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Nt€v€s v€tRzQU€z & co., P.s.c.
Certified Public Flccountonts ond Finonciol (onsultonts

INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and

Municipality Legislative Body

Municipality ol Culebra

Culebra, Puerto Bico

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

fund inlormalion ol the Municipality of Culebra as ol and for the year ended June 30,2012, which collectively comprise

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

responsibility of the Municipality's management. Our responsibility is to express opinions on these Iinancial statements

based on our audil.

We conducted our audit in accordance with auditing standards generally accepled in the United Stales ol America and

the slandards applicable to linancial audits conlained in Governmental Audits Standards, issued by the Comptroller

General ol the United States. Those standards require that we plan and perlorm the audit to obtain reasonable

assurance about whether the financial statements are free of material misstatement. An audit indudes examining, on

a test basis, evidence supporting the amounts and disclosures in the linancial statements. An audit also inclu(es

assessing lhe accounting principles used and signilicant estimates made by management, as well as evaluating the

overall linancial statement presenlation. We believe that our audit provides a reasonable basis lor our ophions.

As described in Notes 1 and 4 to the linancial statements, the Municipality does not record additions to capital assets

nor has depreciation been recorded. Accounting principles generally accepted in the United Stales ol America require

that capitaiasset additions be capitalized and depreciated over their estimated uselul lives, which would increase the

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

assels, net assels and expenses of the governmental activities is not reasonably determinable.

As discussed in Note B to the financial statements, the Municipality did not comply with the requirement established by

Statement No. lB, Accounting for Municipal Solid Waste Landlill Closure and Post-Closure Care Cost, issued by the

Governmental Accounting Standards Boards and the regulation set lorth by the U.S. Environment Protection Agency.

At June 30, 2012, the aclompanying statemenl of net assets does not include the required liability lor closures and

post-closure care costs ol the Municipality's solid waste landfill. ln addition, the expenses and result ol operations

ieported in the statement o{ activities are understated and overstated, respectively, for amounls that could not be

determined for the liscal year ended June 30, 2012.

491 Mufior Alvaro Avonuo. Sulta 314, Son fuon, Puorto Slro 00919 .Iclephonc (787) 950-1719 . Tal/tori(787) 950.1713
http://u,ulu.nlgvoloz.rom . (-Moll: olevoloz0coqul.not

1



INDEPENDENT AUDITOR'S REPORT

(Continued)

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

disclose landlill cost, as discussed in the third and fourth paragraphs, the linancial statements refened to in the first paragraph do

not present fairly, in conformity with accounting principles generally accepted in the United States of America, the linancial

posiiion of the gwemmental aitivities of the Municipality of Culebra, and the changes in financial position thereof for the year

then ended.

ln addition, in our opinion, the financial statements refened to previously present fairly, in all material respects, lhe respective,

financial position oi each major fund, and the aggregate remaining fund information of the Municipality of Culebra, as of

June 30, )012, and the respeitive changes in linancial position for the year then ended in conformity wilh accounting principles

generally accepted in the United States of America.

ln accordance wilh Govemmental Auditing Standards, we have also issued our report daled April 30, 2013 on our consideration

of the Municipality of Culebra' intemal control over financial reporting and on our tests of its compliance with certain provisions of

laws, regulations, contracts, and grant agreements. The purpose of that report is to describe the scope of our testing of intemal

contiol Jver financial reporting and compliance and the results of that testing, and not to provide an opinion on internal control

over linancial reporting or on 
-ompliance. 

That report is an integral part of an audit performed in accordance with Govemmental

Auditing Standards and important for assessing the results of our audit.

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

and budgelary comparison information of ihe general fund on pages 3 through I and 47 through 48, respectively, be presented to

supplement the basic financial statements. Such information, although not a part of the basic financial statements, is required by

the Governmental Accounting Standards Board, who considers them to be an essential part of financial reporting for placing the

basic flnancial slatements in an appropriate operational, economic, or historical context. We have applied certain limited

procedures to the required supplementary information in accordance with auditing standards generally accepted in the United

btates ol America, which consisted of inquires of management about the methods of preparing the informalion and comparing the

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

we oblained during our audit of the basic linancial statements. We do not express an opinion or provide any assurance on the

information becauie the limited procedures do not provide us with sufficient evidence to express an opinion or provide any

assurance.

Our audit was conducted for the purpose ol forming opinions on the llnancial statements that collectively comprise lhe

Municipality's financial stalements as a whole. The accompanying Schedule of Expenditures of Federal Awards is presented for

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

bovernments, and Non-Profit Organizations, and is also not a required part of the financial statemenls. The Schedule of

Expenditures of Federal Awards is the responsibility of management and were derived from and relate directly to the underlying

accounting and other records used to prepare the financial statements. The information has been subjected to the auditing

procedurei applied in the audit of the financial statements and certain additional procedures, including comparing and reconciling

iuch informaiion directly to the underlying accounting and other records used to prepare the financial statements or to the

financial stalements themselves, and other additional procedures in accordance with audlting standards generally accepted in the

United States of America. In our opinion, the informalion is fairly stated in all material respects in relation to the financial

statements as a whole.

April 30, 2013

San Juan, Puerto Rico

Stamp No. 2672777 ol lhe Puerto Rico Society

of Certified Public Accountants
was affixed to the record copy of this report.

Tl/r,-- t /ilZ ( 4',0's <'



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBHA

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30,2012

The management of Municipality of Culebra, Puerto Rico (Municipality) offers this narrative overview and analysis of the
financial activities of the Municipality for the fiscal year ended June 30, 2012. The Management's Discussion and Analysis
(|\ID&A) is designed to tocus on lhe current year activities, resulting changes and cunently known facts, and much ot the
information is comparable to prior year. Thrs MD&A should be read in conlunction with the accompanying basic f,nancial
statements and the accompanying notes to those financial statements.

This MD&A is prepared in order to comply with the dispositions established in the Governmental Accounting Standards Board
Statement No. 34 and, among other purposes, to provide the financial statements users with the following major information:

. a broader basis in focusing important issues;

. acknowledgement of an overview ol the Municipality's Iinancial activities;

' provide lor an evaluation ol its financial condition as of the end of the indicated liscal year, compared with prior year
results;

' identification of uses of funds in the financing of the Municiparity's variety of activilies and;. assess managernent's ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The following are key financial highlights for the fiscal year:

t The assets of lhe Municipality exceeded its liabilities at June 30, 2012 by $8,287,502, and at June 30, 201 1 by g7,586,758,
as restated;

* The Llunicipality's total net assets increased by 9700,744 during liscal year 2011-2012;.l As of June 30, 2012, the Municipality's governmental lunds reported combined ending fund balances ol $5,044,336, an
increase of $547,927 from the prior year;

* At June 30. 20'12, the unrestricted deficit was $2,00i .993.* The Municipality's capital assets inventory has no movement during fiscal year:
t The investment in capital assets for this year was not determinable;
..'. Loans principal payments were 985,000 and $115,000 in2OjZ and 2}ll, respectively.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

This discussion and anaiysis are intended t0 serve as an introduction to the Municipality's financial statements. The
Municipality's basic financial statements comprise three components. government-wide linaniial statements; fund financial
statements; and notes to the financial statements, This report also contains other supplementary information in addition to the
basic financial statements themselves

GOVERNMENT.WIDE FINANCIAL STATEMENTS

The governmenlwide tinancial statements are designed to provrde readers with a broad overview of the l\Iunicipality's finances,
in a maniier similar to a private-sector business.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBR,q

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOB THE FISCAL YEAH ENDED JUNE 30, 2012

GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)

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

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

financial position of the Municipality is improving or deteriorating.

The Statement ol Activities presents inlormation showing how the Municipality's net assets changed during the most recenl

liscal 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 related cash flows. Thus, revenues and expenses are reported in this statement for some items that will

result in cash flows in future fiscal periods.

Both of the government-wide financial slalemenls of the Municipality are principally suppo(ed by taxes and intergovernmental

revenues. The governmental activities of the Municipality include general government, public safety, public works, culture and

recreation, health and sanitation, solid waste disposal, human services and welfare, urban development and education.

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

FUNO FINANCIAL STATEMENTS

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

activities or objectives. The Municipality, like other state and local governments, uses lund accounting to ensure and

demonstrate compliance with finance-related legal requirements.

GOVERNMENTAL FUNDS

The Municipality's basic services are reported in the government fund financial statements. The government funds are reported

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

readily be converted into cash. Governmental funds are used lo account for essentially lhe same functions reported as
governmental activities in the government-wide financial statements. However, unlike the governmenl-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows ol spendable resources, as well as on balances

of spendable resources available at the end of the liscal year. Such information may be useful in evaluating a government's

near-term financing requirements. Because the focus of governmental lunds is nanower than that of the government-wide

financial stalements, it is useful to compare the information presented for governmental funds with similar information presented

lor governmental activities in the government-wide linancial stalements. By doing so, readers may better understand the long-

term impact of the government's near-term financing decisions.

The Municipality adopts an annual appropriated budget lor its general fund. A budgetary comparison statement has been

provided for the general fund to demonstrate complrance with this budget.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The notes provide additional inlormation that is essential to a lull understanding ol the data provided in the governmenlwide

and lund financial statements.

OTHER INFORMATION

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

information containing budget to aclual comparisons lor the general and major funds.



C0M[/t0NWEALTH 0F PUERTO R|CO

MUNICIPALITY OF CULEBRA

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOB I}IE FISCAL YEAR ENDEO JUNE 30,2012

GOVERNMENT-WIDE FINANCIAL ANALYSIS

GOVERNMENTAL NET ASSETS

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

Municipality, assets exceeded liabilities by $8,287,502 as of June 30, 2012 versus $7,586,758, as restated, as of June 30, 2011.

Our analysis below locuses on the net assets (Table 1) and changes in net assets of the Municipality's governmental activities.

Table 1

Slatement oI Net Assets

Current and non-current assels
Capital assets

Total Assets

Current liabilitaes

Long-term liabilities

Total Liabilities

Net assets:
lnvestment in capital assets, net of related

debt
Restricted

Deficit

Tolal Net Assets

2012

$ 5,664,s 13

8.412.866

14.0n379

606,196
5.r 83.681

5.789.87l

6,047,866
4,241,629

(2,001.993)

$3282.5A2

20t1

$ s,186,178

8,412,866

13,599.044

654,032
5.358.254

6.012,286

6,352,866
5,338,351

(4,104.459)

$ 7.585.758

The largest portion of the Municipality's net assets reflects its investment in capital assets (e.9. land, buildings, machinery and

equipment); less any related debt used to acquire those assets still outstanding. These capital assets are used to provide

seruices to citizens; consequently these assets are not available for future spending. lt should also be noted that the resources

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

liquidate these liabilities. An additional portion of the Municipality's net assets represents resources that are subject to external

restrictions on how they may be used.

GOVERNMENTAL ACTIVITIES

Governmenlal activities increased the Municipality's nel assets. Key elements of this increase are as lollows: the Municipality's
governmental activities had net expenses of $4,569,914. However, these services are intended to be primarily lunded by taxes,

as opposed to charges lor services and grants, and those taxes and other general revenues exceed net expenses by $700,744.



COMMONWEALTH OF PUERTO RICO

ilUNICIPALITY 0F CULEBRA

MANAGEMENTS DISCUSSION AND ANALYSIS (CONANUED)

FOR I}IE FISCAL YEAR ENDED JUNE 30 2012

GOVERNMENT.WIDE FINANCIAL ANALYSIS (CONTINUED)

GOVERNMENTAL ACNVMES (CONNNUED)

The Municipality experienced an increase in sales iaxes and licenses and permits revenues. Also, a decreased in expenses of

$1,975,387 was reflected during liscal yea.2011-2012.fhe cost of all govemmental activites this year was $5,460,861. Table

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

Table 2
Statement ol Activities

Bevenues

Grants and contributions

General revenues:
Property taxes
Volume of business taxes

Sales taxes
lntergovernmenlal

Rent
Licenses and pemits
Miscellaneous

Total revenues

Expenses

General Govemment
Public Salely
Public Works

Culture and Recreation

Human Services and Wellare
Urban Development
Education
lnterest on long-term debts

Tolal expenses

Changes in net assets
Nel assets - beginning, as restated

Net assets - ending, as restated

2012

$ 890,947

616,359
150,008

1,473,648

2,666,208
18,762

n9322
106,351

6.161.605

2,470,743
138,422

850,752
180,564

403,844
1,187,488

171,277

57.n1

5.460.861

7N,744
7.586.758

$q4zJ02

2011

$2,508,233

697,733
178,566

'1,385,539

2,696,155
19,788

225,337

410.320

8.121.671

2,637,108
200,649

853,900
153,875

660,250
2,662,151

219,337

48,978

7.436.248

685,423

6.901.335

$2E80J58



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

MANAGEMENT'S DISCUSSION AND ANALYSIS (COI,IflNUED)

FOR T}IE FISCAL YEAR ENDED JUNE 30, 2012

GOVERNMENT FUND FINANCIAL ANALYSIS

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

requirements.

Table 3
Balance Sheet

Assets:
Total assets - Major Funds
Total assets - Other Funds

Combined total assets

Liabilities:
Total liabilities - Malor Funds
Total liabilities - other Funds

Combined lolal liabilities

Fund Balances:
Restricted - Major Funds
Bestricted - Other Funds
Assigned - Major Funds
Unreslricted - Major Funds

C,ombined total fund balances

Total liabilities and lund balances

Table 4

Chanoes in Fund Balances

Revenues:

Total revenues - Major Funds

Total revenues - Olher FunG

Combined total revenues

Expenditures:
Total expenditures - Major Funds
Total expenditures - other Funds

Combined total expenditures

Other financing sources (uses):

Proceed from issuance of bonds
Transfer- ln
Transfer - Out

Combined other financing sources (uses), net

Net changes in fund balance

Fund Balance - beginning, as restated

Fund Balance - endinq

2012

$7,488,353
1.025.542

8.513.895

2,529,270
940.289

3,469.559

4,156,376
85,253

1,891,750
(1.089.043)

5.044,336

$ 8.513.895

2012

$5,337,s65
845.795

6.183.361

4,792,279

843.155

5.635,434

2,175
/2.175\

2011

$7,570,803
576.143

8.146.946

3,159,182
491.355

3.650s37

5,253,563
84,788

(84r,942)

4.496.409

$ 8.146.946

2011

$7,s64,480
521.454

8,08s.934

7,987,690

s80,399

8.s68,089

400,000
15,927

(15.927)

400.000

(82,15s)

4.578.564

$4Jq@

547,927

4.496.409

$5J44330



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

MANAGEMENTS DTSCUSST0N AND ANALYSTS (CoNTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2012

GOVERNMENTAL FUNDS

The focus of the Municipality's governmental funds is to provide information on near-term inflows, outflows, and balances of
spendable resources. Such information is uselul in assessing the l\,lunicipality's financing requirements. ln particular, unreserved
Iund balance may serve as a useful measure of a government's net resources available for spending at the end of its fiscalyear.
At June 30, 2012, the Municipality's governmental lunds reported combined ending fund balances of $5,044,336, an increase of

$547,9271r0m the prior year.

The l\tlunicipality has an unrestricted fund deficit ol $1,089,043 in its General Fund. The remainder of the balance is reserved to
indicate that it is not available for new spending because it has already been restncted; (a) to pay debt service $1,503,756 and
(b) for other restricted purposes $4,629,623.

BUDGETABY HIGHLIGHTS

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

After the original budget is approved, it may be revised lor a variety ot reasons such as unforeseen circumstances and other
unanticipated revenues. Differences between the original 2012 budget and the final amended budget for the General Fund were
relatively minor and can be summarized as follows:

.! The original budget was amended to increase expenditures betlveen expenditures accounls.

CAPITAL ASSETS AND DEBT ADMINISTRATION

The lvlunicipality's investment in capital assets tor its governmental type activities as of June 30, 2012 amounted to $8,412,866
(net o{ accumulaled depreciation). This investment in capital assets includes land, buildings, improvements, machinery and
equipment, parks, roads and bridges. Table 5 present the maior classes of capital assets, which have not been updated since
June 2010.

Table 5

Capital Assets Amount

Land

Buildings

l\ilotor vehicles
l\ilachinery and equipment

Total Assets

$3,366,886
4,846,452

197,793

1.735

$!J12@



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOB T}IE FISCAL YEAR ENDED JUNE 30,2012

LONG.TERM DEBT

At June 30, 2012 the Municipality had a total of $5,183,681 in general obligations and other outstanding debts, as shown in

Table 6. Of this amount, $2,365,000 comprises debt backed by the full faith and credit of the governmenl and $2,818,681 is

other obligations.

Table 6
Lonq Term Debts Amount

General obligations

Others

Tolal Long Term Debts

$ 2,365,000

2.818,681

s 5.183.681

The [4unicipality is required to limit the amount of general obligation debt to 'l0o/o of the total assessment ol property located

within the lVlunicipality in order for the bonds to be repaid with the proceeds of property taxes restricted for debt services. other
obligations include accrued vacation and sick leave and advances of property taxes. More detailed information about the

lVlunicipality's long{erm liabilities is presented in the notes lo the linancial statements. The Municipality continues t0 meet its
financial needs through prudent use of its revenues and creative debt financing programs.

