED JUNE 30, 2011

NOTE 11 - VOLUME OF BUSTNESS TAXES (CoNIINUED)

The lirst installment ol the tax covers the six-month period ended December 31, subsequent to the ,iling date of the declaration,
while the second inslallmeni of the tax. covers lhe six-monlh period ended June 30 ol lhe subseqirent calendar year. lf i
taxpayer elects to pay the tax in fufl on the liling date of the dectaration (generally April 1S), a 5% discount ii granted
automatically on the total tax amount due.

Any municipal license laxes collected in advance (that is, pertaining to a future fiscalyear) are recorded as deferred revenues in
the GWFS and the GFFS. (See Note 7).

NOTE 12 - SALES TAXES

0n July-4, 2006, the Legislature of the Commonwealih of Puerto Rico approved Act No. 117 (Act 1lZ), which amends the
Puerlo Rico lnternai Revenue Code of 1994 to provide {or a sale and use tax of 5.5% to be imposed by lhe Commonweallh
Government. Act 117 also authorizes each municipal government to impose a municipal sale and uie tax of 1.5%. This
municipal sales and use lax has in general the same tax base anci limitations (except for unprocessed loods) as those provided
by the Commonwealth's sales and use tax.

Section 61Bg of the Puerto Rico lnternal Revenue Code ol 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 ol the Code. The Municipal Sales Tax is specifically imposed over all sales transactions of taxable ilems
and combined transactions (as delined by the municipal intemal regulation) taken place within municipal limits. The Municipal
Tax is also specifically imposed over the purchase price lor lhe use, slorage or consumption ol taxable transactions (as delined
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 't, 2006. lndividuals,
organizations and entilies subject to collect the municipal sales and use tax must file a tax retum to the Municipality. Tax is due
each 20th day of each month based on tax co,lected in the preceding month. The Municipal Ordinance does noi impose specitic
restrictions oI limitations on the use of the municipal sales and use lax resources. Resources are recorded in the general fund of
the Municipality.

NOTE 13 - INTERGOVEBNMENTAL REVENUES

lntergovemmental revenues consist primarily of lunds received from the Commonwealth ol puerto Rico, 'in lieu ol tax'
payments IIom the Quasi-public Colporation, Puerto Hico Electric Power Authority, and Iederal linancial assistance received
from lederal government. Grants and subsidies received from the Commonwealth of Puerto Bico and federal agencies include,
among others, a general subsidy lor urban developmenl anci capitai improvements.

lntergovernmental revenues are accounted ior through the General Fund except for those directly related to u6an development
and capilal improvements, which are accounted for through the State Assignment, Sales Tax and Loans Funds.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

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

NOTE 14 - EMPLOYEE'S RETIREMENT PLAN

The Employee's Relirement System of the Government ol Puerio Rico and its instrumentality (EHS) is the administrator ol a
cost-sharing multiple-employer retirement syslem established by lhe Commonwealth of Puerto Bico. 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 ol Puerto Rico and its instrumentality and of certain municipalities and components units not
covered by their own retiremenl systems.

Participation is mandatory except for members of the Legislature, Governmenl Secretaries, Head ol Agencies and Public
lnstrumentality, Assistants of the Governor, the Comptroller of the Puerto Hico, Gubernatorial Board and Committee appointees
and Experimental Selice Slation employees. ERS provides retirement, death and disability benetits. Disability relirement
benefits are available to members lor occupalional and non-occupalional disabilities. Retirement benefits depend upon age al
retirement and number ol years of credited service. Benefits vest after ten years of plan participation.

The Municipality adopted the lequirements 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 conkibute 5.775% for the first $550 of monthly salary
plus 8.275% for the excess of this amounl, or on the altemative, 8.275% of all salary. The Munichality contributes to the system
9.275% of the participating employee's salaries.

Law Number 305 ol September 24, 1999, amendments the Act Number 447 that establish a savings program. AII employees
active in the system as ol December 31, '1999 may elect to transfer from define contribution programs to lhe new savings
progtam (a delined contribution plan). Employees in the savings program may now conkibute lrom a minimum 018.275olo up to
a maximum of 10% ol 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 ol the System's investment portfolio (net
of management fees), or (c) eam a combination of both altematives. lf at time of retirement accumulated benefits amount to
$10,000 or less may elect to receive a lump sum dislribution 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 yyho retire with less than 30 years ol service is computed at the rate of 1,v2% 0l their average
compensation lor each year of credit service lor the remaining years. The System also provides for death and disability benefits
and the assets of the System pertaining to the participant employees.

A variety ol significant actuarial assumptions are used to determine the standard measure of the pension benelit obligation and
lhese assumptions are summarized below:

* The present value ol the future pension payments was computed by using a discount ol g%.

* Future pension payments reflecl an assumption of a 6% salary increase.
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MUNICIPALIW OF CULEBRA

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

NoTE 14- EMpLOyEE'S RETTREMENT PLAN (CONTTNUED)

All employees that do not elecl to transler {or the new program and who at the time ol employment are 55 years old or less are
eligible to participate in the System. Pension benefits lor participants with 30 years ol serviceare as lollowi:

YEARS OF
SERVICE

30 or more

30 or more

PARTICIPANT'S

AGE

55 or less

58 or more

PENSION BENEFITS

65% of the average of the three years of highest salary during the
employee's service period.

750l" of the average ol the three years of highest salary during the
employee's service period.

75% of the average o{ the three years of highest salary during the
employee's service period (employees started working after April 1,

1990).30 or more 65 or more

The amount of the total pension benefit obligation is based on a standardized measurement established by GASBS No. 27,
Financial Bepoling lor Detined Benefit Pension Plans and Notes Disctosure lor Delined Contributions P/ans The standardized
measurement is the actuarial present value o, eslimated delined pension benefils, adjusted lor the effects of projected salary
increases and step-rate benelits, estimated to be payable in the future as a result ol employee services perlonrieo to date. tne
measure is intended to help users assess the System's funding status on a going-concern basis, assess progress made in
accumulaling sufficient assets to pay benelits when due, and make comparisons among other public retiremenisystems. The
measure is independent ol the actuarial lunding method used to determine contributions to the plan.

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

Conkibutions 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 ol America. An
actuarial compilation ol the annual contribution applicable to the Municipality has not been prepared. Accordingly, the accounts
by which the actual contributions ditfer from the required actuarial contributions are not known.

The total pension expenditures recorded in the category ol administration for the Fiscal Year Ended June 30,2011 was
approximately $299,648. 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 il the participant receives a refund of his accumulated contributions.

The histolical trend informalion regarding lhe accumulalion of assets and pension benelit obligation in the ERS is not available.
For the ten-year trend information, reler to the separately issued financial slatements ol the EHS as of and for the fiscal year
ended June 30, 201 1. The P.R. Retirement Plan Administration provides additional inlormation ol the ERS. They issue a public
available financial report that includes financial statements and required supplementary inlormation for ERS, ai a component
unit of the Commonwealth of Pueno Rico. That report may be oblained by writing to the Administration at pO Box 42003,
Minillas Station, San Juan, P.R. 00940.
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. NOTES T0 THE BASTC FINANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 15 - CONTINGENCIES

A. CLAIMSANDJUDGMENTS

The Municipality is, at presenl, a defendant in a number ol legal matters thal arise lrom alleged improper apptication of
policies and negligence in lhe ordinary course of the Municipality's activities.

