PART Ill

FINDINGS AND QUESTIONED COSTS
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GOVERNMENT OF PUERTO RICO
OFFICE OF THE GOVERNOR
ENVIRONMENTAL QUALITY BOARD

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

SECTION | - SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of auditors' report issued:

Internal confrol over financial reporting:
@ Materiaf weakness (es) identified?
@ Significant deficiency (ies) identified?

Noncompliance material to financial statements noted?

Federal Awards

Infernal conirof over major programs:

@ Material weakness (es) identified?

®  Significant deficiency (ies) identified?

Type of auditors’ report issued on compliance for
Major Programs:

Any audit finding disclosed that are required to be reported

Unqualified Cpinion
[T Adverse Opinion

Yes
7 Yes

Yes

Yes

Yes

O Unqualified Opinlon
[0 Adverse Opinion

O Qualified Opinion
[I Disclaimer Opinion

{11 No

None Reported

[ No

[J No

1 None Reported

Qualified Opinion
[ Disclaimer Opinion

in accordance with Section 510 (a) of Circular A-133? Yes [d No
Identification of Major Programs:
CFDA NUMBER INAME OF FEDERAL PROGRAM OR CLUSTER

66.458 ARRA - Capitalization Grants for Clean Water State Revolving Funds

66.8085 ARRA - Leaking Underground Storage Tank Trust Fund Corrective Action Program
Dollar thresheld used fo distinguish between
Type A and Typs B Programs: $706,752
Auditee qualified as low-risk audites? O Yes No
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GOVERNMENT OF PUERTO RicO
QFFICE OF THE GOVERNOR SCHEDULE OF FINDINGS AND QUESTIONED COSTS
ENVIRONMENTAL QUALITY BOARD FORTHE FISCAL YEAR ENDED JUNE 30, 2011

SECTION fl = FINANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER ~ 2011-l-01 (See FINDING REFERENCE NUMBER 2011-1I-01)

TYPE OF FINDING MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANCE - REPORTING
PACKAGE OF SINGLE AUDIT
CRITERIA OMB Circular A-133, Subpart C, Section .320 (a), (c), state all the audlt shall be completed

and the Data Collection Form and Reporting Package shall be submilted to the Federal
Audit Clearinghouse designated by OMB within the earlier of 30 days after receipt of the
auditor’s report(s}, or nine months after the end of the audit period, unless a longer period
Is agreed fo in advance by the cognizant or oversight agency for audit,

CONDITION EQB did nof submit the Data Collection Form and Reporting Package to the Federal Audit
Clearinghouse of fiscal year ending June 30, 2011 during the reauired period.

continue
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GOVERNMENT OF PUERTO RICO
OFFICE OF THE GOVERNOR
ENVIRONMENTAL QUALITY BOARD

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

SECTION |- FINANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER
TYPE OF FINDING
CRITERIA

2011-11-02 (See FINDING REFERENCE NUMBER 2011:111-02)
MATERIAL WEAKNESS AND MATERIAL NONCOMPLIANGE - QUESTIONED COST

According fo ihe Capitalization Grants for Clean Water Slate Revolving Funds awarded
through the American and Recovery and Relnvestment Act (ARRA), Grant Agresment 2W-
7200209-2, beiween the US Environmental Profection Agency (EPA} and the
Environmental Quality Beard of Puerte Rico (EQB), administrative condition No. 8
Subaward Policy, establish that EQB agrees to ensure that any subawards are awarded fo
eligible subrecipients and that proposed subaward cosfs are necessary, reasonable, and
aflocable.

OMB Circular A-87, Attachment B, Seciion No. 23.a, establishes that the costs incurred for
interest on borrowed capital or the use of a governmental unit's. own funds, howsver
represented, are unallowable except as specifically provided in Subsection b. or authorized
by Federal legislation.

The Subsection b. states that the financing costs {including interest) paid or incurred which
are associated with the otherwise allowable costs of bullding acquisttion, construction, or
fabrication, reconstruction or remodeling complated on or after October 1, 1980 is allowabls
suibject to the conditions in {1) through (4) of this Section 23.b. Financing costs {including
interést) paid or incurred on or after September 1, 1995 for land or assoclated with
otheriise allowable costs of equipment is allowable, subject to the conditions in (1} through

@4y

{1) The financing is provided {from other than tax or user fee sources) by a bona fide third
party externat to the governmental unit;

{2) The assets are used In supporf of Federal Awards;

{3) Earnings on debt service reserve funds or interest earned on borrowed funds pending
payment of the construction or acquisilion costs are used to offset the current period’s
cost or the capitalized interest, as appropriate. Earnings subject to being reported fo
the Federal Internal Revenue Service under arbifrage requirements are excludable.