ECONOMIC FACTORS AND NEXT YEAR'S BUOGETS AND RATES

Local, national and international economic factors influence the Municipality's revenues. Positive economic growth is conelated
with increased revenues from property taxes, volume ol business taxes, sales taxes, charges for services, as well as state and

federal grants. Economic growth in the local economy may be measured by a variety ol indicators such as employment growth,

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

All of these lactors were considered in preparing the Municipality's budget for the 2013 fiscal year. Some cost reductions helped

fund improvements cf exrsting Iacilities, public safety and works, economic development inrtiatives and human service

improvements.

BEOUESTS FOR INFORMATION

This financial report is designed to provide a general overview ot the Municipality's finances for all those with an interest in the
government's finances. Questions concerning any of the information provided in this rep0rt or requests lor additional information

contact the lVunicipality's Finance Departmenl at (787)742-3510.
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COfIOI{WEAITH OF PUERTO RICO

f,UTICIPALTTY OF CULEBRA

STATEIEI{T OF I{ET ASSETS

June 30,2012

Govomnsntal
Actlvittus

i

!

Y

U

!

Y

ASSETS:

Cash

Cash with Fiscal Agenl

Receivables (net):

Property Tax

Sales Tax

FederalGrants

lntergovem m ental

Capital Assels:

Propedy, Plant and Equipment

Accumulated Depreciation

Total Capital Assets

Totel Assots

LIABILlTIES:

Accounts Payable and Accrued Expense

Bbnds Payable

Accrued lnterest

Due lo Govemmental Units

Delerred Revenue

Volume of Business Tax

FederalGrants

Long-Tem Liabilities:

Due within One Year

Due in More than One Yea,

Tolal Liabilities

lIET ASSETS

lnvested in Capital Assets, Net ol Related Debt

Restdded ,or:

Debt Sewice

Other Pueoses

Unrestricted (Delicit)

Total et Assets

3,150,906

1,916,562

37,777

7,371
(}9,617

112,280

s,664,513

11,9s1,/t90

(3,s38,624)

8,412,866

14,077 375

216,395

85,000

29,986

5,137

106,568
. 163,110

133,266

5,050,415

5,780,07,

6,047,866

1,503,756

2.737,873

(2,001,993)

* 8,287,502

Y

See accompanying noles to basic financhl statements.
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COIII/lONWEALT}I OF PUERTO RICO

IJlUNICIPAUW OF CUTEBRA

STATEIIENT OF ASIWMES

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Program Bevenues

Functions/Programs Expenses

Charges

tor Services

0perating

Grants and

Cor ributions

Capital

Grants and

Contdbulions

Nel (Expense)

Revenue

Govenmental Aclivities:

Mayor and Municipal Legislature

General Govemment

Public Safety

Public Works

Culture and Recreation

Sanitation

Human Services and Welfare

Urban Development

Education

lnterest on Long-Term Debt

Total Governmental Activities....

(608,358)

(1,862,385)

(138,422\

(514,695)

(r 80,564)

(336,057)

(241,905)

(632,467)

2,110

157,n1)

(4,s69,914)

$ (608,3s8)

(r,862,385)

(138,4221

(5r4,695)

(180,564)

(336,0s7)

(403,844)

(1,187,488)

(71,2n\

F7,n1\

$ (5,460,861)

161,939

173,987

555,021

335,926 555,021

General Revenues:

Taxes:

Property Taxes, levied for General Purposes

Propedy Taxes, levied for Debl SeMces

Volume of Business Taxes

Conslruction Taxes

Sales Taxes, levied for Other Purposes

Sales Taxes, levied tor Debt Seruices

lntergovemmental

Bent

Miscelianeous

Total General Revenues

CHANGE IN NEI ASSETS

Net Assets - Beginning of Year

NET ASSETS . END OF YEAR

408,319

208,040

150,008

239,322
'1,198,930

274,718

2,666,208

18,762

106,351

5,270,658

700,744

7,586,758

8,281,502

See accompanying notes to basic inancial statements.
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13,S1

u1

$ 17r,61

5,13/
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16,568

13,S1

486238

45,652

4618

2,M 4

143,594

m,u5

o:ss17

107,@

'/654

3,150,S

1,916,562

sln
7,371

439,617

112fr
2,W

,,:

65,S32

85,m

a,s

24,W

7QN

163'110

216,3S5

85,0m

a,s6
5,1S/

zww

16,568

13,S1

163,110

2@,W

1,891,750

(r,N,043)

6W. 114S 940.28S 3,4@,559

t*y r,5m16 85,253 4,241$N
'1,891,750

- (1,69,043)

w107 z@w 1,5m,756 85,253 5,0{4,336
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See accfrrparryrng rdes to basic firErrid SdsrEris.
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COIIMONWEALIH OF PUERTO NEO
I'UI{ICIPALTTY OF CULEBRA

srATEt{ENr oF REvElluEs, ExPEtilDmJRES, At{o cHAttcEs rtr tuND BALANCE - covERNirEt{raL FuNDs
FOR ]}IE FISCAI YEAR EI{DED JUI{E 30. M'2

Gemral

Fund

State

AssilrrrEnt

Fmd

Debt

Sewice

Fund

Othel

Govemmental

Funds

Tofal

Fonds

REVETIUES

Property Taxes

Volume ol Business Taxes

Sales Taxes

Federal Assistances

lntergovenmenhl

Licenses and pemils

Renl

Miscellaneous

Total Bevenues

D(PENDTTURES

CulIenl:

Mayor and Municipal Legislature

G€nercl Govemrnent

Public Satety

Public Works

Culiurc and Becrcalion

Sanitation

Human SeNices and Wellare

Urban Development

Educalion

Debt Sewice:

Pincipal

lnleresl and OtEr Charges

Total Erpenditures

Excess {deficiency) ol revenues over (urder)

erpendifures

oTHER F|NANC|NG SOURCES (USES)

Proceed ol Bond

Transfer- ln

Fransler- Oul

IotalOlher Financing Sources and Uses

tlet Change in Fund Ealances

Furd &lance - Beginning as Restated (Note 17)

Fund Balances - Ending

$ 4o8i1g

150,008

1,198,930

2,666,208 13.625

n9,w
18,762

128,107 1.527

4,809,656

208,O10

274,718

7N,NO

145,505

45,152 482,758 845,795

6.t6,359

150,008

1,473,648

700,290

2,855,338

239,322

18,762

129,$4

6,183,361

608,358
't,951,958

1?[,4n
514,280

180,5A+

336,057

24't,S05

328,188 349,361

415

8s,m0

57,nl

142,n1

- 608,358

- t,951,958

- 1X,422

- 514,695
_ 180,5&
- 336,057

161,939 403,844

509,939 1,187,488

171,2n fi1,n7

85,000

57,771

4,N,79 349,7/6 843,155 s,635,434

509,924 (304,624) 339,S7 2,M0 547,927

2,175
- 12,17s) (2,175)

12,175)

(30{,624) 33S.987 .6

2,957,2M 1,'t63,769 84,788 4,496,409

2,175

2,175

5t2.0sg

290,608

m2,7m 2,6s2,620 't,51)3,756 85,253

See accompanying notes lo basic linancial statements.
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COMMONWEALI}I OF PUERTO RICO
MUNICIPALIW OF CULEBRA

RECONCILIANON OF TTIE GOVERNMENTAL FUNDS BALANCE SHEET
TO IHE STATEMENT OF NET ASSETS

FOR THE FISCAL YEAB ENDED JUNE 30, 2012

Total Fund Balances - Governmental Funds

Amounts reported for Governmental Activities in the Statement ol Net Assets are different because:

capitalAssets used in govemmental activities are not financial resources and therelore are
not reported in the funds. ln the current period, these amounts are:

$ 1 1,951,490
(3,538.624)

(2,365,000)
(398,342)

(2,196,759)
(6,857)

e16.723\

$5,044,336

8,412,866

13,981

(5.183,681)

$ 8.287.s02

Capital Assets
Accumulated Depreciation

Total Capital Assets

some of the Municipality's revenues wifi be coflected after year-end, but are not available
soon enough to pay for the current ped0d's expendiiures and therefore, are delerred in
the funds:

Municipal Revenue Collection Center

some liabilities are not due and payable in lhe current period and therefore are not reponed
in lhe funds. Those liabilities consist of:

General Bonds and Notes payable

Compensated Absences
Law 42
Law 146
Heath Insurance Adminiskation

Total Long-Term Liabilities

Total Net Assets of Govemmental Activities

See accompanying Notes to Basic Financial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALFY OF CULEBRA

RECONCILIATION OF Tt{E STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE OF GOVERNMEMTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR TTIE FISCAL YEAR ENDED JUNE 30,2012

Net Change in Fund Balances - Total Govemmental Funds $547,927

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

Revenues in the Statement ol Activities that do not provide current linancial resources are not
reported as revenues in the lunds 13,9g.1

- Bevenues in the governmental Iunds that correspond to pdor year resources are not recorded
as revenue in the Stalement of Activities (35,737)

Repayment ol debt proceeds principal is expenditure in the govemmental funds, but the repayment
reduces Long-Term Liabilities in the Statement of Net Assets. ln the current year therepaymentswere. g5,000

some expenses reported in the statement ot Activities do not require the use of current
Iinancial resources and therefore are not reported as expenditures in govemmental funds.
These activities consist of:

Decrease in Compensated Absencesv Decrease in Law 42
Decrease in LIMS
Decrease in Law 146

Total Additional Expenditures

- Change in Net Assets of Governmental Activities

32,751
54,499

1,980

343

89,573

$2002{

See accompanying Notes to Basic Financial Statements.
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF CULEBRA

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

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOU],ITING POLICIES

The Municipality of Culebra, Puerto Rico (Municipality) was founded in the year 1880, and operates as a governmental unit ol
the Commonwealth of Puerto Rico, under Law No. 81 ol August 30, 1991 , as amended, known as the Autoir omous Municipatity
Act of the Commonwealth of Pueno Rico (Law No. B1).

The Municipality's governmental system consists ol executive and legislative branches. The Constitution of the Commonwealth
of Puerto Hico (the "Commonwealth') provides for the separation of powers of the executive, legislative and judicial branches.
A Mayor, elected every Iour years by the citizens, exercises the executive power of the Municipality. The legislative power is
exercised by the Municipal Legislature, which consists of 4 Legislators also elected every lour years. The General Justice Court
System ol the commonwealth, which has jurisdiction over the Municipality, exercises the judiciary power.

The Municipality assumes responsibility for providing services to its citizens related to public housing, welfare, public safety,
health, sanitation, educalion, culture, recreation, urban and economic developmenl, and many other gJneral and administrative
Services.

The accounting policies of the Municipality conform to accounting principles generally accepted in the United States ol America
as applicable to governmental units. The following is a summary ol the more signilicant policies.

The accompanying basic Iinancial 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-setling body for governmental accounting and financial reporting. The-GASB periodically
updates its codification of the existing Governmental Accounting and Financial Heporting Standards which, along with
subsequent GASB pronouncements (Statements and lnterpretations) constitutes GAAP for governmental units.

ln June 1999, GASB issued Slatement No. 34, Basic Financial Statements - and Management's Discussion and Anatysis - for
State and Local Govemrnents (GASB No. 34). This statement established new financal reporting requirements lor itate and
local governmenls. 0n July 1, 2002, the Municlpality adopted the provisions of GASB No. 34 as well as other statements
relerred to below.

The accompanying basic financial statements present the financial position and the results of operations ol the [4unicipality and
its various funds and fund types. The basic financial statements are presented as of Jun e 30,i}12,and for the fiscal yeaithen
ended. The more significant of these accounting policies are described below and, where appropriate, subsequent
pronouncements will be referenced.

According to the financial reporting model established by GASB No. 34, the minimum required financial statement presentation
applicable to the lUunicipality is composed of the lollowing elements: (1) governmenlwide financial statements (GWFS),
(2) governmental fund financial stalements (GFFS), (3) notes to basic finanCial statements, and (4) required supplementary
information (RSl).

The required supplementary information, which consists ol a management discussion and analysis ([ID&A), is information
presented along with, but separale from, the Municipality's basic Iinancial statements. The MD&A is a narrative report that
introduces the accompanying basic financial statements and provides an analytical overview of the Municipality's iinancial
activlties for the year ended June 30, 2012, based on the Municipality's knowledge of the transaclions, events and conditions
reflected in the basrc financial statements. The MD&A also highlights certain key fiscal policies that control the Municipality,s
operations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

NOTES rO THE BASTC FtNANCtAL STATEMENTS (CONTTNUED)
FOB THE FISCAL YEAB ENDED JUNE 30,2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED}

As previously mentioned, on July 1, 2002, other statements and rnterpretations were also adopted in conjunction andsimultaneously with GASB No. 34. Those statements and interpretations are: (1) GASB statemenr frois - Accounting andFinancial Repofting lor Non-exchange Trunsactions, (2) GASB statement No. 37 - Basic Financiat statements - andManagement's Discussion and Analyiis - for state and Locat Govemments: omnibus, (3) clse s;t.r*t No. 38 - certarnFinancial statement Note Disctosues and (a) GASB lnterpretation No.6 - Recognition iia Neasureiint of ceftain Liabitities
and Expenditures in Governmental Fund Financial Statements.

GASB No 34 also required that the accounting for all governmental activities reported in lhe GWFS be based on applicablepronouncements issued by the Financial Accounting Standards Board (FASB| and its predecesioi bodies, such as theAccounting Principl"s Board (APB), issued on or befo-re November 30, i9i]9, provided rhose pronouniements do not conllictwith.or conkadict GASB pronouncemenls. Accordingly, in conjunction and simultaneously wittr tre aooftion ol GASB No. 34,the Municipality also adopted the following pronounc6renrs' 1i1 lea opinion No,. zn -iccoiniri diralges, 121 nea opintonNo 21 - /nferest on Receivabtes and iayabtes, (3) FASB biatement No. S - Accounting for ioitiig;nri6and (4) FASBstatement No 16 - Prior Period Adiustments. rhe 
'Municipality 

hai elected to not apply all statements and inlerpretations
issued by FASB after November 30, 1989.

The Munrcipality-adopted the provision-s of GASB Statemenl No. 54, Fund Batance Repoding and Governmentat Fund TypeDe'nl'ons (GASB No- 54), which modified the interpretations of certain terms within the definiion of the ipecial revenue funds
and the types of activities the Municipality may choose to report in those funds. GASB No. s+ also clarifie! tne capital projects
lund type definition-for better alignment with ihe needs of preparers and users. Definitions ot otner lovernmental fund types
were also modilied for clarity and consistency.

A. Financial Reporting Entity

The accompanying basic financial statements include all departments and organizations units whose tunds are under the
custody.and control of the Municipality. ln evaluating the Municipality as a reporting entity, management has addressed all thepotential component units. The decision to include i potential component unit in ttr-e ,.poiing .niity *i, made by applying theprovisions of GASBS No. 14.

The basic criteria for including a potential component unit within the reporting entity is if potential componenl units are financially
accountable and other organizations for.which the nature and signiiicance ol their relationship wiin ttre entity are such that
exclusion would cause the Municipallty's financial statements to behisleading or incomplete. The GASB has set forth criteria tobe considered in delermining financial accountability. These criteria include'appointing a voring rrr.rit1l.r an organization,sgoverning body and (1) ability ol the Municipality to impose its will on that organization oi (21 tne fiotentiatior rhe organization toprovide specific financiar benefits to, or impose specifii financiar burdens on'the Municipaiity.

The relative importance of each criterion must be evaluated in light of specific circumstances in order to determine which
components units are to be included as part of the reporting entit. our specific evaluations of the criteria applicable to theMunicipality lndicate no organizations meet the criteria to oe inctudeo as component units. Accordingly, these basic financral
statements present oniy the Municipality as the reporting entity.

These linancial 
.stalements present the- respettive financial position of the governmental activities, each major fund, and theaggregate remaining fund information. of the.Municipality, as of June 30, 2012, and the respective changes in financial position,

where applicable, thereof for the fiscal year then ended.'



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBBA

NOTES TO THE BASTC FtNANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

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

B, Measurement Focus and Basis of Accounting

Government-Wide Financiat Statements

The government-wide financial statements (the Statement of Net Assets and the Statemenl ol Activities) are reported using the
economic resources measurement focus and the accrual basis ol accounting. Revenue is recorded when earned and expenses
are recorded when a liability is incuned, regardless of the timing of related cash llows. Grant and similar items are recognized
as revenue as soon as all eligibility requirements have been met.

Governmental Fund Financial Statements

The govemmental lund financial statements are reported using the current financial resources measurement locus and the
modified accrual basis of accounting. Revenues are recorded when susceptible to accrual; as soon as it is both measurable and
available. "Available" means collectible within the current period or soon enough thereafter, normally within sixty (60) days, to be
used to pay liabilities ol the current period. Expendilures are generally recognized when the related liability is incurred.

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

ln applying the'susceptible to accrual" concept to intergovernmental revenues (federal granls) pursuant to GASBS No. 33,
Auounting and Financial Reporting lot Non-exchange Trunsactions (the Municipality may act as eilher 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 requiremenis, are met. Hesources transmitted before the eligibility requirements
are met should, under most circumstances, be reported as advances by the provider and delened revenue by the recipient.

There are essentially hvo types of revenue. For some grants, funds musl be expended by the Municipality on the specific
purpose or proiect before any amounts will be reimbursed. Hevenue is, therefore, recognized as expenditures are incuned to
the extent available. For lhe other revenue, moneys are virtually unreskicted and are generally revocable only for lailure to
comply with prescribed compliance requirements. These resources are reflected as revenue at the time of receipt or earlier if
the susceptible to accrual criteria is met.