It is management's opinion, based on the__advice ol the legal counsel, that the potenlial claims against the Municipality not
covered by insurance wirr not materiafly affect the financiar resources for its payment.

ln addition, the Municipality is a defendant or co-defendant in several legal proceedings, which are in discovery stage.
Certain ol these claims are covered by insurance. Legal counsels with tne intoimation cu"rren y ivaiiable cannot determine
the final outcome ol these proceeding. However, it has been the Municipality's experience thai such actions are setfled for
amounts substantially less than the claim amounts.

8. FEDERALGRANTS

ln the nolmal course of operations, the Municipality receives grants from various Federal and Commonwealth agencies.
The grant programs are subject to audit by agents ol the granting authority, lhe purpose ol which is to ensure compliance
wilh conditions precedent to the granting ol funds. Any liaUitity tor reimbuisement, which may arise as lhe result ol these
audits is not believed to be material.

NoTE 16 - FUND BALANCE (DEFtCtT)

As o{ June 30, 201 1 , the Iund balance (deficit) classifications are as follows:

Other
Governmontal

Fund

Debt

S€rvice
Fund

State Sales
General Assignm€nt Loans TaxFund Fund Furd FundFund Balance

Resiricted for:
Public Salety
Human SeNices and Wellarc
Urban oevelopment
Educalion
Debt Service

Unassigned

Tolal Fund Balance (Deficit)

3,136,140

,,, us,ru,

_r4J!8

35

11,794

4,115,876
46,877

1,163,769

( 703.746)

___!.Ei1,i0i

35
1 1,794

26,082
46,877

{7C3.7461

t_tr0i.zl6) =uaua_rJrEuo __125t58 __6a.09n
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MUNICIPALITY OF CULEBRA

NOTES TO THE BASTC FINANC|AL STATEMENTS (COUTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 17 - ACCOUNTING CHANGES AND RESTATEMENTS

A. GOVEBNMENTAL FUND FINANCIAL STATEMEI{TS

The following restalements have. been made in the governmental fund financial statements, which are reporled as
adjustments to the beginning fund balances:

Description General
Fund

Stale
Assignment

Fund
Sales
Tax

Debt
Service

Other
Governmental

Funds

Fund balance, beginning
Adjustment as per GASB 54
Elimination of interfund activity
Eliminalion of outstanding
checks
Major lund reclassification

Fund balance, beginning as
restated $ Jg920q iJ40J10 __2flA!

$ (1,103,599)

4,396
3,270,050

(223,934)

172,133_

88,14'l

822.025

822.02s

971,417
(s,659)

$22.02s\

143.733

B. GoVEBNMENIAL WIDE FINANC|AL STATEiTENTS

The following restalements have been made in the governmental wide linancial statements, which are reported as an
adiustment to the beginning net assets:

Net assets, beginning
Elimination of account receivables
Elimination of outstanding checks
To adiust the balance of the Health lnsurance

Administration debt

Net assets, beginning as restaled

Total

$ 7,255,114

(22s,1971

88,141

e16.7231

$iJo!.iti5

NOTE 18 - SUBSEOUENT EVENTS

Management has evaluated subsequent events through January 20, 2012, which is the date the linancial slatements were
available to be issued and delermined that no material iubsequeni events require an estimate to be recorded or disclosed as of
June 30, 2011.
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MUNICIPALIW OF CULEBRA

BUDGETARY COUPARISON SCHEDULE. GEi,IEBAL FUND
(SEE NOTE TO BUDGETARY COI,IPARISON SCHEDULE)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Budqeted Amounts
Actual Amounts

(Budgetary Basis)

Variance with
Final Budgel

Positive

REVENUES:

Property taxes
Volume of Business Taxes
lntergovernmental Bevenues
Licenses, permits and other tocal laxes
Bent of Property
Miscellaneous

Totalrevenues

EXPENDITURES, ENCUIIERAilCES AND
OTHER FINANCING USES:

Current:
Mayor and Municipal Legislature
General government

Public safety
Public works
Culture and Recreation
Sanitation
Human Service and Welfare

Total expenditures, encumbrances and other
linancing uses

EXCESS REVENUES OVER EXPE}IDITURES.
ENCUMBRANCES AND OTHER FINANCING
souBcEs (usEs)

$ 571,472
170,987

2,654.382
348.000

26,112
560.497

4.341.450

628,241
2,192,703

202,113
570,549
187,311

287,735
272,798

4.341.450

$----------=

571,472
170,987

2,664,382

348,000
26,112

560.497

4,341,450

623,117
2,160.708

210,130
598,302
187,361

288,334
273.498

4.341.450

447,858
178,566

2,696,155
p5,337

19,788
410.320

3,978.024

(123,614)

7,579
31,773

(122,663)

(6,324)
(150.177\

(363.426)

513,443
1,675,004

180,765
505,606
157,064

245,154
225.926

3.502.962

___475-062

109,674

485,704
29,365

92,696
30,297
43,180
47,572

838.488

__425.002
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NOTE T0 BUDGETARY COtiipARtSON SCHEDULE- GENERAL FUND
FOR IHE FISC.AL YEAB ENDED JUNE 30, 2011

I9.E I - EXPLANATTON OF OTFFERENCE BETWEEN BUDGETARY TNFLOWS ANDOUTFLOWS AND GAAP REVENUES AND EXPENDIIUiES 
_-' --

Explanation ol Diflerences:

Sources/inflows o, resources:
Actual amounts (budgetary basis)hvairabre ror appropriarion'from lhe budgetary comparison schedure

Ditf erences-budget to GMp:
Prior and cunent GMp adjustments lo revenues

Total revenues and orher financino sources as reporrd on the sralement of revenues, expend ures, and
changes in fund balances

Uses/out louxs ol resources:
Actual amounts (budgetary basis)lotar charges to approp.iations" from the bdgelary comparison schedure

Diflerences-budgel to GMp:
Prior Year expenditure are not outfrows of budgetary resources but are expenditure ror financiar purposes

.ilr::!lll._::]:l:yryfies and Euipmenr ordered brrr not received are repoded in rhe year
me order ts ptaced for budgetary reporling purposes
GMP adjustment to expenditures

Total expendilures and olher financing uses as reported on the statement of revenues, expenditures, and
chanoes in lund balances

$ 3,978,024

$t878-021

$ 3,502,962

36,784

(70,s75)

I 13.396

$_3r02t02
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED

ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Municipal Legislative Body

Municipality of Culebra
Culebra, Puerto Rico

We have audrted the financial statements of the govemmental activities, each major fund, and the
aggreg-ate remaining fund information of Municipalily of Culebra, Puerto Rico, as of and ior the year ended
June 30, 201 1 , which collectively comprise the Municipality of Culebra, Puerto Rico's basic financial
statements and have issued our report thereon dated January 20,2012. We expressed an adverse opinion
on the financial position of the governmental aclivities at June 30, 2011 and the related change in financial
posilion for the year then ended due to several GAAP departures. We conducted our audit ii accordance
with auditing standards generally accepted in the United States of America and the standards applicable to
flnancial audits contarned in Govemment Auditing Standards, issued by the Comptroller General of the
United States.

lnternal Control Over Financial Reporting

l/ana_gement of the Municipality is responsible for establishing and maintaining effective internal conlrol
over itnancial reporting. ln planning and performing our audii, we considered-the Municipality's internal
conlrol over financial reporting as a basis for designing our auditing procedures for t'he iurpose of
expressing our opinions on the financial statements, but not for the purpoie of expressing an opinion on the
effectiveness oI the Municipality's internal control over financial reporting. RccoiOingly,"we do not express
an opinion on the effecliveness of the Municipality's internal controi over financial rep-orting.