{4) For debt arrangements over $1 million, unless the governmental unit makes an initlal
equity contribution to the asset purchase of 25 percent or more, the governmental unit
shall reduce claims for interest cost by an amount equal to imputed interest earnings
on excess cash flow, which is to be calculated as follows. Annually, non-Federal
enlities shall prapare a cumulative {from the inception of the project) report of monthly
cash flows that includes inflows and outflows, regardless of the funding source. Inflows
consist of depreciation expense, amortization of capitalized construction interest, and
annual Inferest cost. For cash flow calculations, the annual inflow figures shall be
divided by the number of months in the year (Le., usually 12) that the building is in
service for monthly amounts. Qutflows consist of initial equity contributions, debt
principal payments (less the pro rata share attributable to the unallowable costs of
land) and interest payments.

Where cumulative inflows exceed cumulative outflows, Interest shall be calculated on
the excess inflows for that period and be freated as a reduction to allowable Interest
cost. The rate of interest to be used to compute earnings on excess cash flows shalf
be the threa-month Treasury bill closing rate as of the last business day of that month.

continue
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GOVERNMENT OF PUERTO RICO
OFFICE OF THE GOVERNOR
ENVIRONMENTAL QUALITY BOARD

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

SECTION I] - FINANCIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER

CONDITION

2011-1-02 (See FINDING REFERENCE NUMBER 2011-111-02) - continuation

{5) Interest attributable to fully depreciated assels is unallowable,

Also the OMB Circular Letter A-87, Attachment A General Principles for Determining
Allowable Costs, Section C{j) Basic Guidelines states as part of the factors affesting
allowability of costs under Federal awards, costs must be adequately documented.

EQB authorized a reimbursement payment amounting to $1,950,951 fo the subrecipient
Puerto Rico Sewer and Aqueducts (PRASA) for the concept of interest paid to Government
Development Bank due to & line-of-credit used to cover in advance the construction project
cosls.

fn addition, EQB authorized a reimbursement payment amounting to $3,113,289 to PRASA
for the concept of costs of overhead incurred for the consfruction projects and for which
such overhead costs were not adequately documented.

continue
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(GOVERNMENT OF PUERTO RiCO
OFFICE OF THE GOVERNOR

ENVIRONMENTAL QUALITY BOARD

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

SECTION lll = FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING RERENCE NUMBER
FEDERAL PROGRAM

AWARD NUMBER

FEDERAL PROGRAM

AWARD NUMBER

COMPLIANCE REQUIREMENT

TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE
PROPER PERPECTIVE

CAUSE

EFFECT OR POSSIBLE EFFECT

2011:11-01 (See FINDING REFERENCE NUMBER 2011-1-01)

ARRA - CAPITALIZATION GRANTS FOR CLEAN WATER STATE REVOLVING FUNDS
(CFDA NO. 66.458)
U.S. ENVIRONMENTAL PROTECTION AGENCY

2W.72000208-2 {ARRA Funds)

ARRA - LEAKING UNDERGROUND STORAGE TANK TRUST FUND CORRECTIVE
ACTION PROGRAM (GFDA NO. 66.805)
U.S. ENVIRONMENTAL PROTECTION AGENCY

21-97233809-1 (ARRA Funds)
REPORTING
MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

OWB Circular A-133, Subpart C, Section .320 (a) & (o), state all the audits shall be
completed and the Data Collection Form and Reporting Package shall be submitted to the
Federal Audit Clearinghouse designated by OMB within the earlier of 30 days after receipt
of the auditor's report(s), or nine months after the end of the audit period, unless a longer
period is agreed to in advance by the cognizant or oversight agency for audit,

EQB did not submit the Data Collection Form and Reporting Package fo the Federal Audit
Clearinghouse of fiscal year ending June 30, 2011 during the required period. This is a prior
vear Finding.

Not dstermined.

EQB, as the prime recipient of the Capitalization Grants for Clean Water State Revolving
Fund (SRF) has to coordinate with the responsible personnel of Governmental
Development Bank (GDB) to provide information related to audit procedures over
compliance and internal control over the SRF. These procedures include the following
requirements on the Special Tests and Provisions stated in the OMB Clrcular A-133
Compiiance Supplement as of March 2011:

- Binding Commitments
Fund Establishment, Loan Repayments, Fund Earnings, and Use of Funds
CWSRF as Sscurity for Bonds
Program Income

el NS .

The reluctance from the responsible personnel of the GDB {o provide documentation

resulted in the significant delay in the performance of audit procedures mentioned above.