Expenditures are generally recorded when a liability is incurred, as under accrual accounting. Modifications to the accrual basis
of accounting include the following:

* Employee's vested annual vacation and sick leave is recorded as expendilure when utilized. The amount of accumulated
annual vacalion and sick leave unpaid at June 30, 2012, has been reported only in the government-wide financial
statements.

C. FinancialStatementPresentation

The basic rinancial statements include both governmentwide (based on the Municipality as a whole) and fund financial
statements. While the previous financial reporting model emphasized lund types (the total of all lunds of a particular type), in the
new financial model the focus is on either the Municipality as a whole, or ma.ior individual funds (within the basic linancial
statements). Both lhe government-wide and fund linancial slatements (within the basic financial statements) categorize primary
activities as either governmental or business type.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CULEBRA

NoTES T0 THE BASTC FtNANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

NoTE 1 - SUMMARY 0F StGNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

C. Financial Statement Presentation (Continued)

Govemment-Wide Financial Statemenls

The governmenlwide financial statements (the Statement of Net Assets and the Statement ol Activities) report inlormation ol all
the activities ol the Municipality. For most part, the effect of interfund activity has been removed from'these government-wide
financial statements. Governmental activiiies, which normally are supported by taxes and intergovernmental revenues, are
reported separately lrom business-type activities, which rely to a signilicant extent on fees and chaiges lor support.

The focus of the Slatement of Net Assets is designed to be similar to bottom line results for the Municipality and its
govelnmental activities. This statement, for the first time, combines and consolidates governmental lund's current financial
resources (short{erm expendable resources) with capital assets and long-term obligations-.

The Statement ol Nel Assets presents the reporting enttties' assets and liabilities, with the difference reported as net assets. Net
assets are reported in three categories:

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

.} Bgs'EiclellNet Assets - These results when conskaints are placed on net assets use, which can be either externally

lmqoled by creditors, grantors, contributors, and the like, or imposed by law through constitutional provisions or enabting
legislation.

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

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

The accompanying statement ol activities presents lhe Municipality's results of operations by showing, how the Municipality,s
net assets or liabilities changed during the fiscal year ended June 30, 2012, using a net lexpense-; revenue format. This
statement presents the cosl of each function/program as well as lhe extenl to which each oi the ii/unicipality,s functions,
programs or other services eilher contributes to or draws from the Municipality's general revenues (such as property taxes,
volume 0f business taxes, sales taxes, construction excise taxes, etc.).

A function/program describes a group of activities that are aimed at accomplishing a major service or regulatory responsibility.
Tie^f unction-s/programs reported in-lhe accompanying basic financial statements are: (1) Mayor and 

-Municipal 
Legislature,

(2) General Government, (3) Public Salety, (4) Public Works, (5) Culture and Hecrealion,'(6) Heatttr and Sanitaiion, (z) numan
Services and Welfare and, (8) Uban Development. The governmental operations of 

'tlte 
Municipality's departments and

operational units are classiried within the following functions/programs in the accompanying basic Iinancial statements:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

NoTES TO THE BASTC F|NANCTAL STATEMENTS (CONTTNUED)
FOR TTIE FISCAL YEAR ENDED JUNE 30, 2012

NOTE 1 - SUMMARy 0F StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

C. Financial Statement presentation (Continued)

Mayor and Municipal Legislature:
Municipal Legislature
Mayor's Office

General Government:
Department of Finance
Department of Human Flesources
Department ol Municipal Secretary
Department ol lnternal Audit

pubtic Salety:
Department of Emergency Management _ Civil Delense
Department of Municipal police

public Works:
Department of public Works

Culture and Recreation:
Department of Sports and Hecreation
Department of Art, Culture and Tourism

Sanitation:
Department of Hecycling Services

Human Service and Welfare:
Department of Health
Department of Citizen Affairs

Urban Development:
Department ol planning and Development
Federal programs Oifice

The statement of activities demonstrates the degree to which program revenues offset direct expenses of a given
function/program or segments. Direcl expenses are those that are cleirly identifiable with a specific function, segment or
oIerational unit. This statement reports revenues in three broad categories: (1) program revenue;, tzl gen."l revenues and,
(3)special items.

Program revenues - These revenues are generated directly from a program itself or may come lrom parties outside the
Municipality's taxpayers oI cltizens. ln the atatement ol activities, program revenues reduce the costs (expenses) 0f the
tunction/program to anive at: (1) the net cost of the function/program lhat must be financed lrom the Municipality's general
revenues. or (2) th€ net program revenue that contributes to ihe Municipality's general revenues. Ttre accompinying
statement of activities separately reports the following categories ol program revenues:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

NOTES TO THE BASIC FtNANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

NoTE 1 - SUMMARY OF StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

C. Financial Statement presentation (Continued)

' Charges for services - These revenues generally consist ol exchange or exchange-like transactions involving
charges to customers or applicants who purchase. use or directly benefit from the [oods, services or privilegei
provided, or are otheruise directly affected by the services. These revenues include feejcharged for specific servic-es,
rent, charges for licenses and permits, and Iines and forfeitures, among others

' Program-specific operating and capital grants and contributions - These revenues consist of transactions that
are either mandatory or voluntary non-exchange transactions with other governments, organizations, or individuals that
restrict the resources for use in a particular prograrn. Operating grants and contributioniconsist of resources that are
required to be used to finance the costs of operating a specilic program or can be used either for operating 0r capital
purposes ol a specific program. CaDtal grants and contributions coniisl of revenues or resources that are restricted for
capital. purposes - to purchase, construct or renovate capital assets associated with a specific program. Restricted
operating and capital grants and contributrons are program revenues because they are specifically attributable to a
program and reduce the net expense of that program to the i,{unicipality. They are ieported net of estimated
uncolleclible amounts.

General revenues - These revenues are the default category lor revenues. lt includes all revenues and gains that do not
meet the definition of program revenues. Property taxes, municipal license taxes. construction excise taxes and sales and
use taxes are reported as general revenues. All other nontax revenues (including unrestricted interest on deposits, grants
and contributions not restricted lor specific programs and miscellaneous reve-nues) that do not meet the definition 0l
program revenues are classilied as general revenues. Resources that are dedicated internally by the Municipality are
reported as general revenues rather than as program revenues. All general revenues are reporteo net of estimated
uncollectibie amounts, which are recorded as reduction of revenues ralhei than as expenses.

Special items - These items consist ot revenues arising lrom signiflcant transactions or other events within the control of
management that are either unusuat in nature or inlrequent in occurrence.

Extraordinary items consist of revenues arisrng from significant transactions or other events that are both unusual in nature and
infrequent in occurrence.

The general.governmeni function/prograrn reported in the accompanying statement of activities includes expenses that are, in
essence, rndirect or ccsls of other functionVprograms of the Municioaiity. Even though some of these costs have been charged
t0 certain funds in the FFS as indirecl cost allocatrons permitted undei some federil programs, the Municipality has repoied
these.indrrect costs as direct expenses of the general government Iunction. Accordingfi the Municipality genera y does not
allocate general government (indirect) costs to other lunctions.

The etfects oI all inter-fund governmental aclivities (revenues, expendfures and other financing sources/uses among
governmental lunds) have been removed lrom the accompanying statements of net assets and activitiei.

The Municipality classifies the most significani portion of its activities as governmental activities in the accompanying GWFS.
These are activities generaliy financed through taxes, inlergovernmental rivenues and other non-exchanie revenues that can
be^used to support the l\'4uniclpality's programs or servrces] Thesc governmentat activrties are also gen"erally reported in the
FFS.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

NOTES T0 THE BASTC FINANCtAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE 1 - SUMMARy 0F StcNtFtcAr,rT AccouNTtNG pOLtCtES (CONTTNUED)

C. Financial Statement Presentation (Continued)

The Municipality has no |iduciary activities, which are those in which the Municipality would be holding or managing net assets
for specific individuals or other extemal parties in accordance with kust agreements or other custodialinangements.

The Municipality has operations and activities that are linanced and operated in a manner similar to private business
enterprises, where the costs of providing goods or services to the general public (expenses, including depreciation) is financed
primarily through user charges; and where the governing body has decided that periodic determinition ol revenues earned,
expenses incuned, and/or net income is appropriate lor capital maintenance, public policy, management control, accountability,
or other purposes.

Governmental Fund Financial Statements

The fund financial statements (the Balance Sheet and the Statement ol Revenues, Expenditures, and Changes in Fund
Balances) 

.are, .in substance, very similar to the linancial statements presented in the previous linancial reporting model.
Emphasis here is on the major funds in the governmental category. Non-major funds are summarized into a single colnmn.

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

This is the manner in which these funds are normally budgeted. This presentation deemed most appropriale to (a) demonstrate
legal and covenant compliance, (b) demonstrate the source and use of liquid resources, and 1c1 Oemonstrate how the
Municipality's actual experience conforms to the budgeted fiscal plan.

Since the governmental tund statements are presented in a different measurement locus and basis of accounting than the
government-wide statements, reconciliation is presented and a separate explanalion for each differences.

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

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

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

ltate Arsionment Fund - This is the fund used to account for all the transactions ol lhe State Assignment by
Leglslature Hesolutions. The primarily objectives of this assignments is the development o, projects on communities,
not-forprofit organizations and indirect assignment to persons ol low and moderate income.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBRA

NOTES TO THE BASTC FINANCTAL STATEMET{IS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NoTE 1 - SUMMARy OF StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

C. Financial Statement Presentation (Continued)

Debt Service Fund - This is the lund used to account for the accumulation of resources lor and the payment of,
general long{erm debt principal, interest, and relaled costs.

GASBS No. 34 eliminates the presentation of Account Groups, but provides lor these records to be maintained and incorporates
the information into the Govemmental column in the Government-wide statement ot Net Assets.

D. Financial Beporting Presentation

The accounts of the Municipality are organized on the basis ol funds, each if which is considered a separate accounting entity.
The operations ol each fund are accounted for with a separate set of self-balancing accounts thal comprise its assets, lirbifitiel,
,und equity, revenues, and expenditures.

The Municipality adopted the provisions of GASB Statement No. 54, Fund Balance Repofting and Govemmentat Fund Type
Dernit ons (GASB No. 54), which modified the interpretations of certain terms within the defini[ion of the special revenue funds
and the types of activities the Municipality may choose to report in those funds. GASB N0.54 also clarified the capital poects
fund type definition for better alignment with the needs ol preparers and users. Fund types are as follows:

General Fund - is the Municipality main operating fund used to accounl for and report all {inancial and reported resources
and governmental activities, except for those required to be accounted for in another fund. lt is presumed that the
Municipality's governmental activities have been reported in the general lund except for transactions for which one of the
lollowing compelling reasons has required the use of another fund: (1) legal requirements, (2) USGAAP requirements or (3)
the demands ol sound linancial administration requiring the use of a govemmental fund other than the general fund. lts
revenues consist mainly of taxes, licenses and permits, intergovernmenlal, charges lor services and other.

Special Revenue Fund - is a governmental lund used to account for and report the proceeds of specific revenue sources
that are legally restricted, committed or assigned to expenditure for specilied purposes other than debt service or capital
projects. Resources restricted or committed to expenditure for purposes normally financed lrom the general fund are
generally accounled for in the general fund provided that all applicable legal requirements can be appropriately satislied
and the use of special revenue funds is not required unless they are legally mandated.

Debt Service Fund - is a govemmental fund used to account tor and report for the accumulation of financial resources that
are restricted lor, and the payment of, principal and interest lor: (1) bonds payable for which debt service payments are
legally mandated to be accounted for in a debt service fund and (2) certain speciat long{erm obligations foi which the
Municipality is being accumulating linancial resources in advance to pay principal and inteiest payments maturing in future
years.

Capital Proiects Fund - is a govemmental fund used to account lor and report financial resources lhat are restricted,
committed or assigned to expenditure for capital outlays, including the acquisition or construction of major capital facilities,
including those outlays linanced by the general obligation bond proceeds (other than those financed by proprietary lunds or
in trust lunds for individuals, private organizations, or olher governments). The use ol the capital proiects funds has been
limited to only lor major capital acquisitions, conslruction or improvement activities that would distort financial resources
trend data if not reported separately from the other Municipality's operating activities. The routine purchases of minor
capltalizable assets (such as furnitule, office equipment, vehicles and other minor capital assets or improvements) have
been reported in the governmental fund from which financial resources were used for the payment.
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NoTES TO IHE BASTC FTNANC|AL STATEMENTS (CONIINUED)
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NOTE 1 - SUMMARY 0F srcNtFtcANT ACCOUUTTNG pOLtCtES (CONTTNUED)

E. Fund Balances

According the provisions of GAsB statement N0.54, the fund barances are reported in five categories:

'i' Nonspendable - Amounts that cannot.be spent because they are: a) not in spendable lorm or b) legafly or contractually
required to be maintained intacl. Due t0 the nature or lorm bf te resources, itrey g.".;lly ;rr.t be expected t0 be
converted into cash or a spendable form.

':' Restricted - Amounts are restricted by extemal parties (creditors, grantors, contributors or law/ regulations) of othergovernments or reskicted by raw through constitutionar provisions or en;bring regisration.

'! -commiiled - Amounts that can only qe. ulgq foi a specific purpose pursuant to constraints imposed by formal action(ordinances or resolutions) of the Municipality s highest level'ol decision making artilr,ty (M;;Lipal Legistature). Theformal action must occur prior to the end of the-reporting period, however, tn. irrrit"rrv-bL determined in tne
subsequent period. These are self-imposed limitations on ariilable ,esorrces. These committed amounts cannot be used
Ior any other purpose unless the.govemment removes or changes the specified ,r. by;kid;; r;me level of action it
employed to.previously commit those amounls. These commi ed amounts would be'rpp.i.J rro adopted by formal
action of the Municipal Legislature.

* Assiqned - Amounts that are constrained by the Municipality's intent to be used for specific purposes that are neither
restricted nor committed. The intent will be expressed by tie Municipal Legislature, the May;; ;r!r;; officiat to which the
l\4unicipal Legislature delegates authority in conlormity with the Autonomo;s Municipalities Lu* oii*no ni.o.

* Unassiqned - Represent the residual classification for the Municipality's General Fund. Therefore, in order to calculate
unassigned Iund balance, total fund balance less nonspendable, restriited, commrtted and assigned equals unassigned
fund balance. The resulting amount will be available for any purpose.

Negative fund balance amounts are assigned amounts reduced to the amount that will raise the fund balance to zero.
Consequently, negative residual amountJ is restricted, committed and assigned tuno uatanil ciu$irication, have been
reclassilied to unassigned fund balances.

The Nlunicipality reports resources constrained to stabilization as a specilied purpose (restricted or committed fund balance in
the general fund) only if: (1) such resources meet the other criteria ior those classifications, as described above and (2) the
circumstances or conditions that signal the need for stabilization are identified in sufficient deiail andire not expecled to occur
routinely.

However, the Municipality has not entered into any stabilization-like arrangements, nor has set aside material financlal
resources lor emergencies and has not established formal minimum fund balance amounts as of and for the fiscal year ended
June 30,2012.

when an expenditure is incurred for purposes for which amounts are available in mulliple fund balance classifications, theMunicipality uses restricted resources first, and then unrestricted resources. within unrestricted resources, the Municipalitygenerally spends committed resources Iirst, followed by assigned resources, and then unassigned r..or".r.
At June 30, 2012, the accompanying fund financial statements reported fund balances as restricted, assigned and unassigned.
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NoTE 1 - SUMMABy OF StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

F. Budgetary Data

The Municipality annually adopts the Budget fiesolution for all operating lunds of the Municipality except for certain restricted
accounts of Proprietary Funds and Special Hevenue Funds. Budgetary control is legally mainiained at the fund level. The
budget is prepared using the modified accrual basrs oI accounting with encumbrance inilud'ed as budgetary basis expenditures.
The Municipality's Budget Hesolution provides transfer authoriti (1) to the Mayor ano the tvtanagerieni 'ano 

Budget Director,
within and between departments and lunds, as-long as the total budget of the Municipality lneiot interruno transfers) is not
increased; (2) to the Management and Budget Director to implement lrant budgets as'the grint applicitions are accepted by
the Municipality; and (3) to the Management and Budget Diiector to imend (r6-appropriat6) each'new year's budget, to the
extent of outstanding encumbrances, and/or unexpended poecygrant appropriations at year end. Municipality,s Llegislature
action is required for (1) use of the budgeted Legislature contingency, an'o 1z; tne approval of supplemental appropriations.
During the year, several supplemental appropriations were necessiry.

The budget columns (original and final budg_ets) ol the Budgetary Comparison - General Fund rellect the original budget and
the amended budget (which have been adjusted for legatty autnorized revisions of the annual UuOgets ouring the yea4.
Appropriations, except remaining project appropriations, eicumbrances, and unexpended grant appropria"tions, Iapse at the end
of each fiscal year.