A deficiency in internal control exists when lhe design or operation of a conlrol does nol allow management
or employees, in the normal course of performing their assigned funclions, to prevent, or detect and correct
misstatements on a timely basis. A material weikness is i deficiency, or a combinaiion of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of lhe entity's
financial statements will not be prevented, or detected and conected on a timely basis. We consider the
deficiencies described in the accompanying schedule of findings and questioned cosls to (as items 11-ll-1
and 1 1-ll-2) be malerial weaknesses.

A significant defioency is a deficiency. or a combination of deficiencies, in intemal control that is less
severe than a material weakness. yet important enough to meril attention by those charged with
govemance. We consider the deficiencies described in the accompanying schedule of findings and
questioned costs to be significant deficiencies. (ltems 11-lt-3)

43

49',| MuaozBlvoroAv6^uo.sulte3l4,50^Juon,Puarto6tcoooglg.T6lepho^o(7g7)950-l7l9.talltox:(l87)2SO-1713
hrtp://ururu.,.oteveloz.(om, (-Mo : 

^livdtdiOi.iiir.,i.i-v 
., ,G ie(,e^.\,u



REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED

ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
AccoRDANcE wrrH GovERNMENT AUDTTTNG srnloanoi

(Continued)

our consideration of internal control 
,over 

financial reporting was for the limited purpose described in thepreceding paragraph and was not designed t" ,dr.tit ;ii #ciencies in internal control over financialreporting lhat might be significant deficiencies, o'. ,rt.r,ri weaknesses ,rJ tnilil;-ih;lu"cm ou noassurance that all deficiencies, significant deficiencies, or *tr.irl weaknesses have been identified.However' as described in the accompanying schedule of findrngs and questioned costs, we identifiedcertain deficiencies in internal control oveifiriancia reporting ihat we consider to be material weaknessesand other deficiencies that we consider to be significan[ O.n.i.n.*r.

Compliance and Other Matters

As part.of obtainrng reasonable assurance about whether the Municipality's financial stalements are free ofmaterial misstatement, we performed tests.of its.orpiiun.u *itt certain provisions oi ru*r,'i.grhrionr,c0ntracts, and grant agreements, noncompriance *,tt, irni.n .orro r,rr;; fi;i;il;;tujr]'#.t on t.,,determination of financiar statement amounts. Ho*.rur, frorioing an opinion ; cffi.n..'r,tn 1,or.provisions was not an objective.of our aL.rdit, ano accoroingry, w. oo ,oi .rfor, ,r.iir, .pirio^ rn.results of our tests disclosed instances of noncompliance oiJilrer matters that are required to be reportedunder Government Auditing standards and which lre oercrineo-in tt. ,..o*frnying'r.i,.driu or finoing,and questioned costs as items 11_ll_1, 11_ll_Z and ,11_ll-3

we noted certain other matters that we reported to management of Municipality of culebra in a separateletter dated January 20, 2012.

The Municipality of culebra's response^ lo the findings identified in our audil is described in theaccompanying schedule of Findings and Questioned coic. we did not audit tt. lrrrri.,p.rityl 
"rp.r*and, accordingly, we express no ofiinion on it.

This report is intended sorerv for the information and use of management, Legisratrve Body, others withinlhe entity, and federar ,*rrdino agencies *o pars-tt rorg-h .ntiii., .ro is not inlended lo be and shourdnot be used by anyone other thln iheses ,p..ifi.O prrti.s] 
- '"'

San Juan, Puerto Rico
January 20,2012

Stamp No. 2490945 of the puerlo Rico
Society of Certified public Accountants
was affixed to the record copy ofthis report.
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Nl€v€s v€tHZQU€Z & CO., P.S.C.
Certified Publ i c fl ccountm

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM 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

Compliance

We have audrted Municipality of Culebra compliance with the types of compliance requirements described
in the OMB Circular A-133 Compliance Supplement that could have direct and material effect of the
Municipality's major federal programs for the year ended June 30, 201 'l . The Municipality of Culebra major
federal programs are identilied in the summary of auditor's results section of the accompinying schedule of
findings and questioned costs, Compliance with the requirements of laws, regulalions, c6ntracts, and
grants applicable to each of its major federal programs is the responsibility of Municipality's management.
our responsibility is to express an opinion on Municipality's compliance baied on our audii.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the slandards applicable to financial audits contained in Government Auditing
Standards, issued by the Compkoller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations. Those slandards and OMB Circular A-133
require that we plan and perform the audit to oblain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and malerial effect on
a. major federal program occurred. An audit includes examining, on a lesl basis, evidence about
Municipality of Culebra compliance with those requirements and performing such other procedures as we
considered necessary in the circumslances. We believe lhat our audit provi-des a reasonable basis for our
opinion, Our audit does not provide a legal determination of Municipaliiy of Culebra compliance with those
requirements

As described in ilem(s), 11-lll-1 and li-ltl2 in the accompanying schedule of findings and questioned
costs, Municipalily of Culebra, did not comply with requrrements that are applicable to iti Compliance with
such requirements is necessary, in our opinion, for Municipality of Culebra, to comply with the requirements
applicable to that program.
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INDEPENDENT AUDITOB'S BEPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD HAVE A DIBECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON

INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A.133
(Continued)

ln our opinion, except for the noncompliance described in the preceding paragraph, Municipality ol Culebra,
complied, in all material respecls, with the compliance requirements refened to above that iould have a
direct and material effect on each ol its major lederal program for the year ended June 30, 20.1.l. The
results of our auditing procedures also disclosed other instances of noncompliance with those
requiremenls, which are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying schedule ol tindings and questioned costs as item 11lll-3.

lnternal Conlrol Over Compliance

Management ol Municipality ol Culebra, is responsible for establishing and maintaining effective internal
control over compliance with lhe requirements ol laws, regulations, contracls, and grants applicable to
lederal programs. ln planning and performing our audit, we considered Municipality ol Culebia's internal
conlrol over compliance with the requirements that could have a direct and material ellect on a major
lederal program lo determine the auditing procedures lor the purpose of expressing our opinion on
compliance and to test and reporl on internal control over compliance in accordance with oMB Circular A-
133, but not for the purpose of expressing an opinion on lhe eflectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of Municipality of Culebra's
internal control over compliance.

Our consideration ol internal control over compliance was lor lhe limiled purpose described in the
preceding paragraph and was not designed to identify all deliciencies in internal conlrol over compliance
that might be signilicant deliciencies or material weaknesses and therelore, there can be no assurance lhat
all deliciencies, signilicant deficiencies, or material weaknesses have been identified. However, as
discussed below, we identified certain deliciencies in internal conlrol over compliance that we consider to
be material weaknesses and other deficiencies that we consider lo be significant deficiencies.