During this fiscal year EQB confronted difficulties to coordinate with GDB to obtain the
required information and documentation for the performance of audit procedures over the
SRF,

This condition imited EQB fo have reasonable assurance regarding the achievement of the
internal control and compliance objectives for a reliable financial reporting o be submitted
fo audit procedures, and to determine the programs to be included in the Scheduls of
Expenditures of Federal Awards.

centinue
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GOVERNMENT OF PUERTO RICO
OFFICE OF THE GOVERNOR SCHEDYLE OF FINDINGS AND QUESTIONED COSTS
ENVIRONMENTAL QUALITY BOARD For THE FIscAL YEAR ENDED JUNE 30, 2011

SecTioN ili - FEDERAL AWARD FiNDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER ~ 2011-11i-01 (See FINDING REFERENCE NUMBER 2011-11-01) - contniration

RECOMMENDATION We recommend EQB fo better coordinate with GDB the accessibility of the documentation
' and information related to the Capitalization Grants for Clean Water State Revolving Funds.

With this improvement, EQB would avoid in the fulure the late submission of the Data

Collection Form and Reporting Package, as well as the issuance of counterproductive audit

opinion and audit finding.
RESPONSIBLE OFFICIAL’S
RESPONSE AND CORRECTIVE
ACTION PLANNED The Puerfo Rico Environmental Quality Board (PREQB) Water Quality Program (WQ) will
- e coordinate with GDB so that information will be provided Internally thru PREQB-WQ
Program directly, this way GDB will not be required in the future to submit this information.
IMPLEMENTATION DATE Done
RESPONSIBLE PERSON Mr. José Vega Reina — Manager of the Budget, Finance and Human Resources Office

Ms. Wanda Garcla ~ Water Program Sub-Manager
Mr. Javier Verardi — Chief of Infrastructure Division Project
Mr. Robetto Ayala — Water Program Manager

continua
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GOVERNMENT OF PUERTO RIcO
QFFICE OF THE GOVERNOR

ENVIRONMENTAL QUALITY BOARD

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

SECTION l]| - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENGE NUMBER
FEDERAL PROGRAM

AWARD NUMBER
COMPLIANGE REQUIREMENT
TYPE OF FINDING

CRITERIA

2011-Hl1-02 (See FINDING REFERENGE NUMBER 2011-11-02)

ARRA - CAPITALIZATION GRANTS FOR CLEAN WATER STATE REVOLVING FUNDS
(CFDA NO. 66.458)
U.S. ENVIRONMENTAL PROTECTION AGENCY

2W-72000208-2 (ARRA Funds)
SUBRECIPIENT MONITORING
MATERIAL NONCOMPLIANCE AND MATERIAL WEAKNESS

According to the Capitalization Grants for Clean Water State Revolving Funds awarded
through the American and Recovery and Reinvestment Act {ARRA), Grant Agreement 2W-
7200208-2, between the US Environmental Protection Agency (EPA) and the
Environmental Quality Board of Puerto Rico (EQB), administrative condition No. 8
Subaward Policy, establish that EQB agrees to ensure that any subawards are awarded fo
eligible subrecipients and that proposed subaward cosls are necessary, reasonahle, and
allocable.

OMB Circular A-87, Attachment B, Section No, 23.a establishes that the costs incuired for
inferest on borrowed capital or the use of a governmental unil's own funds, however
represented, are unallowable except as specifically provided In Subsection b. or authorized
by Federal legistation.

The Subsection b, states that the financing costs {including interest} paid or incurred which
are associated with the otherwise allowable costs of building acquisition, construction, or
fabrication, reconstruction or remedeling completed on or after October 1, 1980 is allowable
subject to the conditions in (1) through {4} of this Section 23.5. Financing costs (including
interest) paid or incurred on or after September 1, 1995 for land or associated with
otherwise allowable costs of equipment is allowable, subject to the conditions in (1) through

(4

(1) The financing is provided {from other than tax or user fee sources) by a bona fide third
party external to the governmental unit;

(2) The assets are used in support of Federal Awards;

{3) Earnings on debt service reserve funds or interest eamed on borrowed funds pending

- payment of the construction or acquisition costs are used to offset the current pariod's
cost or the capltalized Interest, as appropriate. Eamings subject fo being reported to
the Federal Internaf Revenue Service under arbitrage requirements are excludable.