Amendments to the budget, including transfers, require the approval of the Municipal Legislature. Unencumbered appropriations
lapse at the end of the next Iiscal year. The Municipality follows lhese procedures, in aciordance with law, in order to establish
the budgetary data reflected in the basic financial statements:

1' Prior of May 3'l ol each fiscal year, the Mayor submits to the Municipal Legislature a proposed budget lor the liscal year
commencing the following 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.Comm.issicner of Municipal Affairs examines the budget to verify if it complied with the law,s standards and sends it to
the Mayor for any comments or recommendation before the limited dite estabiishes by the Law;

4' Prior t0 June 13, the annual budget is legally enacted through passage of the annual appropriation ordinance;

5' lf a budget is not adopted priol to the end of the end of the fiscal year, the annual budget for the preceding fiscal year, as
approved by the Municipal Legislalure and the Mayor, rs autom;tically renewed for i-he ensuing fiscat yiar until a new
budget is approved. This permits the Municipality to continue making payments lor lts opeating ino other expenses until
the new budget is approved;

6' Subsequent to the enactment oi the annual appropriation ordinance, the Municipal Legislature has the authority to make
necessary amendments made durrng the fiscal year and are reflected in the budget inf6rmation rncluded in the iludgetary
Comparison Schedule - General Fund;

7' Budgetary data Ior the Special Revenue Fund has not been presented in the accompanying basic financial statements as
such lunds are budgeted over the life of lhe respective grant or poect and not on an annuaibasis.

Since the budgetary basis differs from accounting pnnciples generally accepted in the United States of America (GAAP), actual
amounts for the General Fund in the accompanying Budgetiry Comparison Schedule, is presenteo on irre budgetary basis to
enhance comparability.
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NOTE 1 - SUMMARY OF STGNTF|CANT ACCOUNTING POLICIES (CONflNUED)

F. Budgetary Data (Continued)

- The principal differences between the budgetary and GAAP bases are the lollowing:

1. Encumbrances are recorded as expenditures under the budgetary 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

_ linancing sources under GAAP.

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

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

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

v 
All encumbrance appropriations in the operating budget lapse at the end of the fiscal year. Property taxes collected during the

current year by the Municipal Hevenue Collection Center (Fiscal Agent) are presented as revenues in the accounting basis but

are not considered in the budgetary schedule.

The speciat funds of the Special Revenue Fund have not been included in the budgetary comparison because balances are nol

budgeted. Also the budget prepared for the Federal Finance Awards Programs included in the Maior and Non Maior Funds is

based on a program period, which is not necessarily a year. Accordingly, its not practical to present an annual comparison of

budget for such programs.
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MUNICIPALITY OF CULEBRA

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE 1 - SUMMABY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

G. Cash, Cash Equivalent and lnvestment

The Finance Director of the Municipality is responsible lor investing the available resources in certificates of deposit and other
short{erm investments. lnvestmenls are made from the available combined funds ol the Municipality and, accordingly, it is not
practical to disclose certificates of deposit and other short{erm investments individually by tund in the combined financial

statements. lnterest earned on certificates of deposit and other short{erm investments are recognized as revenue in the
General Fund. Cash in the Special Revenue, Debt Service and Capital Project Funds are restricted; accordingly, resources
available were not used for pool investments. At June 30, 2012, the Municipality does not have any type of investment.

Under the laws and regulations of the Commonwealth, public lunds deposited by the Municipality in commercial banks must be
fully collateralized lor the amounts deposited in excess of the lederal depository insurance generally provided by the Federal
Deposit lnsurance Corporation (FDIC). All securities pledged as collateral are held by agents designated by the
Commonwealth's Secrelary of the Treasury, but not in the Municipality's name.

Cash with tiscal agent represenls property tax collections retained by the Municipal Flevenues Collection Center and
undisbursed proceeds of certain bonds, loans or grants which are maintained in a cash custodian account by the Government
Development Bank of the Commonwealth of Puerto Rico.

Cash balance recognized in the Debt Service Fund is restricted for the payment ol the Municipality's obligations, and others are
restricted for specific poects, such as the acquisition or construclion ot permanent improvements. The sinking fund is
maintained by the Governmental Development Bank of Puerto Hico, agency which acts as the insurer and payer ol the
Municipality's bonds and notes issued in accordance with law.

H. Receivables

Receivable are stated net ol estimated allowances for uncollectible accounts, which are determined upon past collection
experience and current economic condilions. Beceivable from Federal Government represenls amounts owed to the
Municipality for reimbursement of expenditures incurred pursuant to federally funded programs.

l. lnventories

The General, Special Revenue and Capital Project Funds, purchases office and printing supplies, gasoline, oil and other
expendable supplies held for consumption. The cost ol purchases is recorded as expenditure in the appropriate fund and the
inventory is not recorded in the basic financial stalements.

J. Capital Assets

Property, plant and equipment purchased or acquired is carried at historical cosl or estimated historical cost. Conlributed assets
are recorded at fair market value as of the date received. The Municipality's capitalization levels are $500 on personal property.
For improvements other than buildings, the capital outlay must be greater than $10,000, extend the estimated useful life for ten
years, and be greatel than 10% of the original cost of the asset. Other costs incurred for repairs and mainlenance is expensed
as incuned.

27



COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF CULEBRA

NoTES T0 THE BASIC FtNANCtAL STATEMENTS (C0NTtNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

NOTE 1 - SUMMARY 0F StcNtF|CANT ACCOUNTTNG pOLtCIES (CONTTNUED)

J. Capital Assets (Continued)

Depreciation on all assets is provided on the straightline basis over lhe following estimated uselul lives:

Capital Assets Years

Buildings and site improvements
lnfrastructure
Vehicles
Machrnery and equipment

The-Municipality has not updated the additions, retirements and depreciation capital assets and, therefore, is not complying with
GASB 34.

K. Long-Term0bligations

The liabilities reported in the governmenlwide financial statements included general and special obligation bonds and notes,
and other long{erm liabilities, such as vacation, sick leave, litigation, long{erm liabilities to other governmental entities.

In the fund linancial statements, governmental fund types recognize bond issuances cost, during the current period, The lace
amount of debt issued is reported as other financing sources, while bond issuance costs, whether or not withheld from the
actual debt proceeds received, are reported as expenditures.

L. CompensatedAbsences

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

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

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

3. Payment of the compensation is probable.

4. The amount can be reasonably estimated,

20-50
20-50
5-10
5-20
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NOTE 1 - SUMMARY OF StGNtF|CANT ACCOUNTTNG POLtCIES (C0NTINUED)

M. CompensatedAbsences(Continued)

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

for compensated absences, which has been eamed but not taken by Municipality's employees. For the govemmenlwide
statements, lhe cunent portion is the amount eslimated to be used in the following year. For the govemmental funds

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 government-wide presentatjons.

The following is a summary of changes in the balance of Compensated Absences for the iiscal year ended June 30, 2012.

NEW ISSUES

N. lnsurance

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

0. lnterfundTransactions

lnterfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables and payables as
appropriale and are sublect to elimination upon consolidation. Reimbursements occur when one fund incurs a cosl, charges the
appropriate benefiting fund and reduces its related cost as a reimbursement. All other interfund transactions are treated as
transfers. Transfers between govemmental or proprietary funds are netted as part of the reconciliation to the governmenlwide
columnar presentation. The Municipality has the following types of reciprocal and nonreciprocal interfund activities:

* lnterfund loans - Represent amounts provided with a requirement for repayment, which are recorded as'due from'in the
lender governmental fund and 'due to' in the bonower govemmental fund. lnterfund receivables, which are not considered
cunently available flnancial resources, are repo(ed as advances. For amounts not expected to be collected within a
reasonable period, interfund receivables/payables are reduced to the estimated realizable value and the amount lhat is not
expected to be repaid is reported as a transfer from the govemmenlal fund that made the loan.

* lnterfund transfers - Represent flows of assets (permanent reallocation of {inancial resources among govemmental
funds) without equivalent flows of assets in retum and without a requirement for repayment. Transfers are reported as other
financing uses in the govemmental fund making transfers and as other linancing sources in the govemmental fund
receiving transfers.

* lnterfund reimbursements - Represent repayments from the govemmental fund responsible for particular expenditures or
expenses to the govemmental fund that initially paid for them.

BALAI,ICE

JULY t. 20t l

$431093

RETIREMEI,ITS

ANO CURRENT

MATURATES
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MUNICIPALITY OF CULEBRA

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNNUED)

P. Claims and Judgments

The estimated amount ol the liability lor claims and judgments, if any, which is due on demand, such as from adjudicated or

settled claims, is recorded in the General Fund. The Long-Term Liabilities includes an amount eslimated as a contingent liability

or liabilities with a lixed or expected due date, which will require future available financial resources lor its payment.

O. [Jse of Eslimates

The preparation of the basic financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosures ol contingent assets and liabilities at the date of the basic Iinancial slatemenls and the reported

revenue and expenses during the reporting period. Actual result could differ from those estimates.

R. Accounting for Pension Costs

For the purpose of applying the requirements of GASB Statemenl No.27, Accounting \or Pensions by State and Local
Government Enployers (GASB No. 27), the state government of the Commonwealth of Puerto Rico is considered to be the

sponsor of the Employees' Hetirement System of lhe Government ol Puerto Rico and ils lnstrumentalities (EHS) and System
2000, a mulli-employer cost-sharing defined benefit pension plan and a hybrid defined contribution plan, respectively, in which
the employees of the Municipality participate. The Municipality is considered a participant and not a sponsor, of these retirement

systems since the majority of the participants in the alorementioned pension trust funds are employees ol the Commonwealth of
Puerto Rico and the basic financial statements of such retirement systems are part ol the financial reporting entity of the
Commonwealth of Puerto Rico. Accordingly, no portion of the net pension obligation (NP0) related to ERS has been allocated

to the Municipality in the accompanying basic financial statements. The basic Iinancial statements of the Commonwealth of
Puerto Rico report the lolal amount of the net pension obligation of ERS, including any amount that may correspond to the

Municipality.

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

Accordingly, pension costs recognized in the accompanying basic linancial statements are equal to the statutorily required

contributions, with a liability recorded for any unpaid required contributions.

S. Risk Financing

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

negotiated by the Puerto Rico Treasury Department and costs are allocated among all the Municipalities of Puerto Rico.

Cost ol insurance allocated to the Municipality and deducted from the gross property tax collections by the Municipal Revenue

Collection Center ("CR|M") lor the year ended June 30, 2012 amounted to $78,571. The current insurance policies have not

been cancelled or terminated. The CRIM also deducted $73,398 for workers compensation insurance covering all municipal
employees.
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MUNICIPALITY OF CULEBRA

NoTES T0 THE BASTC F|NANC|AL STATEMENTS (C0NnNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NoTE 1 - SUMMARY 0F SrcNtFtCANr ACCoUNTING pOLtCtES (CONTTNUED)

T. Future Adoption of Accounting Pronouncements

- Th. GASB has issued the lollowing accounting standards that have effective dates after June 30, 2012:

.i' GASB Statement No. 60, Accounting and Financial Beporting tor Service Concession Arrangements. This statement is
effective lor periods beginning after December 31, 2012;

- l' GASB Statement No. 61, Ihe Financial Repofting Entity: Omnibus- an amendment ol GASB Statements No. 14 and No.
34. This statement is effective for periods beginning after June 30, 2013;

':' GASB Statement No.62, Codification of Accounting and Financial Repofting Guidance Contained in Pre- November 30,
1989 FASB and AICPA Pronouncements. This statement is effective lor periods beginning after December 31,2012;

v n GASB Statement No. 63, Frnancial Eeponing of Deleffed Outflows of Besources, Deferred tnflows of Resources and Net
Position. This statement is effective for periods beginning after December 31, 201 1;

* GASB Statement No. 64, Derivative lnstruments: Application of Hedge Accounting Ternination Provisions (an amendment
ofGASB Statement No. 53). This statement is effective for periods beginning after June 30, 2013;

- * GASB Statement No. 65, ltems Previously Repotted as Assets and Liabitities. This statement is effective for periods
beginning after December 15, 2012.

n GASB Statement No. 66, Iechnrcal Corrections-21l2-an amendment ol GASB Statements No. 10 and No.62.Ihis
stalement is effective for periods beginning after December 1S, 2012.

{' GASB Statement N o.67, Financiat Bepofting tor Pension Ptans-an amendnent ot GASB Statement No. 25.

* GASB Statement No. 68 Accounting and Financial Reporting fot Pensions-an amendment of GASB Statement No. 27.
This statement is effective lor periods beginning after June 15, 2014.

- ':' GASB Statement No. 69 Government Conbinations and Disposals of Govemment Operations. The requirements of this
statement are effective for government combinations and disposals of government operations occurring in financial
reporting periods beginning after December 15, 2013, and should be applied on a prospective basis.

Except for GASB Statement No. 63, the Municipality's management has concluded that the fulure adoption ol these GASB
Statements will not have a significant impact on the basic financial statement{
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NOTE 2 - CASH AND CASH EQUIVALENTS

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

The Municipality adopted the provisions of GASB Statement No. 40 (GASB No .40), Deposit and lnvestment Bisk Disctosurc, an
Amendnent to GASB Statement A/o.J. This statement requires that state and local governments disclose essential risk
inlormation about deposits and investments. The disclosure requirements cover four mainireas: (1) credit risk, (2) interest rate
risk, (3) custodial credit risk, (4) foreign exchange exposure.

Credit risk - This is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. ln compliance
with the laws and regulations of the Commonwealth, the Municipality has adopted, as it's custodial and credit risk policy, the
Statement of lnvestment Guidelines tor the Government ol the Comnonwealth of Pueno Bico. Accordingly the lVlunicipality
invests only in obligations of the Commonwealth, obligations of the United States of America, certificites of deposits,
commercial paper, bankers' acceptances, or in pools of obligations of the municipalities ol Puerto Rico, which are managed
by GDB. According to the alorementioned investment guidelines, the Municipality does not invest in marketable securities or
any types of investments lor which credit risk exposure may be significant. Therefore, the Municipality's management has
concluded that the Iisk related to any possible loss related to defaults by commercial banks on the Municipality'Jdeposits is
considered low at June 30, 2012.

htgreguqtsrct - This is the risk that changes in interest rates of debt investments will adversely affect the ,air value ol an
inveslment. The Municipality manages its exposure to declines in fair values by: (1) not including debt investments in its
investment porttolio at June 30, 2012, (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, 2012, the Municipality's investments in certificates of deposits are recorded at cost, wirich approximates their fair
value. Therelore, the Municipality's management has concluded that at June 30, 2012, the interest rate risk associated with
the lvlunicipality's cash and cash equivalents is considered low.

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 lhe Statement of lnvestment Guidelines for the Govemmenl of the Comnonweatth ot
Puerlo Rtco lhe bllances deposited in commercial banks by the Municipalily are insured by the Federal Deposit lnsurance
Corporation (FDIC) generally up to a maximum ol $250,000 per depositor. ln addition, public funds deposited in commercial
banks by the Municipality are lully securities pledged as collateral are held, in the Municipality's name, by the agents of the
Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured and uncollateralized. However, no loises related
to defaults by GDB on deposit transactions have been incurred by the Municipality through June 30, 2012. Theretore, the
Municipality's management has concluded that at June 30, 2012 the custodial credit risk issociated with the Municipatity's
cash and cash equivalents is considered low.

Foreign exchanqe risk - The risk that changes in exchange rates wrll adversely affect the value of an investment or a
deposit. According to the aforementioned investment guidelines, the Municipality is prevented from investing in foreign
securities or any other types of investments in which loreign exchange risk exposuie may be significant. AccorOing-ty,
management has concluded that the loreign exchange risk related to the Municipality's deposits is considered low at June
30,2012.
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NoTE 2 - CASH AND CASH EOUTVALENTS (C0NTtNUED)

The Municipality's bank balances in commercial banks ol $2,521,074 in the General Fund and $486,238 in the State
Assignment Fund were fully collateralized at June 30. 2012. ln the Other Governmental Funds there were deposits with
commercial banks ol $143,594 that were fully collateralized.

The deposits at GDB ol $45,652 in the State Assignment Fund, $1,593,895 in the Debt Service Fund and $277,015 in the
Other Governmental Fund, are unsecured and uncollateralized, as no collateral is required to be carried by governmental
banks.

NOTE 3 - RECEIVABLES

A. Federal Grants Receivable

Federal grants receivable in Other Governmental Funds represent expenditures incuned not yet reimbursed by the federal
agencies or the pass{hrough grantors. Followtng is a detail of the Iederal grants receivable:

Desc ption Amount

Community Development Block Grant - State
Program

Child Care Development Block Grant
Special Programs for the Aging Title lll-Part B

Total

$226,814
189,974

22.829

$4!W

B. State Government Receivables

State government receivables represent expenditures rncurred not yet reimbursed by the state agencies. Following is a
detail of the state government receivabies:

Governmental Entity Amount

Puerlo Rico Port Authority
State Department of Labor and Human

Resources - Law 52

Total

$ 4,618

107.662

$112.280
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MUNICIPALITY OF CULEBRA

NoTES T0 TltE BASTC FINANC|AL STATEMENTS (CONflNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE 3 - RECEIVABLES (CONTINUED)

C. Due From and Due To Other Funds

v 
lnterfund receivables and payables at June 30, 2012 are summarized as follows:

Payroll and related accruals paid
General Fund Slate Assignmenl Fund and not reimbursed

Beceivable Fund Payable Fund Purpos€ Amount

Other Governmental Payroll and related accruals paid
General Fund Funds and not reimbursed $ 523,502

State Assignment
Fund

StateAssignment OtherGovemmental
Fund Funds

Other Govemmental
Funds

Total

General Fund account

General Fund Loans belween funds

65,832

1,973,601

228,793

57.654

$2!t9@

Loans between Iunds

Cash pool in the same bank
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NOTE4-CAPITALASSETS

Capital assets; those with an estimated useful live of one year or more Irom the time ol acquisition by the Municipality and a
cost of $25 or more, are primarily funded through the issuance of long-term bonds and loans. A summiry ol capitaiassets and
changes occurring in 2012, including those changes pursuant to the implementation of GASB Statemen[ No. 34, follows (Land
and construction in progress are not subject to depreciation):

Governmental Activities
Balance

June 30, 20ll Additions
Retirements / Balance

Reclassilications June 30, 2012

Capital asset, not being depreciated:
Land

Construction in progress

Tolal capital assets not being depreciated

Capital assets, being depreciated:
Buildings

lnlrastructure
I/lachinery and equipment
Motor vehicles

Total capital assets being depreciated

Less accumulated depreciation lor:
Buildings
lnlrastruclure

Machinery and equipment
lvlotor vehicles

Total accumulated depreciation

Totalcapilal assets being depreciated, net

Governmenlal activities capital assets, net

$ 3,366,886

3.366,886

6,285,605

672,604
r.626.395

8,584.604

(1,439,153)

(670,869)
(1,428.602)

(3.538.624)

5.045.980

$_8,412360

$ 3,366,886

3.366,886

6,285,605

672,604
1.626.39s

8.584,604

(1,439,1s3)

(670,869)
(1.428.602)

(3,538,624)

5.045.980

$_8JU300

Depreciation expenses were n0t charged to the governmental functions/programs:

Governmental activities Amount

General Government
Urban Development
Education

Public Safety
Public Works
Culture and Recreation
Human Services and Wellare

Total depreciation expenses
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NOTE 4 - CApTTAL ASSETS (CONTINUED)

GASB Statement No. 34 requires to retroactively applying the requirements to major general infrastructure assets within at least
four (4) years of lhe adoption of this pronouncement, which is nol later than June 30, 2007. The Municipalig has not updated
the additions, retirements and deprecialion capital assets and, therefore, is not complied with GASB Statement No. 34.