A deliciency in internal control over compiiance exisls when the design or operalion ol a conlrol over
compliance does not allow management or employees, in lhe norrnal course of performing their assigned
Iunctions, to prevent, or detect and conect, noncompliance with a type of compliance rJquirement of a
federal program on a timely basis. A material weakness rn rnternal conirol over compliance is a deficiency,
or combinalion cl deficiencies, in internal control over compliance, such that there is a reasonabie
possibility that material noncompliance with a type of compliance requirement of a lederal program will not
be prevented, or detected and corrected, on a limely basis. We consider the deficiencies in internal conkol
over compliance described in lhe accompanying schedule ol finding and questioned costs as items 11-lll-l
and 1 1-lll-2 to be maleria! weaknesses.
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INDEPENDENT AUDITOR'S REPORT C},i COMPLIANCE WITH REQUIREMENTS THATCOULD HAVE A DIRECT AND MATERIAL ETTCCT OtI EECH MAJOR PROGMM AND ONINTERNAL CONTROL OVER COMPLIAUCC rX ICCOiDANCE WITH OMB CIRCULAR A.133
(Continued)

A significant deficiency in internal control cve; ccmpliance is a deficiency, or a combination of deficiencies,in internal conrrol over compriance with a type of comprrance requrremeni of a r.a.i.i p.gr.rihrt i, r..,severe than a material weakness in internal control over compliance, yet imfortaii-Jnough' to meritattention by 
. 
those charged wilh govemance. we consider the deficiencies in intemal control overcompliance described in the accompanying scheduie of findinls and questioned costs as items 11-lll-3 tobe a significant deficiency.

Municipality. of Culebra's responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. vie did not audit-Muni.iparitr oi CrLoirt i.r"p-.., *0,accordingly, ws express no opinion on lhe responses.

This report is intended solely for the information anci use the management, City Council, others within theentity, federal awarding agencies, and pass-through entities anJ is not intended to be ano should not beused by anyone other than these specified parties

7l**, ?L hfry / 4 ,t't' t 'San Juan, Puerto Rico
January 20,2012

Stamp No. 24909,16 of the puerto Ricc
Society of Cedfied public Accountants
was affixed to the record copy of this report.
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COi'MONWEALTH OF PUERTO RICO
MUNICIPALIW OF CULEBRA

SCHEDULE OF EXPENDITUBES OF FEDERAT AWARDS
YEAR ENDED JUNE 30,2011

Fedr,n CFOA
Nun0rltlMo&. 2

Pas*tlvough Et ity
,denfryi,p N/,/,/z0pt l{ob f)

U.S. lr€parftnt of Aodculture

Dtecl Programs:

Community Facililies Loans and Grants

Pass-Through Slale - Depaftnent ol Edu€tion

Child and Adutt Care Food program

Total U.S. Depadment ol Agricutturc

U.S. t ,eoartrcnl o, Houslno and Utuan lrevetopment

Direcl Program:

Honrel€isness preventon and Rapi, Retlousing prognm (HpRp)

(Recovery Ad Furded) - ARBA

lndirect Programs:

Passed-Through Shte - Otfice ot fie Commissbner of Muniiipal Allairs:

ABRA Comnunity Devetopment Block Glant

Community Development Block Grant - Shte's Glants

Total U.S. Oepaftnenl of Housing and Uftan Devebpment

U.S. Depa.tmnt ol Healh and Humar Servics

Pass-Through Office ol Govemor, Begional Eldedy Oflie:

Special Prcgram for Aging, Tite U, pad B

Pass-Thoeh lhe Comrbnwealh ol puetu Rbo _ Admhistralhn lor Chldren and
Familbs:

ChiH Ca.e and Devetopment Block Gnnt

ARRA - Child Care and Devebpolent Grant

Tolal Child Care Development Btock Grant Ctusler

Total U.S. DepartrEnt ol Heallh and HuflEn Seryice

U.S, Ihraftnent ot Homeland Security

Pass-Through lhe Commoflwealth of puedo Rico Govemor Otfice _ pubfic Seqrdty
Allairc Olfce

otsasler Grants - Prrblic Assistance

Toial U.S. Depa nent ol Hometand Searity

TOTAL EXPENOMJBES OF FEDERAL AWAROS

10.7m

10.558

il/A

ttt/A

F*al Exqrtiturc,
lxo&,et dll

$ 104,859

22.142

t27.00,|

20,84814257

11255

1428 N/A

95,847

970.539

t.087234

93.045 N/A 69.706

169,197

152,6

262.380

10.545

10.545

turzJoo

93.575

s3.713 NIA

48

97.036 N/A



1.

COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

NOrEs ro SCHEDUr-E-OF 
EIPENDTTURES OF FEDEBAL AWARDS

YEAR ENDED JUNE 30, 2011

GENERAL

The accompanying schedule of Expenditures of Federal Awards includes.lhe lederal grant activityof rhe Municiparitv or curebra..puerio n* rrr,l.ijiiipJrr"r]lj' lnj',, o,.r.n,.o on the modiried accruarbasis. The information in this^schedure I p".'rnr"i ii"]cco,oance with the requirements ofoMB circurar Ai33, Audits or.stat ;, Lr*i i;;;;iiiri')ii u*wrtit organizations. Thererore,s.me amounls presented in this schedure,mav oireilrom' amounts presenred in, or used in thepreparation of, the oovernmentar funds ri.r,i.i.r rui.*.ir. The reporting entity is defined inNote I (A) to the gover-nmentat funds f inrn.iailtrtereil. - '-

SUMMARY OF S]GNIFICANT ACCOUNTING POLICIES

The accompanying schedure oI Expenditures of Federar Awards is prepared from Municiparitysaccounting records and is not intended to p,.r.ni rin.n.iJ'positron or tne resurts of operations. TheMunicipality in accordance with lhe terms 
".oro. 

t'.linJn.irl transacrions and conditions of thegrants, which are consistent with-accounting prir.ipi., il.rrly accepted in rhe united states ofAmerica' Expenditures are recognized in trie'accc,i,nrini p"ioo i, which the liability is incurred, ifmeasurabte or when actuaily paid, whichever occil f;;;i ' 
*'-

FEDERAL CFDA NUMBER

The GFDDA numbers incruded in this schedure are determined based on the program name, review

B:#llJi:$l#lfrmation 
and tn.-onii.ii,r:rirJ.#,.,"i."n0 a,os.r..C,i;r.sr. ;ii."d;r

PASS.THROUGH GRANTOR'S }IUMBEB

state or local govemmenr redistributions or federar awards ro rhe Municiparity, rreated as if theywere received direcfly lrom the federal government. Ofr,fB aiiiiur. n-f 33 requires the Schedule toinclude the name of the oass{hrough ,i,rtity *O-iJlniryininrrO., assigned by the pass-throuohentity for federar awards received aJa sub-recipient. rrrrirolo u.rtitied as N/AV are not avairab6.