(4} For debt arrangements over $1 million, unless the governmental unit makes an initial
equity contribution to the asset purchase of 25 percent or more, the governmental unit
shall reduce ¢laims for inferest cost by an amount equal to imputed interest earnings
on excess cash flow, which is o be calculated as follows. Annually, non-Federal
enlities shall prepare a cumulative (from the inception of the project) report of monthly
cash flows that includes inflows and cutflows, regardless of the funding source. Inflows
consist of depreciation expense, amortization of capitalized construction interest, and
annual interest cost. For cash flow calculations, the annual Inflow figures shall be
divided by the number of months in the year {i.e., usually 12} that the building is in
service for monthly amounts. Quiflows consist of initial equily contributions, debt
principal payments {less the pro rala share attributable to the unallowable costs of
fand) and interest payments,

continue
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GOVERNMENT OF PUERTO RICO
OFFICE OF THE GOVERNOR

ENVIRONMENTAL QUALITY BOARD

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

SECTION |l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER

CONDITION

QUESTIONED COSTS |

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

CAUSE

2011-111-02 (See FINDING REFERENCE NUMBER 2011-11-02) - continvation

Where cumulative inflows exceed cumulative outflows, inferest shall be calculated on
the excess inflows for that period and be reated as a redustion to allowable interest
cost. The rate of Interest to be used to compite earnings on excess cash flows shall
be the three-month Treasury bill closing rate as of the last business day of that month.

(5) Interest aftributable to fully depreciated assets is unallowable.

Also the OMB Circular Lefter A-87, Attachment A General Principles for Determining
Allowable -Costs, Section C{) Basic Guidslines states as part of the factors affecting
allowability of costs under Federal awards, costs must be adequalely documented.

EQB authorized a reimbursement payment amounting to $1,950,951 to the subrecipient
Puerto Rico Sewer and Aqueducts (PRASA) for the concept of interest paid to GDB due to
a line-of-credit used to cover in advance the construction project costs.

In addition, EQB authorized a reimbursement payment amounting to $3,113,289 to PRASA
for the concept of cosls of overhead incurred for the construction projects and for which
such overhead costs were not adequately documented.

$5,064,240

As per Operating Agreement signed in 1991 between EPA and EQB acting on behalf of the
Government of Puerto Rico, EQB is the Prime Reciplent of the federal funds awarded as
Capitalization Grants for Clean Water State Revolving Funds (SRF) and has PRASA, as a
subrecipient entity of such funds., EQB being the pass-through entity, has to monitor the
activities of subrecipients as necessary to ensure that Federal awards are used for
authorized purposes in compliance with laws, regulations, and the provisions of contracts or
grant agreements and those performance goals are achieved. This audit finding represents
a systemic deficiency.

Although, EQB had authorized the amount of $5,064,240 as reimbursement payments for
the subreciplent PRASA and for interest and cost of overhead considered as unaflowed
aclivities, as of February 2012, EQB had commenced a discounting procass in the next
reimbursement payments. According to EQB Management, as of June 7, 2012, the pending
balance to be discount is amounting to $326,681, with an expectation to totally discount the
current balance, before the PRASA get the project final relmbursement payment.

The documentation provided by PRASA to support its costs incurred for concept of interest
and overhead cost did not include appropriate evidence such as, involce, purchase order,
quotation, requisition, and others, EQB did not properly assess the evidence submitted by
PRASA fo support Its disbursements made for the constructions projects performed during
the fiscal year 2011.

continue
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GOVERNMENT OF PUERTO RICO
OFFICE OF THE GOVERNOR

ENVIRONMENTAL QUALITY BOARD

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2041

SECTION Il - FEDERAL AWARD FINDINGS AND GIUESTIONED COSTS

FINDING REFERENGE NUMBER

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE
ACTION PLANNED

IMPLEMENTATION DATE

RESPONSIBLE PERSON

2011-il-02 {See FINDING REFERENCE NUMBER 2011-11-02) - continuation

fn implementing the requirements of the American Recovery and Reinvestment Act of
2009, EQB agrees fo adhers to the agreed-upon policies and procedures stated in the
‘EQB Guidelines for Managing ARRA Grants®, which Includes program-specific procedures
for drawing down funds under this assistance agresment and for financial reporting, EQB
understands that failure to comply with the requirements of this condition will result in the
reinstatement of the standard high risk condition and the reimbursement method of
payment,

We recommend EQB to maintain and improve the monitoring process by the establishing of
the standards required reimbursement evidence to be submitted by the subraciplent
PRASA in order to avoid unallowable cost.

PREQB Waler Quality Program has prepared an Eligible Project Cost Guide and a SOF to
avoid future finding of this nature.