NOTE 5 - ACCOUNTS PAYABLE AND ACCRUED EXPENSES LIABILITIES

Accounts payable and accrued expenses liabilities in govemmental fund financial statements represent expenditures incured
during fiscal year 2011-2012, and not paid by the Municipalig at June 30, 20'12. Following is a detail of thesi accounts payable
and accrued liabilities:

Accounts
Govemmental Funds

General Fund

State Assignment Fund

Other Govemmental Fund

Total

$100,193

20,450

24.884

$145J2z

Accrued
Liabilities

70,868

z0.E6E

Total

171,061

20,450

24.884

216.395

NOTE 6 - DUE TO OTHER GOVERNMENTAL UNITS

As of June 30, 2012, balance due to other govemmental units consists of the following:

Governmental Agency Amount

Aqueduct and Sewer Authority

General Service Administration

Total

$1,250

3.887

$u!!z
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NOTE 7 - DEFERBED REVENUES

A. The deferred revenues of $106,568 in the General Fund relates to the volume of business tax collected in fiscal year 201 1-
2012 that will be earned in fiscal year 2012-2013. ln addition, the $13,981 in the General Fund are the properly taxes thatv 
represents advances lrom fiscal year 201 1-2012, not collected by the Municipality at June 30, 2012.

B. Federal Grants - The deferred revenues presented in Other Govemmental Funds represents the portion ol federal grants
received for which qualifying expenditures have not been incurred. Defened revenues from the federal government are as

_ 
follows:

Program Description Amount

Child Care Food Program $ 39,285

Public Assistance Grants 118,277

Child Care Development Block Granl
ARRA 77

Homelessness Prevention and Rapid
Re-housing Program- ARBA 553

Energy Efficiency and Conservation
Block Grant- ARRA 1,540

Rural Development 3,378

Total $@110

NOTE 8 - GENERAL LONG.TERM DEBTS

Long{erm liability activity tor the year ended June 30, 2012, was as follows:

Beginning
Balance, Bonowings Payments or Ending Due Within

Descriptlon as restated or Additions Deductions Balance One Year

Bonds and Notes Payable $2,450,000 85,000 2,365,000 50,000

Property Tax Debt- Law 42 2,251,258 54,499 2,196,759 57,923

Compensated absences

LllvlS Repayment Plan

Property Tax Debt- Law 146 7,200 343 6,857 343

Health lnsurance Administration 216.723 -_ 216.723

$5350,254 __j 121,573 $5J!3,681 $133200

431,093 32,751 398,342 25,000

1,980 1,980

Total
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NoTES TO THE BASTC FtNANCtAL STATEMENTS (CONTTNUED)
FOB TI{E FISCAL YEAR ENDED JUNE 30, 2012

NOTE 8 - GENERAL LONG-TERM DEBTS (CONTINUED)

A. GENERAL OBLIGATIONS BONDS AND NOTES

The Municipality issues general and special obligation bonds and noles, principally, to provide funds lor the acquisition and
construction of major capital facilities, to pay debt incuned in prior years, and to cover the expenditures of a special event.
Bonds and notes payables as of June 30, 2012, are comprised of the following individual issues:

DESCRIPTION AMOUNT

$2,125,000, Series 2009, Ior construction purposes, payable in annual installments ranging from
$30,000 to $175,000, excluding interests from 1.55% to 7.50%, through July 1 , 2033

$400,000, Series 2011, for operational purposes, payable in annual installments ranging from g10,000
to $35,000, excluding interests lrom 6.00% to 7.50%, through July 1, 2031

Total General Obligations - Bonds

$1,985,000

380.000

$2J05J00

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

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

* Municipal sales taxes resources restricted for debt service.

B. BONDSANDNOTESAMORTIZATION

The annual requirements to amortize the general obligations outstanding as ol June 30, 2012 are as follows:

Year Ending
June 30,

Principal
payment

Interest
payment Total

2013
,n,1L

2015

2016
2017
2018-2022
2023-2027
2028-2032
2033-2037

Total

$ 5o,ooo

55,000
60,000

60,000

70,000
430,000
610,000
855,000
175,000

$2305J00

134,339

173,626

169,500

165,000

160,500

716,256

s30,256
261,378

13,126

2.323.981

184,339

228,626
229,500
225,000
230,500

1,146,256
'1,140,256

'1,116,378

188,126

4,088p81

38



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBBA

NoTES T0 THE BASTC FINANCIAL STATEMENTS (CoNTlNUED)

FOB THE FISCAL YEAB ENDED JUNE 30, 2012

NOTE 8 - GENEHAL LONG-TERM DEBTS (CONTINUED)

C. PROPERTYTAX DEBT-LAW42

The Municipality entered into a repayment agreement with the Government Development Bank for Puerto Bico (GDB) and the
CHIM, to pay off the excess of property tax advances through fiscal year 2000 and 2001. The CHIM retains the payment from
the property tax advances ol the Municipality. The amounts retained by the CRIM are remitted to GDB on July 1 ol each year
through July I , 2032. The outstanding balance of the note payable to the CRll\rl at June 30, 2012 amounted to $2,138,836.

D, COMPENSATEDABSENCES

The government-wide statement of net assets includes $398,342 of accrued sick leave benefits, and accrued vacation benelits,
representing the Municipality's commitment to Iund such costs from luture operations.

E. PROPERTYTAX DEBT-LAW 146

0n September 24, 2002, the CRIM, on behalf of the municipalities of Puerto Rico, entered inlo a financing agreement with GDB
pursuant to the provisions ot Law No. 146 of October 11, 2001. The purpose of this financing agreement was t0 extinguish in
advance certain bonds payable issued by the Public Finance Corporation, a subsidiary of the GDB, which were originally issued
t0 pay certain property tax receivables owned by the municipalities of Puerto Rico through 1996. The outstanding balance of the
note payable to the CRIM at June 30, 2012 amounted to $6,857.

F. HEALTHINSURANCEADMINISTRATION

Liabilities of $216,723 reported in the statement ol net assets represent the balance owed for services provided by the State
lnsurance Health Administration to the Munictpality and not paid at June 30, 2012.

G. LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATION

The Municipality owns a municipal solid waste landfill. However, the Municipality has not adopted the required provisions of
Statement No. 18, ,Accountrng for Municipal Solid Waste Landfill Closure and Post-closwe Care Costs, issued by the
Governmental Accounting Standards Board (GASB No. 18) and the regulations set forth by the U.S. Environmental Protection
Agency (EPA) in its "Solid Waste Disposal Facility Criteria", issued on october 9, 1991. According to these standard and
regulations, the lvlunicipality is required to place a final cover on its landfill site when closed and perform certain maintenance
and monitoring lunctions at the landfill site for 30 years after closure. Although closure and post-closure care costs will be paid
only near or after the date that the landfill stops accepting waste, the Municipality is required to report a portion of these closure
and poslclosure care costs as an operating expense in each period based on landlill capacity used as of each slatement of net
assets date. The accompanying statement of net assets does not include the required liability for closure and post-closure care
costs of the solid waste landfill using current cost allocated based on the actual landfill capacity used at Jme 30, 2012.

ao



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2012

NOTE9-DEBTBETIREMENT

Revenues of the debt service fund consist ol the ad-valorem property taxes, whrch are recognized as revenue when collected

from taxpayers and reported by the Municipal Hevenue Collection Center of the Commonwealth of Puerto Rico t0 the

Municipality.

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

issued by the lltunicipality. Payments are made to the Government Development Bank ol the Commonwealth ol Puerto Rico

from such accumulated funds by the Municipal Revenue Collection Center of Puerto Rico.

NOTE 1O - PROPEHTY TAXES

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

Personal property taxes are self-assessed by taxpayers every year generally using the book value ol personal property assets

owned by the taxpayer at January 1 (assessment date) and reporting such taxable value through a personal property tax return

filed on May 15 subsequent to the assessment date. The total personal property tax rate in force at June 30, 2012 was 6.83o/o

(of which taxpayers pay 5.80o/o and 1.03% is reimbursed by the Department ol Treasury).

Real property taxes are assessed by CRIM. The assessment on real property is made every January 1 and is based on

estimated current values of the property deflated to 1957 market prices. The total real property tax rate in force at June 30, 20'12

was 8.83% (o{ which 7.80o/o is paid by taxpayers and 1.03% is also reimbursed by the Department of Treasury).

Hesidential real property occupied by its owner is exempt by law from property taxes on the lirst $15,000 of the assessed value
(at 1957 market prices). For such exempt amounts, the Department of Treasury assumes payment of the basic tax (4% and 6%

for personal and real property, respectively) to the Municipality, except for property assessed ol less than $3,500 (at '1957

market prices), for which no payment is made.

CRIM is responsible for the billing and collections of real and personal property taxes on behall o{ the Municipality. Prior to the

beginning of each fiscal year, CHIM inlorms the Municipality of the estimated amount of property tax expected to be collected

for the ensuing liscal year. Throughout the year, CRIM advances funds to the Municipality based on the initial estimated

collections. CRIM is required by law to prepare a settlement statement on a liscal year basis, whereby a comparison is made

belween the amounts advanced to the Municipality and amounts actually collecled Irom taxpayers.

This settlement has to be completed on a preliminary basis not later than each December 31. lf CHIM remits to the Municipality
property tax advances, which are less than the property tax actually collected, an additional property tax receivable is recorded

at June 30. However, if advances exceed the amount actually collected by CRIM, an intergovernmental payable is recorded at

June 30.

Law No. 81 provides for the levy ol an annual special tax of 1.03% of the assessed value of all real and personal property not

exonerated Irom taxation. Such special tax is levied and collected by CRIM. Collections of this special tax are remitted to the
Commonwealth's debt service fund lor payment ol debt service on general obligations of the Commonwealth.
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NoTE 10 - PRoPERTY TAXES (C0NTtNUED)

ln addition, 1 .50% ol the total personal and real property taxes collected by CRIM is restricted lor the Municipalily's debt service
requirements and is retained by GDB lor such purposes.

The Additional Lottery System of the Commonwealth (the'Additional Lottery") is an operational unit reported as an enterprise
fund of the Commonwealth, which currently operates several betting alternatives to the citizens ol Puerto Rico. The Additional

Lottery is required every year to dislribute a portion ol ils excess of revenues over expenses as follows:

* Thirty five percent (35%) of its net earnings (defined as the excess of revenues over expenses less an amount earmarked
for the Fund lor Rent and Home lmprovement Subsidy Program lor the Low-lncome Qualifying Elderly) is earmarked to the
municipalities of the Commonwealth, of which a maximum ol $26 million, on an annual basis, is diskibuted to the Municipal
Equalization Fund held by CRIM to cover operating expenses and permanent improvements of the municipalities.

.l An additional amount nol exceeding $'16 million, on an annual basis, is distributed to the Municipal Equalization Fund,

provided it is within the 35% corresponding to the municipalities of the Commonwealth. When the accumulated municipal

appropriations from the municipalities' Puerto Rico Health Reform are covered up to June 30, 1997, these resources will be

assigned to the Health lnsurance Administration, a component unit of the Commonwealth.

NOTE 11 - VOLUME OF BUSINESS TAXES

The l\4unicipality is authorized by Law No. 81 to impose and collecl municipal license taxes on all lrade or business activities

operated by any natural or legal person within the territorial area of Culebra. This is a self-assessed tax generally based on the

business volume measured by gross sales. The Municipality establishes the applicable tax rates. At June 30,2012, the

municipal tax rates imposed by the Municipality were 1.50% for financing institutions and 0.50% for other types of taxpayers.
Any taxpayers that have been granted with partial tax exemptions under any of the incentive tax laws of the Commonwealth
ultimately pay municipal license taxes at reduced tax rates, generally between 60% and 90% under standard rates.

Each taxpayer musl asses his/her conesponding municipal license tax by declaring his/her volume of business through a tax

return to be filed every April 15 based on the actual volume of business generated in the preceding calendar year.

Taxpayers with a sales volume of $3 million or more must include audited financial statements with their tax returns. The tax can

be paid by the taxpayer in two equal installments due on July '15 and January 15, subsequent to the filing of the declaration.

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

while the second installment ol the tax covers the six-month period ended June 30 of the subsequent calendar year. lf a
taxpayer elects to pay the tax in full on the tiling date of the declaration (generally April 15), a 5% discount is granted

automatically on the lotal tax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a luture liscal year) are recorded as deferred revenues in

the GWFS and the GFFS (See Note 7).
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NOTE.I2 - SALES TAXES

On Juty_4, 2006, the Legislature of the Commonwealth of Puerto Rico approved Act No. 117 (,,Act 112,), which amends the
Puerto Rico lnternal Revenue Code of 1994 to provide for a sale and use tax ol 5.5% to be imposed by the Commonwealth
Government. Act '117 also authorizes each municipal government to impose a municipal sale and uie tax of 1.5%. This
municipal sales and use tax has in general the same tax base and limitations (except for unprocessed foods) as those provided
by the Commonwealth's sales and use tax.

Section 6189 of the Puerto Rico lnternal Revenue Code of 1994, as amended, authorizes the Municipalities in puerto Rico to
impose a sales and use lax to consumers. This tax must be imposed in conformity with the base, exemptions and limitations
contained Subtitle BB of the code. The Municipal Sales Tax is specifically imposed over all sales transaciions of taxable items
and combined transactions (as delined by the municipal internal regulation) taken place within municipal limits. The Municipal
Tax. is also specilically imposed over the purchase price lor the use, storage or consumplion of taxable transactions (as defined
by the municipal internal regulation) taken place within municipal limits.

The Municipal Legislature approved the imposition of the municipal sales and use tax, effective on July 1, 2006. lndividuals,
organlzations and entities subject to collect the municipal sales and use tax must lile a tax return to lhe Municipality. Tax is due
each 20th day of each month based on tax collected in the preceding month. The Municipal ordinance does noi impose specific
restrictions or limitations on the use of the municipal sales and use tax resources. Resouices are recorded in the general Iund of
the Municipality.

NOTE 13 - INTEBGOVERNMENTAL REVENUES

lntergovernmental revenues consist primarily of funds received from the Commonwealth of puerto Rlco, ,,in lieu ol tax"
paym€nts from the Quasi-public Corporation, Puerto Bico Electric Power Authority, and federal {inancial assistance received
from lederal government. Grants and subsidies received lrom the Commonweafth;f puerto Bico and federal agencies include,
among others, a general subsidy for urban development and capital improvements.

lntergovernmental revenues aIe accounted for through the General Fund except lor those direcfly related to urban development
and capital improvements, which are accounted for through the State Assignment, Sales Tax and Loans Funds.
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NOTE 14 - EMPLOYEE'S REIIREMENT PLAN

The Employee's Retirement System of the Governmenl ol Puerto Rico and its instrumentality (ERS) is the administrator of a
cost-sharing multiple-employer retirement system established by the Commonwealth of Puerto Rico. The ERS was created
under the Act 447, approved on May 15, 1951 , as amended, and became effective on January 1 , 1952. EHS 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 retirement systems.

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of Agencies and Public
lnstrumenlality, Assistants ol the Govern0r, the Comptroller of the Puerto Hico, Gubernatorial Board and Committee appointees
and Experimental Service Station employees. ERS provides retirement, death and disability benelits. Disability retirement
benelits are available to members for occupational and non-occupational disabilities. Retirement benefits depend upon age at
retirement and number ol years ol credited service. Benefits vest after ten years of plan participation.

The Municipality adopted the requirements of GASBS No. 25 for all the career employees that are covered under the
Commonwealth ol 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, lor which, the employee amount is withheld from
salaries. Covered employees are required by Commonwealth statute to conkibute 5.775olo for the first $550 of monthly salary
plus 8.275% Ior the excess ol this amount, or on the alternative, 8.275% of all salary. The Municipality 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. All employees
active in the syslem as of December 31, 1999 may elecl lo transler from define contribution programs to the new savings
program (a defined conlribution plan). Employees in the savings program may now contribute from a minimum of 8.275% up to
a maximum of 10o/o of their monthly salary, and will invested in an account which will either: (a) earn a {ixed rate based on the
two-year Constant Maturity Treasury Note or, (b) earn a rate equal to 75% ol the return ol the System's investment portfolio (net

of management lees), or (c) earn a combination of both alternatives. lf at time of retirement accumulated benefits amount to
$10,000 or less may elect to receive a lump sum distribution up to the accumulated benefits. Under the new program the
retirement age is reduced from 65 to 60 for those employees who joined the current plan on or after April 1, 1990.