MAJOR PROGRAM

ff1.J,:;:nJilJlidenritied 
in the Summary of Auditors Resutrs ot the Schedute of Findinss and

4.
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COI,IM0NWEAITH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

NOTES TO SCHEDULE.OF EXPENDITURES OF FEDERAL AWARDS
YEAB ENDED JUNE 30, 2{tI1

6. RECONCILING OF EXPEJ,IDITURE PRESENTED IN THE SCHEDULE OF EXPENDITURES OFFEDERAT AWARDS rO 
-rXS CiPiII-iIrUh?i"i,NLSCrurED N THE GOVERNMENTALFUNDS FINANC]AL STATEMENT

ffi::fit[flr#LJiih;;ccoroanvins schedute asree with rhe amounrs inctuded in the basic

Fund n:ff#' other FinanciatCDBG ffiTffi
OtherGovemmental Funds 42O.7tJ 159.626 580.399

Tohts $us4@ 159,020 LSIOJSO
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30,2011

Section l. Summary of Audit Results

Part L Financial Sfatemenfs

1. Type of audit report issued - Governmental Activities Adverse
2. lnternal control over financial reporting: Mayor funds and

aggregate remaining fund information Unqualified
.i. Material weakness (es) identified? lyes _ No
{. Significant deficiency (ies) identified? x yes No3. Noncompliance material to financial statement noted? yes T ruo

Part ll. Federal Awards

1, lnternal control over major programs:

- * lVlaterial weakness (es) identified? x yes No
Significant deficiency (ies) identified? _1yes No

2, Type of auditors report issued on compliance
r ma.jor programs: eualified

3. Any audit findings disclosed that are required to be
reported in accordance with 510(a) of OMB Circular4_133? x yes No

- 
O ldentification of major programs:

Name of Federal program or Cluster CFDA Number $)

Community Development Block Grant 14.22A
ARRA Ccmmunity Development Block Grant 14.25s

- S. Dollar. threshold used to distinguish between Type A and

Type B programs $00,000
6. Auditee qualified as low-risk auditee? yes x No
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF CULEBRA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30,2011

Section II. Financial Statement Findings

FINDING

REQUIREMENT

CONDITION

CRITERIA

CAUSE

EFFECT

HECOMMENDATION

11lt-l

SIGNIFICANT DEFICIENCIES OVER PROPERTY, PLANT AND EOUIPMENT

The.Municiparity has nor maintained comprete and adequate records in orderto obtain sutficienr, comperent. evidentiai matter ;iil-;;;.ti, rhe Capilat
fggts reOorted in governmental activities and, ,..o,,t-in6'fy, tn, amount bywhich rhis departure woutd atfect the assets, ,;i ;*b, ;;;'.xpenses ot theg.vernmentar activities is not determinabre. This finding'is repeated from prioryears.

Chapter IX, Article 9.002 of State Act Number 81 of August 30, 1991 statestl,.t tf.. ryli.,prlity shoutd maintain updated p.p.rty ,...*ting records.Aiso. the GASB Statemenr No. 34 requires tr.,ri ili.ii,i[j r*ers, inctuding
infrastructure, must be presented in the statement orGt issers ano matthese assets must be depreciated during ,ts *eirl-1i..- 

"-' ""'

competent and sufficient evidentiar matter rerated to the capitar assets wasnot available to support the value, completeness inJlwr[rsnlp of tnesecapital assets.

The Municipality's Governmenl Wide Financial Statemenls do no present
fairly, the financial position of the governmental activities, and the changre innet assets oi the Municipality.

We recommend that the Municipality should continue the compilation ofdocuments to support the value, completeness .rJ o*r.irnlpif its capiral
assets, lo comply with the requirements ol the GASB Sfrt.r.niNo. S+.

QUESTIONED COSTS None

MANAGEMENT RESPoNSE Actuaily, the Municipallty is considering engaging with an external consultant,:,.f,!.j.r.9:,:-,he 
,subsidiary 

reosei orihJ .".pitrilr*tr, irctudins rheinfraskucture,. rn..order to compty-with ,,,. enSa-r\0. l+"'capitat assets
requrrements for the fiscal year ended on June 30, 201 1.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

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

Section II. Financial Statement Findings

FINDING

CATEGORY

TOPIC SENTENCE

CONDITIONS

CRITERIA

CAUSE

11-[-2

INTERNAL CONTROLS

ACCOUNTING SYSTEM

The accounting system and manuals used by the Municipality to account and
register the linanciar transactions during the fiicar year do;s ntt provide for the
summarization of transactions that permit the prepa,ition of Municiparity,s Iinanciar

:luPT.It. in conlormity with the General Accepted Accounting principles of lhe
United States of America (GAAp). This linding ii repeated lrom"prior year.

l::g!,p h Article 8.010(a) and (b) ot Law Num. 81 for the Municipatities of
Hueno Htco, the computerized syslem and the procedures of accounting and
property will be design so that it allows the Municipality to carry out its lunctio'ns, at
lhe same time as they serue to maintain an uniform ind cooiOinateO accounting,
that govide a comprete picture or rhe rinanciar operations or the Municipality an-d
the necessary financiar inrormation that assist ihe Municiparity Legisrature, the
Governor, and. the Secretary of the puerto Bico Treasury Department in the
performance or its respective responsibirities. Municiparities accounting wiil be

?i,r-.j 9, ly,.d:; 
Generaily Accepred Accounring princrptes and ihe requlrements

established by the Governmental Accounting Standard Boards.

Municipality's 
.accounting syslem and financial reports are subjecl to Stale,s

agencies requirements, which does not allow nor provide the Municipality with the
necessary tools capable of recapturing the financial informalion and provide
financial stalements.
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COMMOIUIVEALTH OF PUERTO RICO
MUN|CIPALITY OF CULEBRA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30,2011

Section II. Financial Statement Findings

FINDING

EFFECT

RECOMMENDATION

1 1-ll-2 (Continuation)

The lack ol an adequate accounting system which can captures all the linancial
information and generates Munrciparityb rinanciaLitatemeitslJi eacn rscat yearalfect the Municipality ability to measure the ilnanclar ano nonjinancialperformance of programs and activities; adequately saieg;rOiignificant assets
and properly record various transactions; and'hinder ine fiuniclpafity from having
reriabre ,inanciar inrormation to operate in an economicar, etticilnt, ano ettective
manner.

Sound decisions on the current results and luture direction o, vital programs andp.ricres are made more difficurt wilhout timery, reriabre anJ usefur financiarperformance inlormation.

The Municipality should establish and implement the necessary measures thatallow the summarization ol the financial transactions , .iO.l r. prepare the
financial statements in conlormity with GAAp.

QUESTIONEDCOSTS None

MANAGEMENT BESPoNSE The Municipality mainiains two {2) sets ol accounting records; a manuar systemand a unirorm computerized accounring ry.ter. in. ,rnuar system is theprimary financial records lor financial shilments pr.prr.tion p,irioses at the end
of.each fiscal year due to the lact that the computerir.J rvri.L real accounts
barances carrieci fonrr,ard from prior years were arecteo oy accumuraled
accounting errors.

Annually, the Municioalitv hires an external CpA Consultant who prepares allfinancial data from the aciounting records (manual .rO ..rprLri*O) which is the
source lo prepare the financial statement lollowing GAAP. '
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

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

Section II. Financial Statement Findings

FINDING 11-II-3

REQUIHEMENT

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

MUNICIPAL SOLID WASTE LANDFILL - GASB .I8

The Municipality has not maintained comprete and adequate records in order to
obtain, competent evidential matter wirh respecl ro closure and post-closure cost
of the municipal solid waste land,ill.

Ilr..9oy.Inl9.l!d Accounting Srandards Staremenr No. 18, Accounring tor
Municipal Solid waste LandfiI closure and post-closure care cost require th;t the
Municipality maintain adequate accounting records to support the estimaled
closing and posl closing care cosl.

The Municipality does not have the resources ro determine lhe required crosing
and post closing care cost 0f it landfill.

The accountants report on the Statement of Activities and Net Assets is an
adverse opinion.

We recommend the Municipality to hire an external professional source to
determine the closing and post closing care cost to comply with GASB No. lg.