As of the questioned costs under this finding (35,064,240} EQB has deducted from future
projects this amount, There is still balance of $326,681 fo be deducted from a fulure
project,

Under Review by EPA, SOP, September 30, 2012

Mr. José Vega Reina - Manager of the Budget, Finance and Human Resources Office
Ms. Wanda Garcla - Water Program Sub-Manager

Mr. Javier Verardi ~ Chief of Infrastructure Division Project

Mr. Roberto Ayala - Water Program Manager

continue
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GOVERNMENT OF PUERTO RICO
OFFICE OF THE GOVERNOR

ENVIRONMENTAL QUALITY BOARD

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE F1SCAL YEAR ENDED JUNE 30, 2011

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING REFERENCE NUMBER
FEDERAL PROGRAM

AWARD NUMBER

FEDERAL PROGRAM

AWARD NUMBER
COMPLIANCE REQUIREMENT
TYPE OF FINDING

CRITERIA

CONDITION

QUESTIONED COSTS

INFORMATION TO PROVIDE
PROPER PERSPECTIVE

2011-111-03

ARRA - CAPITALIZATION GRANTS FOR CLEAN WATER STATE REVOLVING FUNDS
(CFDA NO. 66.458)

U.S. ENVIRONMENTAL PROTECTION AGENCY

2W-72000209-2 {ARRA Funds)

ARRA - LEAKING UNDERGROUND STORAGE TANK TRUST FUND CORRECTIVE
ACTION PROGRAM (CFDA NO., 66.805)

U.S. ENVIRONMENTAL PROTECTION AGENCY

2L-97233809-1 (ARRA Funds)

- ACTIVITIES ALLOWED OR UNALLOWED/ALLOWABLE COSTS/COST PRINCIPLES

SIGNIFICANT DEFICIENCY

OMB Circular Lefter A-87, Attachment A General Principles for Determining Allowable
Costs, Section C(j) Basic Guidefines states as part of the factors affecting allowability of
costs under Federal awards, costs must be adequately documented,

During the examination of the disbursements supporting documentation, we found that
EQB had processed disbursements which some documentation was not signed and others
type of deficiencies, as described below:

1. ARRA - Capitalization Grants for Clean Water State Revolving Funds:

a.  The Vouchers No, 11001013 for fravel expense was not signed by the employee
who was claiming the reimbursement.

b, The Time Sheet of March 2011 for two employess was not signed by the
employees,

¢.  The Purchase Order No. 00014-0000001010 was not signed by the persons who
authorized the obligafion.

2. ARRA -Lsaking Underground Storage Tank Trust Fund Corrective Action Program:

a. For an employee we noted for March and June 2011 that there was a difference

© between fime allocation Issued by FIMAS {Accounting Syslem) and the time
sheet signed by ths employes. Also for others two employees we observed this
kind of difference.

b.  For an employee there was a difference of 7.5 hours in the total worked hours on
June 2010,

Not determined.
The EQB Management had contracted a CPA firm for the performance of the quality review

process of all reimbursement request supporting documentations of federal funds, as stated
in the Grant Agreement for regular federal funds in the special condition for high risk status.

continug
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SECTION |l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
FINDING REFERENCE NUMBER 2041-111-03-continuation

In this case, the ARRA funds are not subject to this quality review process of the CPA firm
due to these funds are assigned through the advance form, as stated in the Grant
Agreement for ARRA funds, speclal condition “Modified High-Risk Gondition Under the
ARRA awards". This audit Finding represents a systemic deficiency.

However, the forms and documentation that did not have their signatures, were
immediately provided by the Finance personnel properly signed.

CAUSE These internal control deficiencies were not detected by the quality control system
established by EQB.

EFFECT OR POSSIBLE EFFECT EQB could be Incurring in non-compliance acts or could have internal contro! deficiencies
related to the disbursements established in the ARRA Grant Agresment before mentioned.

RECOMMENDATION We recommend to the management to improve a quality review system for every
disbursement issuance, in order to maintain the accuracy, completeness and existence of
the supporting decumentation,

RESPONSIBLE QFFICIAL'S

RESPONSE AND CORRECTIVE '

ACTION PLANNED PREQB Finance division will make mandated that office supervisors and Finance, Budget
and External Resources Manager, establish a checklist for documents review by both
internal and external auditors thus avoiding incomplete information for review,

This checklist will include the verification of Budget and Purchasing Division personnel,
This will include final revision by payment approval in FiMaS System of supervisors
involved.

IMPLEMENTATION DATE October 31, 2012

RESPONSIBLE PERSON Mr. José Vega Reina ~ Manager of the Budget, Finance and Human Resources Office
_ Ms. Narda Méarquez - Federal Funds Manager
Mrs. Ana M. Fernandez - State Funds Manager
Budgst Personne! and Purchasing Division

END OF SCHEDULE