The pension benefit for participants who retire with less than 30 years ol service is computed atlhe rale ol 1%% of their average
compensation for each year of credit service lor the remaining years. The System also provides lor death and disability benefits
and the assets ol the System pertaining to the participant employees.

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

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

* Future pension payments rellect an assumption of a 6% salary increase.
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NOTE.I4 - EMPLOYEE'S RENREMENT PLAN (CONTINUEO)

All employees that do not elect to transfer for the new program and who at the time of employment are 55 years old or less are

eligible to participate in the System. Pension benelits for participants with 30 years ol service are as follows:

YEARS OF
SERVICE

30 or more

30 or more

PARNCIPANT'S
AGE

55 or less

58 or more

PENSION BENEFITS

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

75% of the average of the three years of highest salary during the

employee's service period.

75% of the average ol 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 ol the total pension benefit obligation is based on a standardized measurement established by GASBS No. 27,

Financial Bepofting fot Defined Benefit Pension Plans and Notes Disclosure for Defined Contributions P/ans. The standardized

measurement is the actuarial present value of estimated defined pension benefits, adjusted lor the effects of pqected salary

increases and step-rate benelits, estimated to be payable in the future as a result of employee services performed to date. The

measure is intended to help users assess the System's funding status on a going-concern basis, assess progress made in
accumulating sufiicient assets to pay benefits when due, and make comparisons among other public retirement systems. The

measure is independent of the actuarial Iunding method used to determine contributions to lhe plan.

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

readily available.

Contributions in 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 differ from the required actuarial contributions are nol known.

The total pension expenditures recorded in the category of administration lor the Fiscal Year Ended June 30, 2012 was

approximately $114,039. All employees who at the time of employment are 55 years old or less are eligible to participate in the

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

The historical trend information regarding the accumulation of assets and pensi0n benefit obligation in the ERS is not available.
For the ten-year trend information, refer to the separately issued financial statements of the ERS as of and lor the liscal year

ended June 30, 2012. The P.R. Retirement Plan Administration provides additional information ol the ERS. They issue a public

available linancial report that includes financial statements and required supplementary information for EHS, as a component

unit of the Commonwealth ol Puerto Rico. That report may be obtained by writing to the Administration at PO Box 42003,

Minillas Station, San Juan, P.R. 00940.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CULEBM

NOTES TO THE BASIC FtNANCtAL STATEMENTS (C0NTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

NOTE 15 - CONTINGENCIES

A. CLAIMSANDJUDGMENTS

The Municipality is, at present, a defendant in a number of legal claims amounting to g1.2 millions that arise from alleged
improper application of policies and negligence in the ordinary course of the Muntcipaiity's activities.

It is management's opinion, based on the advice of lhe legal counsel, that the potential claims against the Municipality not
covered by insurance will not materially affect the financial resources for its payment.

ln addition, the Municipality is a defendant or co-defendant in several legal proceedings, which are in discovery stage. Certain of
these claims are covered by insurance. Legal counsels with the information cunently available can not determine the linal
outcome of lhese proceeding. However. it has been the Municipality's experience that such actions are seftled for amounts
substantially less than the ciarm amounts.

B. FEDEML GRANTS

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

C. CONSTRUCTION

The Municipality had commitments at June 30. 2012 ol approximately $1 000,000 for the construction, improvements, or
renovation of several capital facilities and the capital assets.

D. OTHER COMMITMENTS

At June 30, 2012 the General Frrnd had commitments of approximately g219,522 for executory purchase orders or contracts
that will be honored during the subsequent year.

NOTE 16 - FUND BALANCE

As ol June 30, 2012, the fund balance (dellcit) classifications are as follows:

Other
Governmental

State Debt
Assignment Service

Fund Fund

Restricted for:
Public Satety
Human Services ano Weirare
Urban Developmenl
Education
DebtServi.p

Assigned for:
Hirman Services and Welfare
[Jrban Developmeni

Unassigned

TotalFund Balance

2 652 620

,,sm.rti

1503.256

35

8,533
2,678,632

50.673
1,503,756

35

8.533
26.012
50,673

198.575

1,693,175

{i.c89.043r

$:qq2z01 r.!ir.!r4,1

- 198,575
- 1,693,175

- I 1.08S 043)

----85253 -L0rg3:i6



COMMONWEALTH OF PUERTO RICO

tiiluNlClPALlTY 0F CULEBRA

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE 17 - ACCOUNTING CHANGES AND RESTATEMENTS

A. GOVERNMENTAL FUND FINANCIAL STATEMETTS

The following restatements have been made in the governmental fund financial statements, which are reported as an
adjustment to the beginning fund balances:

State Sales Debi Other
General Assignnent Loans Tax Service Govemmental

Descriplion Fund Fund Fund Fund Fund Funds Tolah

Fund balance, beginning

To adjusl interlund balances
Malor fu nd reclassilicalion

$ (703,746) 3,136,140 326,558 627,096 1,163,769 84,788 4,634,605

367,258 (178,896) (326,558) (138,196)
627.096 (627.096)

Fund balance, beginning as rcstaM $_29080! 2lEZql 1J63i09 f4.Z0i |.|90.{09

B. GOVERNMENTAL WIDE FINANCIAL STATEMET{TS

The lollowing restalements have been made in lhe govemmental wide financial statements, which are reported as an
adjustment to the beginning nei assels:

Description Total

$7,724,954
(138,196)

Net assets, beginning as restated $ZJEOJ5E

NOTE 18 - SUBSEOUENT EVENTS

Management has evaluated subsequent events through April 30, 2013, which is the date the financial statements were available
to be issued and determined that no material subsequent events requhe an estimate to be recorded or disclosed as of June 30,
2012.

Net assets, beginning
To eliminate interfund receivables
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CO]TIMONWEALT}I OF PUERTO RICO
MUNICIPALITY OF CULEBRA

BUDGETARY COMPARISON SCHEDULE. GENERAL FUND
(SEE NOTES TO BUDGETARY COMPARISON SCHEDULE)

FOR I}IE FISCAL YEAR ENDED JUNE 30, 2012

Budqeted Amounts
original Final

Variance with
ActualAmounts FinalBudget

(BudgetaryBasis) Positive
(See NoteA) (Neqative)

REVENUES:

Property taxes
Volume ol Business Taxes
lntergovemmental Revenues
Licenses, permits and other local taxes
Bent of Property
[riscellaneous
Prior Year Allocation

Total revenues

EXPENDITURES, ENCUMBBANCES AND
OTHEB FINANCING USES:

Current:
Mayor and Municipal Legislature
General Government
Public Salety
Public Works
Cullure and Becrealion

Sanitation
Human Service and Welfare

Total expenditures, encumbrances and other
linancing uses

EXCESS (DEFIC|ENCY) OF BEVENUES oVER
(UNDER) EXpENDtTURES, ENCUMBBANCES
AND OTHEH FINANCING SOURCES (USES)

$ 408,320
165,379

2,726,441
351,587
26,312

684,378

4.362.417

666,591

2,1n,n9
202,613
557,510
187,5r'l
288,085
282.368

4.362.417

408,320
't6s,379

2,726,441
351,587

26,312
684,378
200.000

4.562.417

707,298
2,248,246

202,613

612,748
204,011

296,08s

291.416

4.562.417

408,319
150,008

2,666,208
239,322

18,762
126,220

3.608.839

615,901

1,876,017
138,422

515,016
180,564

336,057
242,028

3,904,005

_1295J66)

(1)

(15,371)
(60,233)

(112,26s)
(7,550)

(558,158)
(200.000)

(953.s78)

91,397

372,229
64,191
a7 7't

23,447
(39,972)

49,388

658.412

_e95J!0)
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF CULEBBA

NOTE TO BUDGETARY COMPARISON SCHEDULE- GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE A - EXPLANATION OF DIFFERENCE BETWEEN BUDGETABY INFLOWS AND
OUTFLOWS AND GAAP REVENUES AND EXPENDITURES

Explanation of Diflerences:

Sources/inllouys ol resources:
Actual amounts (budgetary basis)'availabre ,or appropriation'lrom rhe budgelary comparison schedure

Differences-budget to GMp:
Prior and current GMp adjustments to revenues

Total revenues and. other financing sources as reported on the statement ol revenues, expenditures, and
changes in ,und balances

Uses/outllows ol resources:
Actual amounts (budgetary basis)lotar charges to appropriations" from the budgetary comparison schedure

Diflerences-budget to GMp:
Prior Year expenditure are not outfrows or budgetary resources but are expenditure for rinanciar purposes
Encumbrances for supplies and equipment ordered'but not received are reported in the year
the order is placed for budgetary reporting purposes
GAAP adjustmenl to expendilures

Total expendilures and other financing uses as reporred on lhe statement of revenues, expendilures, and
changes in fund balances

$3,608,839

1.200,817

$480_9S56

$3,904,005

45,548

(219,s22],

569.70'1

$4299J32
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Nr€v€s v€rRzQU€Z & CO., P.S.C.
(ertif ied Publi< flccounto;ffi

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

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

To the Honorable Mayor and
Municipal Legislative Body

Municipality ol Culebra
Culebra, Puerto Rico

We have audited the linancial statements of the governmental activities, each major fund, and the aggregate
remaining lund information o{ Municipality ol Culebra, Puerto Rico, as ol and for the year ended June 30,2012, which
collectively comprise the Municipality ol Culebra, Puerlo Rico's basic linancial statements and have issued our report
thereon dated April 30, 2013. We expressed an adverse opinion on the linancial position ol the governmental
activities at June 30, 2012 and the related change in financial position lor the year ihen ended due to several GAAP
departures. We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

lnternal Control Over Financial Reporting

Management of the Municipality is responsible lor establishing and maintaining etfective internal control over financial
reporting. ln planning and performing our audit, we considered the Municipality's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose ol expressing our opinions on the linancial
stalements, but not for the purpose of expressing an opinion on the eflectiveness of the Municipality's inlernal control
over linancial reporling. Accordingly, we do not express an opinion on the elfectiveness of lhe Municipality's internal
control over financial reporting.

A deficiency in internal control exists when the design or operation ol a control does not allow management or
employees, in the normal course ol performing their assigned {unctions, to prevent, or detect and conecl
misstatements on a timely basis. A material weakness is a deficiency, or a combination ol deliciencies, in internal
control such that there is a reasonable possibility that a material misstatement of lhe entity's linancial statements will
not be prevented, or detected and conecled on a timely basis. We consider the deliciencies described in the
accompanying schedule of lindings and questioned coststo (as items 12-ll-l and121l2)be malerial weaknesses.

A signiticant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
malerial weakness, yet important enough to merit attenlion by those charged with governance. We consider the
deficiencies described in the accompanying schedule ol lindings and questioned costs to be signilicant deficiencies.
(ltems 12-ll-3 and 12-ll-4)

4! I Mu6oI flivsro Hvonus, sulto I14, S.on Juon, fusrro fltco 0091g . Telephone (7g7) 950-17l g . Telltor:(787) 950.1 713
hnpy'/uu,l!.ntovGloz.rom . (.Moll: nbdbi0oiiu].;ot



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
(Continued)

Our consideration of internal conkol over financial reporting was for the limited purpose described in the preceding

paragraph and was not designed to identify all deficiencies in internal control over financial reporting that might be

significant deficiencies, or material weaknesses and therefore, lhere can be no assurance that all deficiencies,

significant deficiencies, or material weaknesses have been identified. However, as described in the accompanying

schedule of findings and questioned costs, we identified certain deficiencies in internal control over financial reporting

that we consider to be material weaknesses and other deficiencies that we consider to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality's financial statements are free of material

misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant

agreements, noncompliance with which could have a direct and material effect on the determination of financial

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

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

noncompliance or other matters that are required to be reported under Government Auditing Standards and which

are described in the accompanying schedule of findings and questioned costs as items 12-ll-1, 12-ll-2, 12-ll-3 and

12-|-4.

We noled certain olher matters that we reported to management of Municipality of Culebra in a separate letter dated

April 30, 2013.

The Municipality of Culebra's response to the findings identified in our audit is described in the accompanying

Schedule of Findlngs and Questioned Costs. We did not audit the Municipality's response and, accordingly, we

express no opinion on it.

This report is intended solely for the information and use of management, Legislative Body, others within the entity,

and federal awarding agencies and pass-through entities and is not intended to be and should not be used by anyone

other than theses specified parties.

San Juan, Puerto Rico
April 30, 2013

Stamp No. 2672778 of the Puerto Rico Sociely
Of Certified Public Accountants was
Affixed to the record copy of this report.

T)r;,* t/. /Tz / 1., /.s.c.
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Nl€v€s v€rnzQuez e co., P.S.C.
Certified Prbti. H.

To the Honorable Mayor and
Municipal Legislative Body

Municipality ol Cutebra
Culebra, Puerto Rico

Compliance

LtIl* alditedIt/unicipality of Culebra compliance with the types of compliance requirements described in the
0MB Circular A-133 Compliance Supplement that could have diiect and material efleci ol the Municipality,s major
fedeml programs for the year ended June gO, 2012. The Municipality of Culebra malor teOeral programs are
identilied in lhe summary of auditor's results section of the accompanying ichedule of tindings ano questioned costs.
Compliance with the requirements of laws, regulations, conlracts, and granls applicable to each of its major federal

PIoSIq,l is the responsibility of Municipality's management. Our iesponsibility is to express an opinion on
Municipality's compliance based on our audit.

We.conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to linancial audits containei in Governrient Aulltingttrnourd., issued by the
Comptroller General of the United States; and OMB Circular A-133, Audjts of States, LoJal Governmenls and Non-
Prolit organizations. Those standards and oMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requilirenis relened to above
that could have a direct and materiat.eflect on a major tederal piogram occurred. An audit includes examining, on a
test basis, evidence about Municipality of Culebra compliance wii-h those requirementi .nl f.rro,ring such other
procedures as we considered necessary in the circumslances. We believe that our audit provloei a reasonable basis
for our opinion. our audit does not provide a legal determination of Municipality of cu[uri compriance with those
requiremenls

As described 
.in, 

item(s), 12-lll-l and 1.2)ll'2 in the accompanying schedule ol lindings and questioned costs,
Municipality ol Culebra, did not comply with requirements' that are applicable to itj Compliance with such
requirements is necessary, in our opinion, lor Municipality of Culebra, to comply with the requirements applicable ro
that program.

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

401 Mu6oz fflvoro ffvenue. sulte 314, son ruon. Puerto Etco 00glg.Ielcphone (7g7) g5o.l7lg. TetlFor:(787) 950.1713http;//rxu,u,.nt0votoz.<om . (-Moit, .l;;ffi0--dq;l:;rire- 
, , ,. ,v',e^'\,
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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

(Continued)

ln our opinion, except for the noncompliance described in the preceding paragraph, Municipality of Culebra,
complied, in all material respects, with the compliance requirements referred to above that could have a direct and
material effect on each of its maior federal program for the year ended June 30, 2012. The results of our auditing
procedures also disclosed olher instances of noncompliance with those requirements, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of findings
and questioned costs as item 12-lll-3,12-lll-4 and 12-lll-5.

lnternal Control Over Compliance

Management of Municipality of Culebra, is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal programs. ln
planning and performing our audit, we considered Municipality of Culebra's intemal control over compliance with the
requirements that could have a direct and material effect on a major federal program to determine the auditing
procedures for lhe purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on lhe
effectiveness 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 of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control over compliance that might be
significant deficiencies or material weaknesses and therefore, there can be no assurance that all deficiencies,
significanl deficiencies, or material weaknesses have been identified. However, as discussed below, we identified
certain deflciencies in internal control over compliance that we consider to be malerial weaknesses and other
deficiencies lhat we consider to be signrficant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a conhol over compliance
does not allow management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and conect, noncompliance with a type of compliance requirement of a federal program on a limely basis. A
material weakness in inlernal control over compliance is a deficiency, or combination of deficiencies, in internal
control over compliance, such that there is a reasonable possibility that material noncompliance wilh a type of
compliance requirement of a federal program will not be prevenled, or detected and corected, on a limely basis. We
consider the deficiencies in internal control over compliance described in the accompanying schedule of finding and
questioned costs as items 12-lll-1 and 12-lll2lo be material weaknesses.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE

A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGMM AND ON INTERNAL CONTROL

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
(Continued)

A significant deficiency in intemal control over compliance is a deliciency, or a combination of deficiencies, in inlernal

conlrol over compliance with a type of compliance requirement of a federal program that is less severe than a
malerial weakness in internal control over compliance, yet important enough to merit attention by those charged

with governance. We consider lhe deficiencies in internal control over compliance described in the accompanying

schedule of findings and questioned costs as items 12-lll-3, 12-ll1-4 and 12-lll-5 to be 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. We did not audit Municipality of Culebra's responses and, accordingly, we express

no opinion on the responses.

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

federal awarding agencies, and pass-through entities and is not intended to be and should not be used by anyone

other than these specified parties.