QUESTIONED COST None

MANAGEMENT RESPoNSE we agree with the recommendation an will hire such professional
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

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

Section lll- Federal Award Findings and euestioned Costs

FINDING

CATEGORY

REQUIREMENT

NONCOMPLIANCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

MANAGEMENT RESPONSE

'11-Il-1

COMMUNITY DEVELOPMENT BLOCK GMNT'SMALL CITIES (CDBG) (CFDA NO. 14.22S)
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT PASS.THRdU'GH STATE.OFFICE
OF COMMISSIONER OF MUNICIPAL AFFAIRS

Compliance and lnternal Control

Equipment and Real Property Management

Federal Program Department does not have a property register that includes all the rEuired
information;. it only.incrudes the property number and its'desiription. Arso, no physicar inventory
has been taken in the last two years.

subpart c, 24 cFR 85.32 (d)(l), states thar property records must be maintained and its sha
includes: a description of the property, seriar number or olher identification number, the source of
pr.perty, percentage of Federal pa cipation in lhe property, the location, use and condition of the
property, any ultimate disposition data including the date of disposal and sales price of property.
Also, a physical inventory of the property must be taken and the resurr reconcired with the propeiy
records at least on every two years, respectively.

The Municipality does not maintain the appropriale information on lhe rear property records to
assure lhat it is in accordance with the federal regulation.

The Municipality is not in complance with Subpart C, 24 CFR 85.32 (dX1).

Ihe Municipality shourd revise and update its property records according to the federar regurarion.

See Conective Action Plan submilted with the Audit package.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

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

Section lll- FederalAward Findings and euestioned Costs

F|ND|NG 11-|t-2

CATEGORY coMMUNlrY DEVELOPMENT BLOCK GRANT/SMALL CIIES (CDBG) (CFDA NO. 14.228)
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT PASS.THROUGH STATE.OFFICE
OF COMMISSIONER OF MUNICIPAL AFFAIRS

- REQU|REMENT comptiance

NONCOI/PLIANCE Suspension and Debarment

TOPIC SENTENCE Lack of Conkol Over Suspension and Debarment

- CONDITIoNS The lVunicipality does not have procedures in place to verify the status of an enlity as to
suspensions and debarmenls when contracting services or procuring goods with federal funds.

ln testing procurement, suspension and debarments, we were not able to find evidence indicating
that the Municipality performs procedures to assure that the individuals and entities lhat receivi
contracts or sub-awards are nol suspended or debarred from participation if federal programs.

CRITERIA As stated in 24 CFR 85.35 grantee and sub-grantee must not make any award or permit any award
(sub-grant or contract) at any tier to any party which is debarred or suspended or is otherwise
excluded from or ineligible for participalon in Federal Assistance Program under Executive Order
'1 2549,'Debarment and Suspension'.

- CAUSE The Municipality has no policies and procedures for the use of the list of parties excluded from
federal procurement or non-procurement programs to assure that lhey do nol award assistance to
Iisted parties.

EFFECT As a resull of this deficiency, the l,4unicipality could have procured goods or services from
organizations and individuals that are suspended or debaned which could result in cosl

- disallowances by the federal awarding agency.

RECOIVMENDATIoN The l,4unicipality should amend their procurement procedures and include a step to verify whether
or not the individual or entity is on the list or parties excluded from federal parlicipation in
procurement and non-procurement programs. The Municipality should also require the entities or
individuals to submit a certificalion stating thal they are not suspended or debarred.

- eTESTtoNED cosrs NoNE

MANAGEMENT RESPONSE See Conective Aclion Plan submitted with the Audit Package.
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FINDING

CATEGORY

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30,2OII

Section lll - Federal Award Findings and euestioned Costs

REQUIREMENT

NONCOMPLIANCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

OUESTIONED COSIS

MANAGEMENT RESPONSE

11- r-3

coMMUNtTy DEVELOPMENT BLOCK 
.GRANT/SMALL CtTtES (CDBG) (CFDA NO. 14.228)

DEPARTI.4ENT OF HOUSING AI'tD URBAN DEVELOPMCT,TT PASi.THN-dUCH STATE.OFFICE
OF COITIMISSIONER OF MUNICIPAL AFFAIRS

Compliance and lnternal Control

Cash Management

The program does not maintain proper procedures to minimize time elapsing between funds
received and disbursed

The cash Management Gen€rar Requirement of circurar oMB-102 requires lhal funds shourd
rnouoe procedures t0 minimize the time elapsed between lhe transfer of funds from the u.s.
Treasury (Pass-lhrough state - offce of commissioner of Municipiilirirj .ro the disbursement
elapsing between 10 to 68 days. This finding is repeateO ftom prioi years ' 

-

The program officiars does not folow up when funds are received to drsburse them immediatery.

The Municipality is not in compliance with the Circular OMB_102 Cash Management Requirement.

We recommend the Municipality officials to implement and/or improve its cash management
procedures to comply wih the requkement.

NONE

See Conective Action plan submitted with the Audit package.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CULEBRA

PRIOB YEARS FINDINGS AND OUESTIONED COSTS
For the year ended June 10, 20,l1

Section III - Federal Award Findings and euestioned Costs

Single Audit
Report Proqram Findino t{o. Findino

W2OIO CDBG

o6l$tr2010 cDBc

+10 EquiFnent and Real prop€rty llanagement

Criteria and Condition:

Subpart C, 24 CFR 85.32 (dX1), states that property
records must be maintained and its shall includes: a
description of fie property, se al number of other
identilication number, lhe source ol properly,
percentage of ,ederal participation in the properly,
the location, use and condition ol the property, any
ullimarc disposition data inctuding ttre Oate of
disposal and sales prices ol oroperty. Also, a
physical inventory ol the properly must be taken and
lhe resull reconciled wih the property records at
least on every lwo years, respectively. The
Municipality does not have a property register that
includes alt the requared inlormation; it only includes
the properly number and its description.

*10 Procurement Suspensbn and Debarmenl

Crrteria ard Condition:

States, and govemmenlal sub-recipienls of States,
shall use the same Slate plicies and procedures
used for procurements lrom non-federal lunds. They
also shall ensure that every purchase order or othei
contract includes any clauses rEuired by Federal
statutes and execulive order and their implementing
reguhtions.

Local governmenls and Indian Iribal govemments
which are not sub-recipients o, Slates will use their
own procurements procedures provided lhat lhey
conionn to appllcable Federal Law and Regulations
and standards identified in the A-102 Common Rule.

Cure Status

Finding repeated in lhe current
year. (11lll-1)

Finding repeated in the curent
year. (11lll-2)
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COMMONW=A.ITH OF PUERTO RICO
MUNTCIPALITY OF CULEBRA

PRIOR YEABS FINDINGS AND OUESTIONED COSTS
For the year ended June 30, 2011

Section III - Federal Award Findings and euestioned Costs

Single Audit
Reoott

(N3012010 aDBG

Pooram Findino No, Findino Curent Slalus

5-10 Procuremenl Suspension and Debamenl
(Continuation)

Criteria and Condition:

All non-federal entities shall tollow Federal laws and
implementing regulations applbable lo procurements
as noted in Federal agency implemenlalon o, the A_
102 Common Bute and OMB Circular 2 CFH, part
180 states tral nonJederal entities are prohibited
lrom contracting with or making sub-awards under
covered ttansactions to parties thal are suspended or
d€bared or whose principals are suspended or
debared. Covered transactions include those
procuremenl contracts for goods and services
awarded under a non-procurement transaction (e.g.,
granl or cooperative agreemeflt) hat are expectedio
Eual or exceed 925,0fl) or meel cerlain other
specified criteria. CFB, Seclion 180.220 of lhe
g0vernment-wide non-procurement debarment and
suspension guidance contains those additional
iimited circumslances. All non-procurement
lransactions (i.e.. sub-awards to sub-recipients),
irrespective of award amount, are coniidered
covered lransactions.

when a nonjederal entity enters into a covered
transaclion with an entity al a lower lier, lhe non-
federal enttty must verily tEt the entity is not
suspended or debaned or olheruise excluded. This

Iefficatbl may be aceomplished by checking the
Exclud€d Parties 

-List 
System (EPLS) maintain; by

the General Servbes Adminiskation (GSA'
collecting a certilicalion ,rom the entity, or aOding i
clause or condition to the covered trinsaction iith
that entity.
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Section III.