San Juan, Puerto Rico
April 30,2013

Stamp No. 2672779 of the Puerto Rico Society
of Certified Public Accountants was affixed
to the record copy of this report.

7/r,^ [/lrE y'4,P-s c
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COMMONWEALTH OF PUERTO RICO

MUN]CIPALITY OF CULEBRA

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30,2012

Fe&nl CFDA Pas9-llh'otr{,h EtW
Nur etl{o A l&nlrlvitlo Nunbet tNoE JlFe&nl Gnnlodpassrhtouoh eru orlpnonn ot Clusklt7rth

U.S. Deparlmert ol Aoriculture

Direct Programs:

Rural Business Enterpdse Grants

Pass-Through the Commonwealth ol puedo Rico - Department of Education:

Child and Adult Care Food program

Tolal U.S. Department of Agriqrhure

U.S. Deoartment ol Housino and Urban Development

lndirect Programs:

Pass-Through Stale - Ollice of lhe Commissioner of Municipal Alfairs:

Community Developmeflt Block Grants - State,s progxam

Cornmunily Development Block Granls - Slale program (Recovery Act Funded)

Total Community Development Bock Grants _ Cluster

Pass-Through Slale - Slate Deparlment of Family:

Homelessness Prevention and Rapid R+Housing program (Becovery Ac1 Funded)

Total U.S. Department ol Housing and Urban Developmenl

U.S. Deoartment ol Heallh and Human S€rvice

Pass-Through State - Oflice of Govemol Regimal Elderly Ottice:

Special Program lor Aging, tfle t, pad B

Pass-Though Stale - Adminislralion for Children and Families:

Child Care and Development Block Grant

Tolal U.S. Department ol Health and Human SeMce

TOTAL EXPENDITURES OF FEDERAL AWARDS

10.769 Not Availabte

10.558 Not Avaitabte

Feded Exlf,fttin Es
Itlobs l and 4l

$ sl,916

21.82

73.798

436,200

21a23

458.023

5.703

463.7

12.686

147,975

160.661

$090Jgi

14.28

14.25s

Various

0&AB-AR.002

14.257 Nol Available

93.045 Not Availabte

93.575 Nol Avaitable
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30,2012

1. GENEHAL

The accompanying Schedule of Expenditures of Federal Awards includes the lederal grant activity of the
Municipality of Culebra, Puerto Rico (Municipality) and is presented on the modiled iccrual basis. The
inlormation in this schedule is presented in accoidance with the requirements of OMB Circular A-,l33,
Audits ot States, Local Government and Nonprofit Organizations. Therefore, ror. urornt. pniented in this
schedule may dilfer from amounls presented in, or used in the preparation ol, the governmental lunds
financial statements. The reporting entity is defined in Note 1 1R1 to tne gorernr."nt.l lunds financial
statements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures ol Federal Awards is prepared lrom Municipality's accounling
records and is not intended to present financial position or the results of operations. ihe i/unicipality in
accordance with the terms records the linancial transactions and conditions of ihe grants, which are consistent
with accounting principles generally accepted in the United States ol America. Exp-enditures are recognized in
the accounting period in which the liability is incuned, if measurable or when actually piiO, ,rf,icn.r.r o..rrs
first.

FEDERAL CFDA NUMBER

The CFDDA numbers included in this Schedule are determined based on the program name, review of grant
contracl information and the Oflice of Management and Budget's Catalogue ol'Fed'eral Domestic Assistance.

PASS-THROUGH GRANTOR'S NUMBEH

Slate or local government redistribulions of federal awards to the Municipality, treated as if they were received
directly from the lederal government. OMB Circular A-133 requires the Schedule to include the name of the
pass-through entity and identifying number assigned by the pass{hrough entity lor lederaia*aros receiveo as
a sub-recipient. Numbers identilied as N/AV are not availabie.

MAJOR PROGRAM

Major program is identified in the Summary of Auditor's Results of the Schedule of Findings and euestioned
Costs.

4.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALIW OF CULEBRA

NOTES TO SCHEDULE OF EXPENDTTURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30,2012

V 6' RECONCILING OF EXPENDITURES PRESENTED IN THE SCHEDULE OF EXPENDITURES OF
FEDERAL AWARDS TO THE EXPEND]TURES PBESENTED IN THE GOVERNMENTAL FUNDS
FINANCIAL STATEMENT

Amounts included in the accompanying schedule agree with the amounts included in the basic financial
v statemenls as follows:

Fedenl Other FinanciatFund Assislance Assistance Stafements

Other Governmentat Funds $69S;- t44pz0 S43lo
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

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

Section l. Summary of Audit Results

Part l. Financial Statemenls

1. Type of audit report issued - Governmental Activities Adverse2. lnternal control over financial reporting: Mayor lunds and
aggregate remaining lund information Unqualified
.t Materiat weakness (es) identified? x yes No.t Significant de,iciency (ies) identifred? rl/es No3. Noncompliance material lo financial stalement noted? yes T f.fo

Part lt. Federat Awards

1. lnternal control over major programs:

* Material weakness (es) identified? x yes No
Significant deficiency (ies) identifiedZ lVes - No

2. Type of auditors report issued on compliance
for major programs: Oualified

3. Any audit tindings disclosed that are required to be
reported in accordance with 510(a) of OMB Circular 4_133? lyes _ No

4. ldentilication ol major programs:

Name ol Federal Proqram or Cluster

Community Development Block Grant
ARRA Community Development Block Grant

5. Dollar threshold used to distinguish between Type A and

Type B programs

6. Auditee qualified as low-risk auditee?

CFDA Number (s)

14.228
14.255

$300,000

_Yes x No
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF CULEBRA

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

Financial Statement FindinqsSection ll.

FINDING

HEQUIREMENT

CONDITION

CBITEHIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

12-il-1

SIGNIFICANT DEFICIENCIES OVER PROPERTY, PLANT AND EOUIPMENT

The Municipality has not maintained comprete and adequate records in order to
obtain sufficient, competent evidential matter with respect to the capital Assets
reported in governmenlal activities and, accordingly, the amount by which this
departure would alfect the assets, nel assets, and eipenses of lhe governmental
activities is not determinable. This linding is repeated irom prior years.

Chapter lX, Article 9.002 of State Act Number 81 of August 30, lgg1 states that
the luunicipality should maintain updated property accounting records. Atso, the
GASB statement No.34 requires that ail capitar assets, inciuding inrrastruciure,
must be presenled in the statement ol Net Assets and that these assets musr be
depreciated during its useful life.

competent and sufficient evidentiar matter rerated to the capitar assers was not
available to support the value, completeness and ownersiip of these capital
assets.

The. Municipality's Government wide Financiar stalements do no present fairry,
the.linancial position of the governmental acrivities, and the change in nel asseis
ol the Municipality.

We recommend that the Municipality should continue lhe compilation of
documents to support the varue, compreteness and ownership of its capitar assets,
to comply with lhe requirements ol the GASB Statement No. 34.

None

See Conective Action Plan attached to this report (pages 76 _ B1).
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CULEBRA

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

Section ll. Financial Statement Findings

FINDING

CATEGOHY

TOPIC SENTENCE

CONDITIONS

CRITERIA

CAUSE

12-t-2

INTERNAL CONTROLS

ACCOUNTING SYSTEM

The accounting system and manuals used by the Municipality to account and
register the linancial transactions during the liscal year does not provide lor the
summarization ol transactions that permit the preparation of Municipality's linancial
stateme-nts in conlormity with the General Accepted Accounting principles of the
United States of America (GAAP). This finding is repeated lrom prior year.

According to Article 8.010(a) and (b) of Law Num. 81 for the Municipalities ol
Puerto Bico, the computerized system and the procedures ol accounling and
property will be design so that it allows the Municipality to carry out its functions, at
the same time as they serve to maintain an unilorm and coordinated accounting,
that provide a complete picture ol the linancial operations ol the Municipality an-d
the necessary linancial inlormation that assist the Munhipality Legislalure, the
Governor, and the Secretary of the Puerto Bico Treasury Department in the
performance of its respective responsibilities. Municipalities accounting will be
based on lunds, Generally Accepted Accounting principles and the requirements
established by the Governmental Accounting Standard Boards.

Municipality's accounting system and linancial reports are subject to State,s
agencies requirements, which does not allow nor provide the Municipality wilh the
necessary tools capable ol recapturing the linancial inlormation and provide
financial statements.
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Section ll. Financial Statement Findings

FINDING

EFFECT

RECOMMENDATION

12-ll-2 (Continuation)

The lack of an adequate accounting system which can captures a[ the linancial
informalion and generates Municipality's financial statements lor each fiscar year
affect the Municipality ability to measure the linancial and non{inancial
performance of programs and activities; adequately safeguard significant assets
and properly record various transactions; and hinder the Municiparity rrom having
reliable financial information to operate in an economical, efficient, and effectiv6
manner.

sound decisions on the cunent results and future direction of vital programs and
policies are made more difficurt without timery, reriable and usefur financial
perlormance inlormalion.

The Municipality should establish and implement the necessary
allow the summarization of the financial kansactions in ordei
linancial statements in coniormity with GAAp.

QUESTIONED COSTS None

MANAGEMENT RESPONSE see conective Action pran attached to rhis report (pages 76 - 81).

measures that
to prepare the
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Section ll. Financial Statement Findings

- F|ND|NG 12-il_3

REQUIREMENT MUNICIPAL SOLID WASTE LANDFILL - GASB 18

c.NDroN 
li,?xT?l#ly^ififflli[f,ffiffiT:l.J:.1?i;::,":.:ilT::nffi[TJ:
of the municipal solid waste landrill.

CRITEHIA The Governmental Accounting standards statement No. 1g, Accounting for
Municipar Sorid waste Landfiil crosure and post-crosure care cosr require thit the
Municiparity maintain adequate accounring records to support the estimated
closing and post closing care cosl.

CAUSE The Municipality does not have the resources to determine the required closing
and post closing care cost of it landiill.

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

RECoMMENDATIoN We recommend the Municipality to hire an external professional source lo
etermine the closing and post closing care cost to comply with GASB No. 18.

QUESTTONED COST None

MANAGEMENT BES,ONSE See Corrective Action pran attached to this report (pages 76-81).
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Section ll - Financial Statement Findings

F|ND|NG 12_il-4

REQUIBEMENT Supporting paymentDocuments

CONDITIONS During our disbursement test for Rural Development Project "Market place,, we
noted that the supporting documents for a payment of $51,g47 could not be
located by the municipality oflicials and, therefore, could nol be examined by us.

CRITEHIA Chapter XVl, Article 16.014 ol State Act Number Bl of August 30, 1991 states that
the Municipality should assign an accountant lo maintain pioper accounting
records including supporting payment documentations.

CAUSE The designated accountant has not maintained proper and updated accounling
records.

EFFECT The Municipality officials could be issuing checks without the required supporting
documentation.

QUESTIONED COSTS Cost of $51,847 is questioned.

MANAGEMENT RESPONSE see conective Action pran attached to this report (pages 76-8l ).
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Section lll - Federal Award Findings and euestioned Costs

FINDING

CATEGOBY

REQUIREMENT

NONCOMPLIANCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

BECOMMENDATION

12-ilt- t

coMMUNtTy DEVELOPMENT BLOCK GRANT/SMALL CtTtES (CDBG) (CFDA
NO. 14.228) DEPARTMENT OF HOUSTNG AND URBAN DEVELOPMENT
PASS.THROUGH STATE-OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS

Compliance and lntemal Control

Equipmenl and Real Property Management

Federal Program Department does not have a property register that includes alr
the required information; it only includes lhe property number and its description.
Also, no physical inventory has been taken in the lasitwo years.

Subpart C, 24 CFR 85.32 (dX1), states that property records must be maintained
and its shall includes: a description ol the property, serial number or other
identification number, the source of property, percentage of Federal participation in
the property, the location, use and condition of ihe property, any ultimate
disposition data including the date of disposal and sales price of properfu. Also, a
physical inventory of the property must be taken and the resurt reconcired with the
propefi records at least on every two years, respectively.

The Municipality does not maintain the appropriate inrormarion on the rear property
records to assure that il is in accordance with the lederal regulation.

The Municipality is not in comptiance wirh Subpart C,24 CFR S5.32 (dX1).

The Municipality should revise and update its property records according to the
lederal regulation.

MANAGEMENT RESPONSE See conective Action pran attached to this report (pages 76-8r).
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Section lll - Federal Award Findings and euestioned Costs

FINDING

CATEGORY

REQUIHEMENT

NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

CRITERIA

CAUSE

12-|lt-2

coMMUNtW DEVELOPMENT BLOCK GRANT/SMALL CTT|ES (CDBG) (CFDA
NO. 14.228) DEPARTMENT OF HOUSTNG AND URBAN DEVELOPMENT
PASS.THROUGH STATE-OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS

Compliance

Suspension and Debarment

Lack of Control Over Suspension and Debarment

The Municipality does not have procedures in prace to verify the status of an entity
as t0 suspensions and debarments when contracling serviies or procuring goodi
with federal funds.

ln testing procurement, suspension and debarments, we were not able to find
evidence indicating that the Municiparity performs procedures to assure that the
individuals and entities that receive contracts or sub-awards are nor suspended or
debaned from participation in lederal programs. For example, we found an
instance where municipality official could not provide the contract file that contain
the request for proposals, bid, evaluations and other rerated documenls and to be
examined by us.

As stated in 24 CFR 85.35 grantee and sub-grantee must nol make any award or
permit any.award (sub-grant or contract) at any tier to any party which is debaned
or suspended or is olherwise excluded from or ineligible forpariicipation in Federal
Assistance Program under Executive order 12s49,-"Debarment and suspension,,.
Also,. A-102 Common Rule (.36) contains the procurement requirements that
should be lollowed to obtain competitive conlracr price for the service and/or
materials lo be acquired.

The Municipality has no poricies and procedures ror the use of the rist or parties
excluded from lederal procurement or non-procurement programs to assure thar
they do not award assistance to listed parties.

As a resUt ol this deliciency, the Municipality could have procured goods or
services lrom organizations and individuals that-are suspended or debaned which
could result in cost disallowances by the federal awarding agency.

EFFECT
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Section lll - Federal Award Findings and euestioned Costs

FINDING

CATEGOHY

BECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

12-lll-2 (Continued)

coMMUNtW DEVELOPMENT BLOCK GRANT/SMALL CtTtES (CDBG) (CFDA
NO. 14.228) DEPARTMENT OF HOUS|NG AND URBAN DEVELOPMENT
PASS.THROUGH STATE.OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS

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

NONE

See Corrective Action Plan attached to this report (pages 76-g.l).

65



COMMONWEALTH OF PUERTO RICO

MUNIC]PALITY OF CULEBRA

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

Section lll - Federal Award Findings and Ouestioned Costs

FINDING

CATEGORY

REQUIREMENT

NONCOMPLIANCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

12-ilt-3

coMMUNtW DEVELOPMENT BLOCK GRANT/SMALL CtTtES (CDBG) (CFDA
NO. 14.228) DEPAHTMENT OF HOUSTNG AND URBAN DEVELOPMENT
PASS-THROUGH STATE-OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS

Compliance and lnternal Control

Cash Management

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

The Cash Management General Requirement ol Circular OMB-I02 requires that
funds should include procedures to minimize the time elapsed between the
transler ol funds from the U.S. Treasury (Pass-through State - Olfice ol
Commissioner ol Municipal Afiair) and the disbursement and cash receipts we
found three instances out of 4 examined that the disbursements were made
elapsing between 8 to 14 days. This tinding is repeated lrom prior years.

The program officials does not follow up when funds are received to disburse them
immediately.

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 with the requirement.

NONE

See Corrective Action Plan attached to this report (pages 76-8.l).

bb



COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF CULEBRA

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

Section lll - Federal Award Findings and 0uestioned Costs

FINDING

CATEGOHY

HEQUIREMENT

NONCOMPLIANCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

12-I]t-4

coMMUNTTY DEVELOPMENT BLOCK GRANT/SMALL CTTTES (CDBG) (CFDA

N0, 14.228) DEPARTMENT 0F HoUS|NG AND URBAN DEVELoPMENT
PASS.THROUGH STATE-OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS

Compliance

Reporting

During our Test of Reporting we lound one quarterly report (4112-6130112) liled 26
days after the due date and for the olher lhree quarterly report no submission
evidence was provided.

Pedormance and Evaluation Beport (OMB No. 2506-0085) - This report is due

from each State CDBG grantee within 90 days after the close ol its program year

in a lormat suggested by HUD. HUD encourages the submission ol the report in

both paper and computerized formats. Among other lactors, the report is to
include a description of lhe use of lunds during the program year and an

assessment of the grantee's use for the priorities and objectives identi{ied in its
plan.

Most ol these reports are submitted by certified mail but, the certified receipts is

not attached to the report office copy an, therelore, the submission date is not
known.

The late submissions ol such reports may cause an improper hand ling ol amounts
been expensed and obligated..

We recommend that each report copy submitted should be identified and the
certified receipt be attached immediately to the report ollice copy.

NONE

See Conective Action Plan attached to this report (pages 76-81).
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Seciion lll - Federal Award Findings and Questioned Costs

FINDING

CATEGORY

BEQUIHEMENT

NONCOMPLIANCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

HECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

12-ilt-5

CoMMUNITY DEVELoPMENT BLoCK GRANT/SMALL CtTtES (CDBG) (CFDA
NO. 14.228) DEPARTMENT OF HoUS|NG AND URBAN DEVELOPMENT
PASS-THROUGH STATE.OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS

Compliance

Period ol Availability of Federal Funds

During our Test of Availability ol Federal Funds we noted that funds pertaining to
year 2008 and amounling to $138,146 were not obligated within the 24 months
period required.