Single Audit
Report

06/30/2010

06/30/2010 CDBC

COMMONWEALTH OF PUERTO RICO
MUNIC]PALIW OF CULEBRA

PRIOR YEARS FINDINGS AND QUESTIONED COSTS
For the year ended June 30, 2011

Federal Award Findings and euestioned Costs

Proqram Findino No. Findino

CDBG 5-10 Procurement Suspension and Debarmenl
(Continuation)

Criteria and Condition:

As part of the audit procedures the prior auditor
examined 14 disbursements to test the compliance
with the procurement and Suspension and
Debarmenl requirement for Crmmunity Development
Block Grant program. ln l0ofthe 14 disbursements
amounting 9919,712.44, lhe Municlpality did not
compiy with Suspension and Debarment requirement
and in one disbursement amounting to $27,900 the
Municipality did not comply with the procurement
requirement_

il10 Davis-Bacon Act

Crateria and Condition:

Section 40 USC 3141-3144, 346 and 347 stale thal
when required by the Davis-Bacon Act, the
Department of Labor's (D0L) government wide
implementation of the Davis-Bacon Acl, or by Federal
program legislation, all labor and mechanics
employed by contractors or subcontractors to work
on construction conlracts in excess ol 92,000
linanced by Federal Assislance Fund must be paid
wages nol less than those established for the locality
ot the project (prevaiting wage rate) by lhe DOL.

NonJederal entities shall include in lheir construclion
contracts subject to the Davis_Bacon Acl a
requirement that the contractor or subconfactor
comply with the requtrements of the Davis,Bacon Act
and the DOL regutations (29 CFR, part 5, ,,Labor

Standards Provisions Appljcable to Contacts
Governing Federally Financed and Assisted
Construction'). This includes a requirement for the
conkactor or suhonkactor lo submit to the non_
Iederal weekly, for each week in which any contract

Cunent Status

Finding did notoccur in the
current year
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Section III.

COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CULEBRA

PRIOR YEABS FINDINGS AND OUESTIONED COSTS
For the year ended June 30, 2011

Federal Award Findings and euestioned Costs

Single Audit
Reporl Findinq ilo. Findino

06/3A2U0

06lwmt0 CDBG

06/30txt10 CDBG

Davis.Becon Act (Continuation)

Criteria and Cnndition:

Weekly, lor each week in which any cofltract work is
perfomed, a copy of lhe payroll and a stalement ol
compliance (certilied payrols) (29 CFH, Section S.5
and 5.6). lhis reporiing is oflen done using Optional
Form WH-247, which includes the required ataiement
ot compliance (OMB No. t2l5-0149).

As part of the audit procedures the prior auditor
tested 14 disbursemenls to lhe test the compliance
with the Davis-Bacon Act fol public Assislance
Grants Program. ln 2 of lhe 8 the contractors did nol
submit the payrolls to lhe Municipality for
examination

Bewrlina

Criteria and Condition:

Memorandum Circular OCAM-.tgg4 requires that the
quarlerly reports should be received in the agency
the.lasl day of the subsequent month to the quartei
end. The Munbipality did not provide the prior
auditor to examinalion the quarterly report of January
to March 20t0.

Cash llanaoanent

Criteria and Condition:

Memorandum Circular OCAM-20@-2.| requires thal
opening a different bank account to the CDBG funds
form lhe deposil o, the ,unds assioned for ARBA
funds

Cunent Stalus

Finding did not occur in the
current year

Finding repeated in the
current year. (1 llll-3)

Prcoran

CDBG 610

7-10

&10
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ESIADO UON€ ASOCIADO OE PUERIO RlcO

GOBIERNO MUNICIPAT DE CUTEBRA
CUIEBRA" PUERIO RICO M775

MUNICIPALITY OF CULEBM, PUERTO RICO
CORRECTTVE ACTION PLA.I\

JUND go, 201r
FEDERAI PROCRAM

Prepared by; The Mayor's Office and the Auditor Department

The follorving represents the conective action plan to correct findings and conditions noted and
included on the single audit report for the fiscal year ended June 30,2011. and the
schedule of prior audits findings and questioned costs accompanying this report.

Finding Number 11Jl-1 Page Number 52
SIGNIFICANT DEFICIENCIES OVER PI(OPERTY, PLANT AND EQUIPIVIENT
The Municipality has not maintained complete and Bdequate records in order to obtain
sufficient, competent evidential nratter with respect to the Capital Assets reported in
governmental activities and, accordingly, the amount by which this departure would affect the
assets, net asscts, and expenses of the governmental activities is not determinable. This finding is
repeated irom prior years.

Corrective Action PIan:
The Municipality does not maintain adequate capital assets records. We understand that it is
irnportant to comply rvith this issue. During the year we will work develop a work plan to correct
this finding.

Finding Number 11-11-2 Page Numbet 53
INTERNALCONlNOts
The accounting system and manuals used by the Municipality to account and register the
financial transactions during the fiscal year does not provide for the summarization ol
transactions that permit the preparation of Municipality's financial statcments in conformity
with the General Accepted Accounting Principles of the United States of America (CAAP). This
finding is lepeated from prior year,

Corrective Action Plan:
Whcn the current administration took over the Municipality's tlnances the accounting records
were inadeqttate. The Municipality did not know the amount of its assets and liabilities.
Internal control over the accounting lunction was very weak or non-existent. In order to
improve its accounting function, the Municipality has contrabted accounting consultants with
substantial experience in governmental accounting and financial reporting. These consultants
will assist the Municipality in strengthening its internal control and in establishing accounring
records that account for transactions in conformity with accounting principles generally
accepted in the United States of America.

Findjng Number 11-11-3 Page Number 55
IVIUNICIPAL SOLID w..\S'I E TANDFILLGASB 18

The Municipality has not maintained complete
competent evidential matter rvith respect to closure
lvaste landfill.
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and adequate records in order to obtain,
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Corrcctive Action Plan:
The Municipality of culebra willcontract a private company during the following months to
complete the study.

Finding Number: 11-111-l Page Number 56
COIVIPLIANCF. AND INTERNAL CONTUOL
The Municipality does not maintain the appropriate information on the real property records to
assure that it is in accordance with the federal regulation.

Corrective Action Plan:
The Municipality should revise and update irs property records according to the federal
regulation.

Finding Number: 17-ll1-2 Page Numbet 57
COtvtPLIANCE
The Municipality has no policies and procedures for the use of the list of parties excluded from
fedcral procuretnent or non-procurement programs to assure that they do not award assislance to
llsted parties.