The OMB Circular A-133, establishes federal awards may specify a time period

during which the non{ederal entity may use the federal funds. Where a fundrng
period is specilied, a non-federal entity may charge to the award only costs
resulting lrom obligations incuned during the lunding period and any pre-award

costs authorized by the lederal awarding agency. The period to obligate the
award is 24 months and the period to expense is 4 years.

The Municipality officials are not monitoring the funding period to ascertain that
program fund are obligated and expensed within the 24 months and 4 years
period, respectively.

The assigned funds are not used completely within the time frame requirement
and therelore, could be lost.

We recommend that the Municipality officials should plan and evaluate the use ol
such lunds on time and to strengths its procedures and internal control to avoid
possible lost ol such funds. We also recommend to request an approval from
HUD to reprogram those lunds.

NONE

See Conective Action Plan attached to this report (pages 76-81).
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Section III - Federal Award Findings and euestioned Costs

Single Audit
BeDort Proqram

06/30/2011

06/30/2011

Findino No.

ll- -1Atl
Programs

A
Programs

Findinq

Property, Plant and Equipment

Critena and Condition:

Chapter lX, Article 9.002 of State Act Number gl of
August 30, 1991 stales that the Municipality should
maintain updated property accounting records Also,
lhe GASB Statement No. 34 requires lhat all capital
assets, including inlrastructure, must be presented in
the Statement ol Net Assets and that these assets
must be depreciated during its useful lile.

lhe l\ilunicipatity has not maintained complele and
adequate records in order to obtain sufficient,
competent evidential matter urith respect to the
Capital Assets reported in governmental activities
and, accordingly, the amount by which this departure
would alfect the assels, net assets, and expenses of
lhe governmental activifles is not determinable. This
finding is repeated from prior years.

Accounting System

Criteria and Condi!ion:

According to Articte 8.010(a) aad (ir) of Law Num. 8t
for the Municipahties ol puerto Rico, the
ccmputerized system and lhe procedures of
accounting and property wjll be desgn so that t
allows the lruntcipaltty to carry out iis functions, at
ihe same lime as they serve to maintain an uniform
and coordinated acccunting that provrde a complete
picture ol the ftnanciai cperations of the Municipality
and the necessary financiai inlormation that assist
lhe Municipaftty Legislature, the Governor, and lhe
Secretary cl the Puerlc Brco T;easury Departrnent in
lhe perlormance ol its respective responsibilit€s.
Municipalilies accounting will be based on funds,
Generally Accepted Accountng prjnciples and the
requrrements established by the Governmental
Accounting Standard Boards.

Current Status

Finding repeated in the current
year. (12-ll.1)

Finding repeated in currenl
year. (See 12ll-2)
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Single Audit
Reoort

0613012011

Proqram Findinq No.

All 11- -2
Programs

Ail
M/30/2011 Prognms llJl-3

Findinq

Accounting System (Continuation)

Criteria and Condition:

The accounting system and manuals used by the
Municipality to account and register the linancial
transactions during the fiscal year does not provide
lor the summarization of transactions lhat permit lhe
preparation of Municipality's financial statemenls in
conformity wilh the General Accepted Accounting
Principles ol the United States of America (GAAP).

This finding is repeated from prior year.

l,lunicipal Solid Waste Landlill - GASB 18

Citeria and Condition:

The Governmental Accounting Slandards Statement
No. 18, Accounting for Municipal Solid Wasle Landlill
Closure and Post-closure Care Cost require that the

Municipality maintain adequate accounting records to

support the estimated closing and post closing care
cost.

The Municipality has not maintained complete and

adequate records in order to obtain, competent
evidential matter wilh respect lo closure and posl-

closure cost ol the municipal solid waste landfill.

Cunent Siatus

Finding repeated in lhe current
year. (See 12ll-3)
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Section III - Federal Award Findings and Questioned Costs

Single Audit
ReDort Proqram Findino No. Findino

Equipment and Beal Property Management

Criteria and Condition:

Subpart C,24 CFR 85.32 (dxl), states that property

records must be maintained and ils shall includes: a
description of the property, serial number or olher
identilication number, the source ol property,
percentage of Federal participation in the property,
the location, use and condition of the property, any
ultimate disposilion dala including the date of
disposal and sales price of property. Also, a physical

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

Federal Program Department does not have a
property register that includes all the required
information; it only includes the property number and
its descriplion. Also, no physical inventory has been
taken in the last two years.

Lack ol Control 0ver Suspension and Debarment

Criteria and Crndilion:

As stated in 24 CFB 85.35 granlee and sub-grantee
must not make any award or permit any award (sub-
grant or contract) at any tier to any party whlch is

debarred or suspended or is otherwise excluded kom
or ineligible for participation in Federal Assislance
Program Under Executive Order 12549, 'Debarment
and Suspension".

The l\runicipality does not have procedures in place

to verify the status of an entity as to suspensions and
debarmenls when contracling services or procuring
goods with federal funds.

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

06130/2011 CDB0 t-l

06/s0/2010 CDBG ttt.2

Cunent Stalus

Finding repealed in the current
year. (12-lll-l)

Finding repeated in the current
year. (12111-2)
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Section III - Federal Award Findings and Questioned Costs

Single Audit
Report Prooram Findinq No. Findinq

Cash Management

Criteria and Condition:

The Cash Management General Hequirement of
Circular OMB-102 requires thal funds should include
procedures to minimize the time elapsed between the
transfer of lunds from the U.S. Treasury (Pass-

through State-Office of Commissioner ol Municipal
Affair) and lhe disbursement elapsing belween '10 to
68 days. This linding is repeated from prior years.

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

Equipment and Real Prcperty ltlanagement

Criteria and Condition:

Subpart C, 24 CFR 85.32 (d)(l), states that property
records must be mainlained and its shall includes: a
description ol the property, serial number ol olher
identification number, the source of property,
percentage of lederal participation in the property,
the location, use and condilion of the property, any
ultimate disposition data including the dale of
disposal and sales prices ol property. Also, a
physical inventory of the property must be taken and
lhe result reconciled with the property records at
least on every two years, respectively. The
Municipality does not have a propedy register that
includes all the required information; it only includes
the property number and its description.

06BA2U1 CDBG t-3

06BNm10 cDBc 4-10

Cunenl Slalus

Finding repeated in the current
year. (12lll-3)

Finding repeated in the currenl
year. (12lll-1)
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Section III - Federal Award Findings and euestioned Costs

Slngle Audit
Report Proqram Findinq No. Findinq

06/30/2010 cDBc 5-10 Procuremenl Suspension and Debarment

Criteria and Condition:

States, and governmental sub-recipients ot States,
shall use the same State policies and procedures
used for procurements from non{ederal lunds. They
also shall ensure that every purchase order or other
contract includes any clauses rEuired by Federal
statules and executive order and their implementing
regulations.

Local govemments and lndian tribal governments
which are not sub-recipients of States will use their
own procurements procedures provided that they
conform to applicable Federal Law and Regulations
and standards identified in the A-102 Common Rule.

All non{ederal entilies shall lollow Federal laws and
implementing regulations applicable to procurements
as noted in Federal agency implementation of the A-
102 Common Rule and Ol\ilB Circular 2 CFR, part

180 states that non{ederal entities are prohibited
Irom contracting with or making sub-awards under
covered lransactions to parties lhat are suspended or
debarred or whose principals are suspended or
debarred. Covered transactions include those
procurement contracts lor goods and services
awarded under a non-procurement transaction (e.g.,
grant or cooperative agreement) that are expected to
equal or exceed $25,000 or meet certain other
specified criteria. CFR, Section 180.220 of the
government-wide non-procurement debarment and
suspension guidance contains those additional
limited circumstances. All non-procurement
transactions (i.e., sub-awards to sub-recipients),
iflespective of award amount, are cons'dered
covered transactions.

Current Status

Finding repeated in the current
year. (12-lll-2)
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PBIOB YEARS FINDINGS AND OUESTIONED COSTS
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Federal Award Findings and euestioned Costs
Section III.

Single Audit
Eeood

06/,0i2010

Prooram Findioq No.

CDBC 5-to

w3 2010 CDBC

Findinq

Procurement Suspension and Oebament
(Continuatbn)

Criteria and Condition:

When a non-federal entty enters into a covered
lransaction wilh an enlity al a lower tier, the non_
federal 

_entity must verify that the entity is not
suspended or debarred or olhenvise exclud;d. This
verification_ may be accomplished by checking the
txctuded Parties List Syslem (EPLS) maintain;d byhe cenerat Services Adminisiralion (GSA[
collecting a certification from the entity, or aaOing i
clause or conditi.rn to lhe covered transaction iith
hat entity.

As parl of the audil procedures lhe prior audilor
examined 14 disbursements to test the compliance
with the procurement and Suspension and
Debamenl requirement for Community Developmeni
Block Grant program. ln 10 of the 14 disbursements
amounting 9919,712.44, the Municipality did not
comply with Suspension and Debarment requirement
and in one disbursement amounling to $Zi,gOO ttre
Municipality did not comply wilh fre procurement
requiremenl.

Davis8acon Act

Criteria and Condition:

Section 40 USC 3141-3i44, 346 and 347 state lhat
when required by the Davis-Bacon Acl, the
Deparlmenl of Labor,s (DoL) govemrnenl wide
rmplementation.of the Davis-Bacon Act, or by Federal
program legislation, all labor and m-echanics
employed by contractors or subcontraclors to work
0n construction conlracts in excess of g2,000
linanced by Federal Assistance Fund must be paid
wages nol less than those established for lhe locality
of the project (prevaiting wage rate) by the DOL.

Cunent Status

Finding did not occur in the
most current lwo years.
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Federal Award Findings and Questioned CostsSection III.

Single Audit
Report

06BA2U0

06t31v2010

05BA2U0

Proqram Findinq No.

CDBG 610

CDAG

CDBG

f-l0

Findino

D av is. Bac o n Act I C on tinuatio nt

Criteda and Condilion:

Non-federal entilies shall include in their conslruction
mntracts subject to the Davis-8acon Act a rEuirement
that the contraclor or subcontrdor mmply with the
requirements of the Davjs-Bacon Act and lhe DOL
regulalions (29 CFR, Part 5, 'Labor Standards Provisions
Applicable to Conlacls Goveming Federally Financed and
Assisled Construclion'). This includes a requirement for
the contractor or subcontraclor to submit to the non-federal
weekly, for eeh week in which any mntracl.

Weekly, lor each week in which any confad tvork is
performed, a mpy of the payroll and a stalement of
mmpliance (certilied payrolls) (29 CFR, Section 5.5 and
5.6). This reponing is offen done usrnO optional Form WH-
247, which indudes the required stalement of compliance
(OMB No. 1215{149).

As pan of the audit procedures the prior auditor lested .14

disbursements to the test the compliance f,,ith the Davis-
Bacon Act for Public Assistance Grants Program. ln 2 of
the I the contractors did not submit the paymlls to the
Municipality for examinalion

Reoorlho

Criteria and Condition:

Memorandum Circular 0CAM-1994 requires that the
quadedy reports should be received in lhe agency the lasl
day ol the subsequent month to the quarter end. The
Municipality did not provide lhe pdor audilor lo examination
the quarlerly report of January to March 2010.

Cash llaneoeme

Criteria and Condition:

MemoEndum Circular OCAM-2009-21 requires thal
opening a different bank account to the CDBG funds lorm
the deposit of the funds Bsigned for ARM funds.

Cunent Status

Finding occuned in the cunenl
year.

Finding repeated in lhe cunenl
year. (12-lll-3)

8-10
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ESTADO LIERE ASOCIADO DE PUERTO NlcO

GOBIERNO MUNICIPAL DE CULEBRA

OFICINA DEt ALCALDE
CUtEBRA. PUERIO RICO 00775

CORRECTIVE ACTION PLAN
SINGLE AUDIT 2011-2013

Financial Statements Findings

Finding 12-II-1- Property, Plant and Equipment

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 deparlure would
affect the assets, net assets, and expenses of the govemmental activities is not
determinable.

Corrective Action

'fhe Finance Department Director will give instructions to the Property Division of the
Municipality to continue updating its capital assets inventory. Once the inventory is updated we
will create a subsidiary record which will include the description of the assets, the person in
charge of the assets, the date of acquisition and the cost. Also, the subsidiary will include the

accumulated depreciation, the depreciation expense and the book value of the capital assets, in

order to cornply with the GASB 34. ln addition, we will consider taking the Municipality's
infrastructure invertory-

Responsible Person

Frank Garcia Martinez

l2-ll-2- Accounting System

The accounting system and manuals used by the Municipality to account and regisler 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).
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Corrective Action

The Municipality maintains two set of accounting records; a manual system and the
conrputerized, provided by the Office of Commissioner of Municipal Affairs (OCAM). The
manual system is the one we are using for financial reporting and the preparation of financial
statements. This systern consists ofa set ofmanual books (Excell spreadsheets) which are used to
register all the sources of revenues, expenditures, encumbrances and the budget of the
Municipality. During the fiscal year 2013-2014 we are going to make various changes and
improvements to this manual accounting system. The computerized system that maintained the
Municipality is used only to prepare the purchases orders and the checks of the General Fund. ln
the meanwhile, we will continue with this practice until we acquire new accounting software that
can resolve this condition.

Responsible Person

Frank Garcia Martinez

l2-ll-3- Municipal Solid Waste Landfill

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

Corrective Action

The Municipality will request a confirmation fronr the State Solid Waste Authority of the
available space, ifany, ofthe municipal solid waste landfill. Once we obtain that information we
will hire an external professional to det€rmine the actual closure and post-closure care cost ofthe
landfill. With that information we will proceed to calculate the required liability for the financial
statements ofthe Municipalig', ofthe closure and post-closure costs ofthe landfill.

Responsible Person

Frank Garcia Martinez

l2-ll-4- Supporting Payments Documents

During our disbursement test for Rural Development Project "Market Place", we
that the supporting documents fbr a payment of $51,847 could not be located
Municipality's officials and, therefore, could not be examined by us.

noted
by the
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Corrective Action

The Finance Department Director of the Municipality will gave the instructions, immediately to
the employees, to find all the supporting documents that justified the disbursement in the amount
of$51,847 mentioned in this finding.

Responsible Person

Frank Garcia Martinez
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Federai Arvard Findings

l2-III-1- Equipment and Real Property Management

Federal Program Department does not have a property register that includes all the
required information; it only includes the propcrty number and its description. Also, no
physical inventory has been taken in the last two years.

Corrective Action

In order to correct this situation, we will review the property record in order to assure that include

the following infonnation: (l) a description of the property; (2) serial number or other

identification number; (3) the source of property, percentage of federal participation in the
property; (4) the location; (5) use and condition of the property; (6) any ultimate disposition data

including the date of disposal, and; (7) sale price of property. Also, we will coordinate with the

Property Division of the Municipalit-v to take a physical inventory before the end of this fiscal

year.

Responsible Person

Brenda Cruz Walker

l2-lll-2- Suspension and Debarment

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

In testing procurement, suspcnsion and debarment, we were not able to find evidence

indicating that the Municipality performs procedures to assure that the individuals and

entities that receive contracts or subawards are not suspended or debarred from
participation in lederal programs. For example, w-e found an instance where municipality
official could not provide the contract file that contains the request for proposals, bid,
evaluations and other related documents and to be examined by us.

Corrective Action

To correct this situation, we will established during our procurement procedures, a step to verify
through the electronic version availabrle on the Internet whether or not the individual or entity is
on the list of parties excluded from federal participation in procurement and non-procurement
programs. AIso, we will give instructions to the Federal Program Director to maintain evidence of
all tlre documents related to bids or quotations that were paid with Federal funds.
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Responsible Person

Brenda Cruz Walker

12-III-3- Cash Management

Theprogramdoesnotmaintainproperprocedurestominimizetimeelapsingbetween
funds received and disburse.

Corrective Action

To avoid this situation we gave instructions to the Federal Program Director,and the Finance

oepart*"nt, that once the fuids from the pass-through are received, the checks has to be issue in

approximately three (3) daYs.

Responsible Persons

Brenda Cruz Walker
Frank Garcia Martinez

l2-lll-4- Reporting

During our Test of Reporting we found one quarterly report (4112- 6130112) filed 26 days

after ihe due date and for the other three quarterly report no submission evidence was

provided.

Corrective Action

we gave instructions to the Federal Program's accountant to sxbmit in a timely manner, to tlre

pu..-"th.ough entity the required reports. Also, the accountant should maintain and safeguard the

Lvidence oithe submissions ofthe reports to the pass-through entity'

Responsible Person

Brenda Cruz Walker
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f2-trI-s- Period of Availability of Federal Funds

During our Test of Availablf!{ gf,feaeraf Funds we nored that funds pertainins to year2008 and amounting to $13i,146 ;;r_r* 
"lurigr#" 

*il;-,#4 ;#*: ;f;required.

Corrective Action

we will make an anarvsis of the availabre fimds that we have in the pass-through entityand we witt assure thal those firnds;]ru;;;,#;Ji.J*n"o of avairabirity to avoidthe possible loss of funds.

Responsible person

Brenda Cruz Walker
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Responsible Officials,

I', 'l\---V- -4] -
William I. Solis Bermude, 

--
Mayor

€9,
Frank Garcia N{artinez
Finance Department Director

8-^--
Brenda Cruz Walker
Federal Program Director
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