Correctivc Action PIan:

The Municipality should arnend their procurement procedures and include a stcp to verify
rvhethcr or not the individual or entity is on the list of parties excluded from federal
participation in procurement and non-procurement programs. The Municipality should also
require the errtities or individuals to submit a certification stating that they ari noi suspended or
debarred.

Finding Number: 11-111-3 Page Number 58
COlvlPLl,\NCE AND INTERNAL CONTRoT_
rhe Municipality is not in compliance with the circular oMB-lo2 cash Management
Requirement.

Corrective Action Plan:
The Director of Federal Programs and the Accountant rvill prcpare the disbursement
immediately after ocAM releases the transferred funds, and there will b. no more dilations.

Finding Number: 6-10 Page Number 61
DAVIS-BACON ACT
Secrion 40 usc 3l4l-3 144, 346 and 347 state that when required by the Davis-Bacon Act, the
Departrnent of Labor's (DoL) governrnent 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 conlracts in excess of$2,000 financed by Federal assistance Fund musl
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be paid wages not less than those established for the locality ofthe Project (prevailing wage rate)
by the DOL.

Non Federal entities shall include in their construction contracts subject to the Davis-Bacon Act a
requirement that the contractor ofsubcontractor comply with the requirements ofthe Davis- Bacon
Act and the DOL regulations (29 CFR, Part 5, "Labor Standards Provisions Applicable to Conracts
Goveming Federally Financed an Assisted Construction"). This includes a iequirernent lor the
conttactor or subcontractor to submit to the non-federal weekly, for each week in which any
contract r.veekly, for each week in rvhich any contract work is performed, a copy of the
payroll and a statement of compliance (certified payrolls) (29 cFR, section 5.5 and s.6;. lhis
reporting in often done trsing Optional Form WI{-247, which includes the required statement of
compliance (OMB No, l21S-0149).

As part of the audit procedures the prior auditor tested l4 disbursements to the test the
compliance with the Davis-Bacon Act for Public Assistance Grants Program. In 2 of the 8 the
contractors did not subrnit the payrolls to the Municipality for examinarion.

Corrcctive Action Plan:
The Municipality's nlanagement will designate an employee to verify that all contractors or
subconh'actors and the Municipality are complying with tire iequirements established by the Davis-
Bacon Act.

Responsible individual: Finance Director and Federal programs Director
Anticipate comptetion date: June 30, 2013
Person in charge ol follow up the corrective action: Internal Auditor

Cordially,

Aparicio
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ESTADO UBRE ASOCICDO DE PUERTO rcO
GOBIERNO MUNICIPAT DE CUTEBRA

CUUMA PUERTO RICO @775

MUNICIPAUTY OF CULEBRA, PUERTO RICO
CORRECTIVE ACTION PLAN

JUNE 30, 2011
FEDERAL PROGRAM

Prepared by: The Mayor's Ofiice and the Auditor Department

The following represents the corrective action plan to correct findings and conditions noted and
included on the single audit report for the fiscal year ended June 30,2011, and the
schedule of prior audits findings and questioned costs accompanying this report.

Finding Number 11-ll-1 Page Number 52
SIGNIFICANT DEFICIENCIES O\.ER PROPERTY, PL\NT AND EQUIPIVIENT
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
govemmental activities and, accordingly, the amount by which this departure would affect the
assets, net assets, and expenses of the govemmental activities is not determinable. This fir$ng is
repeated from prior years.
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Cortective Action Plan:
The Municipality does not maintain adequate capital assets records. We understand
important to comply with this issue. During the year we will work develop a work plan
this finding.

Finding Number ll-ll-2 Page Number 53
INTERNAL CONTROI.S
The accounting system and manuals used by the Municipality to account and register the
financial transactions during the fiscal year does not provide for the summarization of
transactions that permit the preparation of Municipality's financial statements in conformity
with the General Accepted Accounting Principles of the United States of America (GAAP). This
finding is repeated from prior year.

Corrective Action Plan:
When the current administration took over the Municipality's finances the accounting records
were inadequate. The Municipality did not know the amount of its assets and Iiabilities.
Internal control over the accounting function was very weak or non-existent. In order to
improve its accounting function, the Municipality has contracted accounting consultants with
substantial experience in governmental accounting and financial reporting. These consultants
will assist the Municipality in strengthening its internal control and in establishing accounting
records that account for transactions in conformity rvith accounting principles generally
accepted in the United States of America.
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Finding Numbet 11-11-3 Page Number 55
i\IUNICIPAL SOLID \V,,\S'I'E I-,\NDFILL-GASB I8

The Municipality has not maintained complete
competent evidential matter with respect to closure
waste landfill.
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and adequate records in order to obtain,
and post-closure cost of the municipal solid



Cortective Action Plan:
The Municipatity of Culebra will contract a private Company during the following months to
complete the study.

Finding Number 11-111-1 Page Number 56
CONIPLIANCE AND INTERNAL CONTROL
The Municipality does not maintain the appropriate informalion on the real property records to
assure that it is in accordance with the federal regulation.

Corrective Action Plan:
The Municipality should revise and update its property records according to the federal
regulation.

Finding Numb etz ll-lll-2 Page Number 57
COMPLTANCE
The Municipality has no policies and procedures for the use of the list of parties excluded from
federal procurement or non-procurement programs to assure that they do not award assistance to
listed parties.

Corective Action Plan:

The Municipality should amend their procurement procedures and include a step to verify
whether or not the individual or entity is on the Iist of parties excluded from federal
participation in procurement and non-procurement programs. The Municipality should also
require the entities or individuals to submit a certification stating that they are not suspended or
debarred.

Finding Numbec 11-111-3 Page Number 58
COMPLTANCE AND INTERNAL CONTROL
The Municipality is not in compliance with the Circular OMB-lo2 Cash Management
Requirement.

Corrective Action Plan:
The Director of Federal Programs and the Accountant will prepare the disbursement
immediately after OCAM releases the transferred funds, and there will be no more dilations.

Finding Number: 6-10 Page Numbet 61

DAVIS.BACON ACT
Section .1o USC 314l-3144, 346 and 347 state that when required by the Davis-Bacon Act, the
Department of Labor's (DOL) govemment 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$2,000 financed by Federal assistance Fund must
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be paid wages not less than those established for the locality ofthe Project (prevailing wage rate)
by the DOL.

Non Federal entities shall include in their construction contracts subject to the Davis-Bacon Act a
requirement that the contractor of subcontractor comply with the requirements ofthe Davis- Bacon
Act and the DOL regulations (29 CFR, Part 5, "Labor Standards Provisions Applicable to Contacts
Goveming Federally Financed an Assisted Construction"). This includes a requirement for the
contractor or subcontractor to submit to the non-federal weekly, for each week in which any
contract 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, section 5.5 and 5.6). This
reporting in often done using Optional Form WH-247, which includes the required statement of
compliance (OMB No, 12l5-0149).

As part of the audit procedures the prior auditor tested l4 disbursements to the test the
compliance with the Davis-Bacon Act for Public Assistance Grants Program. In 2 of the 8 the
contractors did not submit the payrolls to the Municipality for examination.

Corrective Action Plan:
The Municipality's management will designate an employee to verify that all contractors or
subcontractors and the Municipality are complying with the requirements established by the Davis-
Bacon Act.

Responsible individual: Finance Director and Federal Programs Director
Anticipate completion date: June 30, 2013
Person in charge of follow up the corrective action: Internal Auditor

Cordially,
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